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INTRODUCTION

In this overview, issuesof legislative regulation! of various sourcesof income for non-commercial
organizations (NCO)2 are discussed in five countries of Central Asia: thRepublic ofKazakhstan, the
Kyrgyz Republic,the Republic ofTajikistan, Turkmenistan, andthe Republic ofUzbekistan.Among
the sourcesof financial sustainability, we will consider the following: state funding and aid from

private sources(local and foreign), income from internal sourcesof the NCO(such as membership
and entrance fees as well asncome from entrepreneurial activity), favorable tax regulation of the
NCG and their donors,and volunteer activity.

TheNC@ 8 A A A A O Goufdésof bdbrdehsith® Basis of their financial sustainabilitys In turn,
this access depends on the supportiveness of the legislation eniglgl such access, and how well the
NCG know their rights and responsibilities and can take advantage of this access.

The authors of this overview hope that it will inform the readers about new possible sources of
income, aboutthe experienceof their colleaguesfrom other countries of Central Asia,and may lead
them to take practical steps towardsgeneratingincome from new sources and improving legislation
that enables access to income.

The authors hope that theoverview will be useful to the specialists, NCOrepresentatives, state

officials, and parliamentarians who seek to improve the legislation foNCOsin their countries. The

overview provides readers with AT T BT OOOT EOU O1 Al i DBAOA OEA 1 ACEC
with the legislation of other countries, familiarize themselves with theexperience of other countries

and utilize that experience in practice. In order to facilitate comparative analysis, the legislative

overview of each of the five countries is built according ta unified structure.

The issue of financial sustainability $ critical for many NCOsin Central Asia. Before théndividual
country overviews, the authors offer a short history, which helpgxplain the financial sustainability
situation in Central Asia.

With the attainment of independence at the beginning of the 1990sssistance from foreign donors
served asthe primary income for NCQOsin this region. International organizations isswed grants to
NCG for various projects, as well as paid significant attention to the trainipof NCOrepresentatives
on the necessaryskills for their activity, management, and fundraising. In those times, the legislation
of Central Asia, in general, encouraged and facilitated the growth of foreign fundirtrough

1The normative legal material presenteds current as of December 1, 2016.

2 Different states in Central Asia use different terminology to define nefor-profit organizations. In this
publication, each chapter provides an overview of the legislation of a certain country and authors use the term,
which is utilized in the legislation of that country. Where the general practice is discussed or comparisons are
made with other countries or the international experience is analyzed then a general ter@1 fcdmmercial

I OCAT EUAQOETT6 j.#/ qQ EO OOAAS8 thednaii OrmOdd bddrpatafioh of @dhA O OEE O
governmental nonprofit legal entities in accordance with the civil codes of the Central Asian countries, except
for political parties, trade unions, religious organizations and other organizations whose forms of
incorporation are regulated by special legislation. The review considers issues that are relevant for the majority
of non-profits in the states of Central Asia. This review does not discuss features of legal regulations of special
types of NCOs.

3 Financial sustainability implies steadysurplus of income over expenditure, which enables the organization to
dispose of its resources freely and thereby ensure uninterrupted activity of the organization



favorable regulation andthe absenceof administrative barriers to receiving foreign aid by local
organizations.

In the 1990s, aside fromforeign funding, a number of large national-level organizations received
direct funding from the state budget. At the beginning of the 2000s, after realizing the importance of
NCOinvolvement in resolving social issuesseveral countries introduced state funding mechanisms

of NCG on a competitive basis. For instance, Kazakhstan, Kyrgyzstan, and Tajikistan adopted laws
on state sociaktontracts. In Uzbekistan, a special body was authorized to distribute grargghe Public
Fund for SupportingNCG and other Civil Society Institutes under the Oliy Majlis of Uzbekistan. Such
NCOfunding mechanismsanticipate acompetitive selection of social sernge providers and executors

of social projects among theNC@. State funding became increasingly important as a source of
financial sustainability for a large number oNCG. Howeverboth in the past and today, state funding

in all countries is limited andcannot ensurefinancial sustainability for the NCG on its own

At the sametime, traditional sourcesofincomefor the NCGin other countries, suchasincome from
entrepreneurial activity and charity from local donors, have yet to play a substantial role for the
majority of NCG in Central Asia.

Sincethe beginning of the 2000s, a number of Central Asian statesmade efforts to limit the access of
NCG to foreign funding. The majaty of NCG, for which foreign funding was their main source of
income, found themselves in a financial predicament. Aresent, it is extremely difficult for NCG to
receive foreign grants in Uzbekistan and Turkmenistanin Kazakhstan and Tajikistan the
governmentintroduced requirements for mandatory naotification upon the receipt of foreign aidand
the submission ofreporting on using such funds Attempts were made to adopt a similar legislation
in Kyrgyzstan, which locaINCG managed to prevent. Unfdunately, the tendency toestablish
legislative restriction s onNCQD dccess to foreign funding is continuing.

As the kgislationregulating foreign aid becomescomplicated, it is important for NCG to understand
their rights and obligations in accordancewith such legislation, as well as to be moregroactive in
promoting reforms, whichwould simplify access to foreign aid and prevent new limitations and bans.

In addition, legislation regulating state funding isalso changingrapidly. New lawswere adopted in
Kazakhstan,which introduced a new grant mechanism in addition to the state sociatontracting
mechanism. In 2016, Kyrgyzstaradopted a second generation Law on State Social Procurement,
which eliminated the gaps that existed in the previous lawTherefore, itis important for NCG to
monitor suchchanges in order to be able to take advantage of all new possibilities for receiving state
funding. It is alsoimportant for NCOsto know and use the experience of the neighbouring countries
in promoti ng reforms in their own countries.

The authors of theoverview hope that it will help readers resolve all challenges$n improving the
legal environment, whichwould facilitate the financial sustainability ofNCGs.

The overview was prepared by the joint efforts of ICNL legal consultants from Kazakhstan,
Kyrgyzstan, Tajikistan, Turkmenistan, and partners from Uzbekistan.



KAZAKHSTAN

General overview

are state social contracts (hereinafter z SS@, grants from foreign and local donors, corporate
philanthropy and sponsorship, membership fees individual philanthropy, entrepreneurial income
through provision of paid services and state grants and awards. Unfortunately, we do not have any
statistical data on what percentageeachof the abovelisted sourcesmakes upthe overall income of
NCOs.

SSG are an important financial source for NCOs Every year, approximately 6-7 billion tenge from
the state budgetis provided for SSCsAccordingto the data provided by the Ministry of Culture and
Sport (hereinafter z MCS, in 2015, for example, 1743 projects were conductedwith the support of
7,373,294 tenge? including 1,233,959 tenge provided by central state bodies and 6,139,335 tenge
provided by local executivebodiess

Starting from 2016, state grants began to bedistributed through a specially-created Operator.Based

on the results of a competitive solicitation, concludedin September 2016, NCOs received 11 grants

for a total amountworth over 200 million tenge® Additionally, small grants are distributed by some

local foundations, which have a state share. Fexample starting from 2008, the Foundation of the

First President has conduatd an annual Fair of Social Ideas andProjects, where any NCO can

participate to test a project. This foundation annually providessupport for approximately 20 NCO

projects in the amount of 1 to 3 mllion tenge? The state foundationfor the development of

Al OOADPOAT Aboauncher aéppdlal agram called O $ A {Kénekd  x EEokides

support to entrepreneurs with limited abilities and NCOsfocused ondisability issues. One ecent

AgAi p1 A T £ OEEO A& 01 A A GiFihahcddOmpleAchtEdD\EtiieFASsariatoAdd A D Ol

abilities.s

The biggestshare of NCOgincomeiis still comprised offunds receivedfrom foreign sources suchas
grants and donations. At present, 165 international and foreign organizations have a right to
distribute grants in the Republic of Kazakhstah(hereinafter z RK). Thoseorganizations which do
not have the right to distribute grants can assist Kazakhstani NCOs the form of donations or other
forms, which we will discuss below KazakhstaniNCOsare not required to get prior approval to

41n 2015 the averageexchange rate of US dollar to tenge varigdom a minimum of 182.35 tenge to $1 dollar
to a maximum of 372.36 tenge to $1.

50 0OAOAT OAOGET T 1T £ OEA - #@ QAOTO))ATGMAIAANGEIAT EXBAGEE 1T11dh o * OT
6 http://kazakh -tv.kz/ru/view/news kazakhstan/page 174147 dlya-realizatsii-sotsialnykh-proektov-npo-
poluchili-odinn.

7 http://meta.kz/novosti/kazakhstan/977882 -nazvany-pobediteli-hi-yarmarki-socialnyh-idey-i-

proektov.html.
8 http://www.damu -komek.kz/3478.

9 The Decreeof the Government of the RKon Approval of the List of International and State Organizations
Foreign and Kazakhstani Non-Governmental Public Organizations and Foundations, Providing Grants
(hereinafter z List of Donors), dated 20.03.20090 ¢ Xhereinafter z Decree of the Government ofhe RKO
376).
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receive funds from foreign sourceshowever, in certain casesdefined by law, they must notify state
bodiesabout the receipt of these funds and reporon their usage.

Local commercial organizations assist NCOs through distribution of grants and donatiohfowever,
in the opinion ofthis researcnd O A Qi@ EnbstpOrtular form of support comes through provision
of services and goodsto NCQ Additionally, in recent years large corporations, such as
Tengizchevroil o Kazkommerzbank!! and Rahat2increasedtheir support to NCOs through speciy-

created charity foundations.

Otherkinds of localfunding include individual philanthropy, membership fees and contributions, and
also income fromentrepreneurial activity.

RKalso provides a number of tavbenefits for NCOs and their donors.

Further, we will consider the legal regulation of various sources of NCO funding in the order of their
priority for most NCOs in Kazakhstan, as well as legislation dne taxation of NCOs and their donors:

1. State funding

2. Foreign funding

3. Income from local sources

4. Income fom entrepreneurial activities
5. Volunteers

6. Tax berfits for NCOs and their donors

1. State funding

In Kazakhstan the state finances NGGs6activity 13 from the budget (central and local) through the
mechanism of SSC which is aimed at solving problems in social spherel4 and also through
distribution of state grants and awards.:5

1. SSC

SSG areregulated by the Law on SSCwhich stipulates the peculiarities of NGO$participation in the
processof state procurement of socialservices and alsoby generallegislation on state procurement
of goods, works and services. Thprocurement of servicesthrough an SS(oprocess is conducted
according to the Lawof the RKon Sate Procurement. Rulesfor Conducting Sate Procurement?é
(hereinafter z Rules of Sate Procurement) contain necessaryinstructions for conducting state
procurement of goods works, and services, special conditions for procurement of certain types of

10 http://www.tengizchevroil.com/ru/corporate -responsibility/community .

11 http://kuszholy.kz/ .
12 http://www.rakhat -demeu.kz//index.php?p=aboutFoundation&outlang=1

13 The conceptof NGQin the RKis usedin the legislation on SSGwith a purpose of excluding a possibility of

state financing of certain types of NCOs|, NGIDz a non-commercial organization (exceptfor political parties,
professional unions and religious associationg, created by citizens and (or) non-governmental legal entities

on a voluntary basisfor achievingAT I I T 1T CcT A1 O ET AAAIT OAAT AA xEOE OEA
the Law on SSC).

14 The Law on SSCArticle 1, Para2.

15 See Law of the RK on Introducing Amendments and Additions into Some Legislative Acts Concerning Issues
of Activity of Non-Governmental Organizations, date®2.12.20150 1 /w

16 The Order of the Minister of finance of the RK on Approval of Rules for Condtiong State Procurement, dated

pp8pg8gmpu O ot Y
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goods, &t qualification requirements,}” and also stipulate procedures and terms of conducting state
procurement.18

The procedure for conducting competitions for receiving SSG is describedin detail in) # . 20450
research publication Somelssues ofegalRA C O1 A OE T WActivitydh Coutatrie® 6f Central Asia

generaloverview of the SSGnechanism.

According to the Budget Code othe RK20 SSG arefinanced from the budget programs aimed at
provision of state serviceg! The budget program is developed for a planned period of time on an
annual flexible basis by an administrator of budget programs and contains the amount of planned
budget funds for aplanned period. The budget prograns are developedaccording to the principles
of necessity and availability of funds for solving objectives, tasks and indicators, determined in a
strategic plan or a program of territorial development or for execution of pavers, determined in a
OOAOA 1T OCA=20 OACOI AGEIT 1 8

Presently, in addition to the Ministry of Religious Affairs and Qvil Society of Kazakhstars?
(hereinafter z MRACS)which coordinates activities of statebodies on SSC implementationpver 20
other state bodies of the RK distribute SS&at the central and local levels

With regard to planning for SSCs, the following process applig®efore the start of the next calendar
year, all statebodies must plan into their budgets amounts for [SS€], and after appoval of the total
budget must draft an annual plan of procurement of goods and services. Also the themes lots forsSSC
are created beforehandand NGOs may patrticipate in this process, by giving their proposals at the
meetings of the Council forlnteraction andCollaboration with NGOs@#

Only NGOs performing activity according to theistatutory goals in the spheres, stipulated by law,
except for political parties, professional unionsand religious associations, can be SSGppliers.2s

The Law defines 15 spheres of SSCactivity, including achievement of goals in the spheres of
education; science information; physical culture and sport protection of health of citizens
promotion of a healthy lifestyle; environmental protection; and others?®

2. Grants

The Law on SSCdetermines that grants are provided for realization of social programs and social
projects, developedby NGOsby an Operator in the sphere of grant financing of NGOg hereinafter -
Operator) in accordancewith a grant agreement The government provides grants in order to

17 Paragraph 17 of theRules ofSate Procurement.

18 |pid, paragraphl7,item 222.

19 http://www.icnl.org/programs/eurasia/Comparative%20research%20CAR.pdf

20The Budget Code ofthe RK dated8 p ¢ 8 ¢ miMh O wvu

21 |bid, Article 34.

22 |bid, Article 32.

23 As of 1 October 2016, authorities in the sphere of S§&hd NCOs were transferred from the K@Sof the RK to
the new Ministry of Religious Affairs and Qvil Society.

24ICNL3T | A ) OOBAO T &£ , ACAI 2ACOI AOET T Jj36H201%./ 08 ! AOEOEOU
25 Law on SSCparagraphs5 and 7 of Article 1, paragraph 3 of Article 6.

26 |bid, Article 5.
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support civil initiatives , to discoverthe potential of membersof civil societyto solve actual questions
of developingthe social sphere2?

Grants are provided on a competitive basis for NGOs.Those NGOs which are in the process of
liquidation , recognizedasinsolvent (bankrupt), whose property isseized and (or) whose economic
activity has been stopped, cannot participate ingrant competitions. The procedure for grant
distribution is stipulated in the Rules on Grants Distribution for NGOs and Monitoring their

Realization (hereinafter z Rules onGrant Distribution ),28 which we discuss further below.

The Operator is a non-commercial legal entity created in a form of a joint stock company by the
Government ofthe RK andwhich has the right to provide state and other grants in accordance with

the Law on SS@. The Decree of the Government of the RK dated 31.12.2015 created a non

Al i1 AOAEAI ET ET O OGdr Ane suppbri rAdvil IT GHEAOKOAOGS xEOE
Ci OAOT T AT O OEAOA ET EOO O Qésilyiated ab thel @gaedatordAmes OAT h
Operator has the right to distribute state grants (which were given to thé@perator by an authorized

state organ fromthe state budget) andnon-governmental grants (which are given to theOperator by

an individual or a legal entity on a voluntary basisjo NGOs, and also tengageexperts for monitoring

C O A impléndentation. The Operator is obliged to monitor grantsGimplementation, make proposals

on improving the mechanism of grants distribution, make announcements on itwebsite about the
realization of grants and present an annual report about the results of its activit§t

The procedure of conducting the competition for state grants is stipulated in the Law on SSGand in
the Ruleson Grant Distribution.

Grants are given under the directions set in the Law on SS& for financing the following types of
social projectd social programs

1) creation and (or) organizational support of social services

2) creation and (or) organizational support of activities of centers providing rehabilitation,
adaptation, and employment services

3) creation and (or) administrative support of activities of centers providing 24hour
informative and (or) consultative, educational servicesand

4) conducting complex researchwithin the scope of the most prioritized directions of grant
realization aimed at discovering a problem, monitoring its dynamics and finding the
solutions 33

Grants are provided on a competitive basisthrough an independent review of NGO®applications,
conducted by an expert commission, created by theéperator and comprised of Kazakhstani and
foreign experts and NGOs representatives.

27 |bid, paragraph7-1 of Article 1.

28 The Order of the Mnister of Culture and Sport of theRKon Approval of the Rules onGrants Distribution for
Non-Governmental Organizations andMonitoring their Realization, dated 251220150 1 p ¢ 8

29 aw on SSC, Articlé, paragraph 7-4).

30 DecreeO p pan&omelssuesof Grant Financing of Non-Governmental Organizations, Article 1.

31 Law on SSChrticle 6-2.

32 |pid, Article 5.

32 |bid, paragraph7-1.

33 Ruleson Grant Distribution , Article 4.

34 bid, Article 7 and paragraph5 of Article 2.



The procedure of grants distribution consistsof the following stages:

T
T
1

1
1

approving aplan of grants distribution and conducting a competition;

publicizing an announcementabout the competition and receipt of documents;

considering the submitted documents and conducting an independenteview of these
documents;

making a decision by theDperator; and

signing an agreement3s

The plan of grants distribution is approved by thdIRACShrough consultations with the public and
NGOswithin 20 working days from the approval date of the respective budget. t is uploadedon the

website of the MRACSWwithin five days from the approval date of the plan. The plan contains the
following data:

T
1
1

alist of the tasks of public importancefor which grants will be provided;

ageneral descriptionof these tasksand

the placeof implementation of social projects/social programs and funds, allocated for their
implementation 36

Thereafter, within five days the announcement is uploaded on th&@D A OA OT 06 éndox RAOE OA
periodical publications. The law stipulates the obligatory content of the announcements?

An application for participation in a competition must contain the following documents, which must
be presented inthe format established inthe legislation:

1)
2)
3)
4)
5)

6)

7

8)
9)

an application for receiving a grant

an applicantquestionnaire;

apassportof asocial project/ social program

a project of a calendar plan of realization of theocial project social programnt

a budget plan for realization of the social project/social program, including the amount®r
logistical expenses such asexpenses for procurement of goods, works and serviceshich
are not directly connected with the grant realization and aimed at developing a
organization;

a copy of a document approving/electiig the first director, certified by the stamp of the legal
entity;

a letter of authorization, empowering a bearer with the right to submit the documents to the
Operator, signing of agrant agreementand other documents necessay for executing the sid
task;

copies of diplomas, certificates, lettersf appreciation (if available);

a date of submission, signaturés

If all documents meet necessary requirements, theDperator sends them to the expert commission.
After studying all the documents a member of the expert commission assesses them on a tpoint
scale according to the following criteria:

35 |pid, Article 8.

36 |pid, Articles 9-11.
37 lbid, Articles 12-13.
38 |pid, Article 15.



1) if aproposed project/program is aimed at reaching specified goalwith a defined result

2) effectiveness of a project and availability of indicators assessing the effectiveness;

3) population coverageand involvement of the main target group of the project;

4) amount of funds for its realization;

5) meeting strategic objectives and tasks of the state and how proposed project activities
influence their achievement;and

6) innovativenessand competitivenessof the proposedmethodss3°

The expert commission consists oeven to ninemembers,which are. ' / 08 OADPOAOAT OAOE(
posses at leasttwo years of expeience in the field of grantimplementation. At that, 30% of all

members of the expert commissiorare proposed by theOperator, and70% by NGOsThe members

of the commission conduct areview and give the Operator their conclusion as towhether or not

providing a grant is feasible or non-feasible. After that, the Operator decides whether or not to

provide grants, indicating the reasons forits decision. The decision is published on the website.

The final stage of the procedure of grants distribution is signing an agreement. Thendatory terms
of the agreementwhich must be included areperiod of time for realization of agrant/ program, order
and terms of submitting reports, using funds as intended and according tdudget estimates and
return of unused funds back to theDperator4:

3. Awards

Awards are given by the MRACSafter receiving recommendations of the Coordination Council on
Interaction with NGOswithin anauthorized body. They are defined as monetary reward providect
the expense of budgetary funds to nogovernmental organizations for their contribution to solving
social problemsat the republican, £ctoral, and regional levels Applications for NGOGnomineesfor
receiving an award are submitted by NGOsand state bodies to the aforenamed Ministry annually
before Septemberl .42 The following documents should be attached to the application:

1) apresentation on an official letterhead of an NGOor a state organ, signedby the first head or
a person acting ortheir behalf;

2) astatement about the NG@ activities, its work experience and social contribution to the
development of the civil society of a regiomnd/or country;

3) abrief description of the NGB achievementsin its activities during last year;and

4) recommendationletters onthe. ' / 8 O A faQdaghting) BdnOnembers of the public
(other NGOs}=3

The same NGO cannot be nominateghore than oncein three consecutiveyearsto receive an award.
The same NGO cannot be nominated to receive an awardmore than onecategory. The minimum
amount of award is 2,000-times the amount of the MCl (minimum calculation indeX, which is set
everyfinancial year by the law on the national budget. An award nomination of onekind canbe given

39 |bid, Article 36.
40 |pid, Articles 16-23, 26-27.
41 |pid, Article 24.
42 L aw on SS(CArticle 6-3.
43 The Order of the Minister of Culture and Sport of the RK on Approval of the Rules on Award Nomination for
Non-Governmental Organizations, dated ¢ 8 p ¢ 8 ¢ T pAwticledL1.T Tt X
10



to one or several nhominees simultaneously. Incase of the latterthe award is divided between all
nominees equally

2. Foreign funding
1. Grants

The definition of a @rantdis contained in a number of laws of the RK: in the Tax Code othe RK
(hereinafter z TC RKYs the Law on SS@&nd the Lawof the RKon Charity :

The main definition of aNC_grant{)for tax purposes is given inthe TC RK. Gran€is property, given free
of chargefor achievingAAOOAET Ci A1 © } OAOGEOQH6

9 Dby statesor state governmentsof other countries z to the RK, the Government othe RK,and
individuals, as well adegal entities;

1 byinternational and governmental organizations, foreign and KazakhstaniNCOsincluded in
the List of Donors z to the RK, the Government ofhe RK, individuals and also legal entities;
and

1 Dby foreigners and statelesspersonsz to the RK and the Government athe RK46

It is worth noting that foreigners and stateless persons can serve as donarsly for the RK andthe
Government ofthe RK,but not for NCOs

In order for an NCO to enjoy takenefits guaranteed for grantes a donor has to meet the following
requirements:

1) aAT1T10 EAO 01 AA A ObOAIsHESlatidn OcgdoEdefikedvint]  j + AU
OPOAT EA6 | AAyn&tforAOOET.T#HIATAOA AT 1 OEAAQAA AO ObP

2) aAl 1T 0 EAO &ii OADOT AADOAT 6 1 OCAJd @EgllatiorEdods ngt + AUAEE
DOl OEAA A CAT AOAbverdnferetd EAOFO TAAMETOAG TES T1T1 U A«
Law on SS§;

3) OEA AT 11080 AAOEOEOU 10006 EAOA A @EABOAAT A A

Charity defil AO OAEAOEOU6 AO A OF AEAI | thariGehditahd AA OE OE
satisfying humanitarian needs executed wluntarily, pro bonoor on preferential terms in a
form of philanthropy, sponsorship, and patronage. Kazakhstard Bgislation does not define
xEAO OET OAOT AGET | Al AEAOAAOAOGGe 1 AAT O
4 OEA AT 11 060 AAOEOEOU i OOOGitheRkyarll T OOAAEAO OEA #
5) the donor must be included in the List oDonors.

In practice, the fifth requirement is the most important. Presently 165 organizations are included in
the List of Donors. The procedure for including or excludingorganizationsfrom the List of Donors is
not stipulated anywhere. Only the Decree of the Government othe 2 + O <stages that an
authorized body#8 coordinating the activity of bringing in and utilizing grants, after considering

44 Law on SS(Article 6-3.
4 The Code othe RKon Taxesand Other Obligatory Payments into the Budget, dated T8 p ¢ 8¢ EIN.Yy O ww
46 Subparall) paral Article 12 of the TC RK
47The Constitution ofthe RK dated 30.08.1995.
48 In accordance with the Rules omttracting, Using, Monitoring and Estimating the Usage ofUnrelated Grants
(approved by the Order of the Minister oNational Economy ofthe2 + h AAOAA on8pc¢8c¢mpt O pwg
authorized body is the Ministry ofNational Economy. Meanwhile, the MFA also has a function of
11



whether AT T OCAT EUAOETI 160 AAOEOEOU xEEAE EO bQf bl OAA
Donors, meets the requiremerts set insubparall) para 1 of Article 12 of the TCRK; thereafter the

authorized body submits a draft decision introducing changesinto the List of Donors to the
Governmentof the RK annuallybefore February 20.4° The only chancefor a foreign organization,

which is willing to provide a grant to an NCQto be included in the List of Donors, is to inform and

lobby a state organ so that this organ submits a proposal to the Government on including this
organization into the Listof Donors.

Besidesthe definition of a @rantégivenin the TCRKh grabtdis also defined in the Law on SS€

Qrant for an NG@is defined asfunds, provided by the Operator in the sphere of grant financing of
NGOsin order to support civil society initiatives, engagingcivil society organizationsto take part in
solving problems inthe social sphere5t The Law on SSQmainly regulates state grants. However,
grants received from non-governmental sources i.e, individuals and legal entities, including
international and foreign organizations, canalso beregulated bythis law under the part concerning
providing grants to the Operator.>? The Law on SSC does not limithe possibility for aforeign donor
to provide grants directly toanNCO, and not through th®perator. However, for agrant to be exempt
from taxation, it must meetthe requirements set inthe TC RK.

Additionally , the definition of a @harity grantéis givenin the Law on Charityd, madey, givento a user
in order to support him financially, spendingof which is confirmed by keeping aecord.&3 However,
this definition doesnot relate to taxation issues orthe right of a donorto distribute grants. Acharity
grantis utilized in accordancewith anagreement signedwith abenefactors4 In practiceit is not clear
yet if legalregulation of a charity grant substantially differs from other existing grant definitions.

2. Othertypes ofincome from foreign sources

KazakhstaniNCOsare entitled to receive funds from foreign sourcesin different forms. Additionally,
NCOsgmay receivefunds from foreign sourcesin the following forms: humanitarian aid, free technical
assistance,and other forms of income received free of charge fostatutory goals (donations and
others). The legal regulation of other forms of income, received free of charge from foreign sources
does not differ from the same forms of income, received from local sources, except for a requirement
to notify a state organ about its receipt and to submit a report on its spending under certain
circumstances established by law. The specifics of notification and reporting required when receiving
funds from foreign sources will be considered belowOther issues of legal regulation of income
receivedfree of charge will be considered irsub-section dncome from local source®

OPAOOCEAEDAOGEIT EIT Addioes dddiizgiondfpdidnlocdriehtd pridriizdd O
projects, including at the expense of loans and grants, given by international economic and financial
i OCAT EUAOGEI 106 j AAOAA 11 G&ERKonmsAukgoAtde Minigry 6fforkign AffatsA OT | AT O

of the Republic of Kazakhstadated¢ y8 pmm8¢mnmmt O pppy j xEOE Al AT AT AT OO AT A
49 Para.2 of the Decreeof the Government of the RKO o x ¢ 8
50 Amendmentswere introduced by the Law of the RK on Introducing Amendmentsand Additions into Some
Legislative Acts of the Republic of Kazakhstan Concerning Issues of Activity of N@&overnmental
Organizations, datedd2.12.20150 1 ¢/w
51 Law on SSC, Articlé, Para.7-1.
52 |pid, Article 6-1, Para.l.
53 |pid, Article 1, Para.8.
54 1bid, Article 20, Para.6.
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Limitations on receivingand usingfundsfrom foreign sources

RK legislation contains certain limitations on receiving and using funds from foreign sources for

NCOs In particular, it is prohibited to use funds, received from foreign sources to organize and

conduct assemblies, meetings, rallies, pickets and demonstrations, and alseadicit participants to

participate in such events, if they aim ainciting racial, national, socialor religious intolerance, caste
exclusiveress, forced overthrow of constitutional order.encroachment on the territorial integrity of

the republic, as well asviolation of other constitutional norms, laws and other legal acts othe RK,
or if the conduct of such eventshreatens public order and safety ofcitizens.ss

Legislation prohibits the financing of political parties and professional unions in the RK by foreign
legal entities and citizens, foreign states and international organizationss¢ Moreover, political
parties cannot receive funds from legal entities with a foreign share;, state bodies, and state
organizations; religious associationsand charitable organizations; anonymous donors; or citizens
and non-governmental organizations of the RK, who receive grants and other funds from
internation al or foreign NGOS?

Freetechnicalassistance

In accordancewith the definition given in the Budget Codeof the RKh fre®technical assistanceis
executionand organization of delivery of goods performance of works, and provision of servicesby
donors to state organizations of the [RK8 ¥¥¢ Meanwhile,donors are foreign states, governments of
foreign states and their agencies international and foreign state organizations, and foreign non-
governmental public organizations and foundations, whose activitydoes not corradict the
Constitution of the RK5 NCOscannotreceivefree technical assistancedirectly.

Humanitarian aid

Humanitarian aid is defined in the TCRKasproperty that is provided free of chargeto the RKin the
form of food, consumer gods, machinery, equipment, tools, medical equipment and medicines,and
other property sent from foreign countries andby international organizations to improv e the living
conditions and daily life of the population, ard likewise to prevent andrespond tomilitary , ecological
natural, or anthropogenic emergencies and which is distributed by the Government of the RK
through its authorized organizations¢°

Donors of humanitarian aid are foreign states and their governments, and the beneficiary of
humanitarian aid is the RK.

The order of import of humanitarian aid is stipulated in the Regulationon Order of Import of Goods
Sent asHumanitarian Aid on the Qustoms Territory of the RK from Abroad 6! In practice, almost all

55 Para22 of the Law of the RKon Introducing Amendmentsand Additions into SomeLegislative Acts of the
Republic of KazakhstanConcerninglssuesof Paymentsand PaymentSystemsdated 26.07¢ mp ¢ ©®..f¢ ¢
(hereinafter - Law onPayments.
56 Article 5 of the Constitution of the RK.
57 Para?2 of Article 18 of the Law of the RK on Political Parties,dated v 8 mx 8¢ m#tlg O o1 T
58 Subpara64) para 1 Article 3 of the Budget Code of the RK
59 Subpara 29 para 1 Article 3 of the BudgetCode of the RK
60 Subpara 13 para 1 Article 12 of the TC RK
61 Approved by the Decreeof the Cabinetof Ministers of the RK, dated 0.0819950 p mwTm 8
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humanitarian aid arrives in the RK and is distributed by the Government ofthe RK through its
authorized organizations. NCOdo not receive humanitarian aid directly.s2

3. Specificsof reporting when receiving income from foreign sources?3

The TCRKs4 obliges all legal entities and individuals, including NCOsto inform the tax authorities
about the receipt of money and (or) other property in the amount exceeding 1 tenge fronforeign
states international and foreign organizations, foreigners, or statelesspersons(hereinafter z foreign
funds) in the manner, form, and within the timeframe set by the Committee of State Income of the
MoF of the RK (hereinafter- Committee)®if the activity of the receiver of foreign funds is aimed at:

91 providing legal assistance including distribution of legal information, protection and
representation of the interests of citizens and organizationsand legal consultations;

9 conducting public opinion studies and polls (except for public opinion polls and surveys
conducted for commercial puposes), as well as the distribution and publication of their
results; and

1 collecting, analyzing, and disseminating all types of information, except when such activity is
carried out for commercial purposesss

Taxauthorities must beinformed not only about the receipt of foreign funds, but alsoabout how they
are spents’” Dataon the recipients of funds and donors, aswell asinformation about the amount of
funds receivedand other information, will beincluded in the database, which will benanagedby the
Committee. The Committeeis responsible for developingrules, which contain the order, terms, and
format of notification about the receipt of these funds and reportingn their use. The Committee is
currently developing therules which will regulate managng the database ofrecipients of funds from
foreign sources.

In addition to the abovelisted requirements, information and materials, published, distributed and
(or) placedby legalentities and (or) their branchesat the expenseof foreign funds, must contain data
about personswho made a requestor order to produce, distribute and (or) place this information
and materials at the expense of these funds.

The Law on Paymentsalso makes amendmentsin the Codeof Administrative Offensesof the RK,
which introduce administrative penalties for violating these requirements. Particularly, NCOswill
now bear an administrative liability for the following offenses:

2ICNL3T I A ) O0OOAOG 1T &£ , AcCAl 2AcOI AGETT Jige . #/ 06 ! AOEOEOU
63 This subsectionis included in the Overview, since very often the requirements to get approval to receive,
notify about the receipt and (or) report, play a significant role which may hinder an NCO in receiving funds
from different sources, thus directly affecthg their financial sustainability.
64 Amendmentswere introduced by the Law on Payments
65 |bid, Para.1 of Article 20 of the TC RK was amended by Subpatzb-1).
66 |bid, Subpara.l of Para. 4 of Articlel4 of the TC RK was amended by Para-1. This requirement is not
applicableto, amongothers: 1) state institutions ; 2) banks of the second level and insurance organizations3)
major taxpayers 4) organizations of education 5) subjects of a quasstate sector; 6) diplomatic
representations; and othes (seeibid).
67 |bid; Article 14 of the TC RK is amended by Para-1.
68 |bid; Article 14 of the TC RK is amended by Para-2.
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9 failure to notify by the established deadlinesas well asfailure to submit or late submission
of information about the receipt and spending of money and (or) other property from foreign
sourcesz is subject to a fine of 100 MG? (approximately $600 USD);

9 submission of incorrect or false informationabout the receipt and spendingpf money and
(or) other property from foreign sources z is subject to a fine 0f200 MCI (approximately
$1,200 USD;

91 repeated violation of one of the abovelisted violations, committed within a year after the
imposition of the first administrative penalty z is subject to a fine o250 MCI(approximately
$1,500 USD); and

9 failure to specifyinformation about the sourceof foreign funding in a publication, aswell as
failure to indicate that a publication was made at the expense of foreign sourcess subject
to a warning for the first violation; to a fine of 25 MCI (approximately $150 USD for a
repeated violation within a year after the warning

Furthermore, every year before Marcti31,al NCOd OO0 OOAI EO OET &I Of AGET 1T AA
including information about their founders (participants), the composition of property, sources of

formation and directions of spending the money° including on property received from foreign

sources, to theMRACS

Thesizeand structure ofrevenuesof an NCO, as well as informatioan the size and composition of
the assets oBn NCO, its expenses, number and composition of employees, payment of labad use
of unpaid labor of citizens in the activites ofan NCO cannot be subject to commercial
confidentiality .72 This means that all information about the structure and size of income @i NCO,
including information on received foreign funding should be made available to interested parties and
presented on demand?

3. Income from local sources

In addition to grants, NCOs may receivéie following types of income for the implementation oftheir
statutory activities: entry and membership fees, charitabldnelp, gratuitously received property,and
contributions and donations. NCOsare exemptfrom paying corporate incometax (hereinafter z CIT)
for thesetypes of income. However, these types of incomeo not enjoy the samebenefits, stipulated
in the TCRKfor grants (regarding social tax, individual income tax (hereinafter z IIT), value added
tax (hereinafter z VAT), aswell as customsduties).”s We will discusstax benefitsin more detail in
chapterv Ta&3ation of NCOs and their donoré

Contributions and donations on g@ratuitous basis

(he TC [RK] does not give a definition of Gontributions on a gratuitous basisf Similarly, civil
legislation doesnot contain this definition either. It canbe assumedthat contribution meansgiving
awvayDAOO 1T £ OI I AAt thd safe tirkel, feithér Ah@ subjects of contribution, nor the
purpose of contribution are defined. Themain condition is that a contribution should be made on a
gratuitous basisto [an NCO].Thus, subjects of contribution can be any subjects of law. NCOmay

69 The monthly calculationindex for 2016 is 2,121 tenge.
70 Para.5 of Article 41 of the Law of the RKon Non-Commercial Organizations, dategp ¢ 8 mp 8 ¢ m#tlgas O p 1T ¢
0f 03.12.2015) (hereinafter z Law on NCO} Came into force on @.12.2015.
71 1bid, Para. 4 of Articlet1.
2311 A )OO0AO T &£ ,ACAT 2AcOI AGETT J1mE . #/ 08 ! AOEOGEOU ET ;
73 1bid, 14-15.
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receive as well as make contributions on a gratuitous AA O7EId§iﬁlpossible,apd_ynne_cessaryto
make distinctions between concepts of @ratuitously received propertyd A toAtribbions and
donations on agratuitous basiso

Donation

A definition of Glonationdis containedin Article 516 of the Civil Code ofthe RK It is understood as
@iving away a thing or a right for commonly useful purposesd NCG may receive as well as make
donations. Following from the definition of a@lonation,6any legalentity or anindividual canbecome
adonor. It is not necessaryto have someonds permission or agreement to receivea donation. A
donation must be targeted.

Further, the TCRKand the Law on Charity contain adefinition for oluntary donationsbasproperty,
given by a philanthropist on a pro bono basis in order to assist acharity user in improving his
financial and (or) material status

1) in the form of providing socialsupport to an individual;

2) in the form of sponsorship;

3) to an NCOin order to support its statutory activity ;

4) to anorganization implementing activities in socialsphere, asdetermined by the TC RK5

Personsreceiving charitable help are called Qusersdi.e., personsreceiving assistance in order to solve
their social problems?6 Any legalentity andindividual can serve asaphilanthropist . NCOnayreceive
aswell as provide charitable help to other NCOsor individuals for reaching the abovementioned
goals.

Entry and membershipfees

RK legislation does not provide a definition of entry and membership fees The NCOs which are
basedon membership according to the civil legislation of the RK are associations(unions), public
associations, religious associations, chambers of auditors, collegiums of advocatgsambers of
notaries, and chambers ofappraisers. Only these organizations are entitled to receive income from
entry and membership fees This right must be stipulated in an organization® charter, aswell as its
internal documents (such as, regulation on entry and membership fees), an agreement concluded
with each member of an organization, which provides for an obligation of a member to pay
AOGOT AEAGET 1860 AT OOU AT A 1 AT AAOOGEED #Z£AAOS8
Similarly, we believe that when creating an NCO of any organizational legal form (based on
membership or not), founders may establishan entry fee, which will be exemptfrom [CIT8 8

74 |CNL,Legal Status of Noitommercial Organizations in the Republic of Kazakhstamllection of reference
materials, 6t edition, updated and complemented, 67 (A.B. Kaptayeva, A.V. Korovina, &M. Kuzhukeyeva,
eds.,LEMPublishing House2014) (hereinafter z Legal Status of NCOs in the RK)
75 The Lawon Charity, Article 1, Para.10. See also the TC RHrticle 12, Para.1, Subpara.(24). Subpara.(24-1)
of Para.1 of Article 12 of the TCRKgivesadefinition of Gocialsupport of anindividual. 6Paras2 and 3 of Article
135 of the TCRKIist the types of activities and conditions of their performance by the organizations, working
in the social sphere for the purposes of the code. In more details see stdection Specifics of taxatiorof
organizations working in the social sphere
76 |pid, Article 1, Para. 15
77|CNL,Legal Status of NCOs in the Fi6-67.
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Sponsoed help

The TCRKcontainsa definition of Gponsored helpdasproperty provided free of charge with the aim
of disseminatinginformation aboutthe personwho provided the property; to individuals in the form

of financial (exceptfor social) support for participati on in competitions, contests,exhibitions, shows
andfor the development of creative, scientific, technicalandinventive activitiesand to raise the ével

of education and sportachievements to an NCO for realization of itstatutory goals’@ Any legalentity

andindividual canserve as a sponsor. NC@say receive aswell asprovide sponsored helpto other

NCOsor individuals for thesepurposes.

Patronage activity

Patronageactivity is the activity of a patron aimed at providing charitable help out of free will in
order to develop science, education, culture, arpr sport skills, and to preserve historical and
ethnocultural heritage of the society and state’® Philanthrop ic activity is the voluntary activity of a
philanthropist based on distributing his private resources for meeting societal needmd improving
living conditions g

4, Income from NCOs entrepreneurial activity

An NCOmay engagein entrepreneurial activity as long as it conforms toOE A . stafutdérp
objectives. The laws of the RK may set limits on entrepreneurial activity of NCOs of some
organizational legal forms. Forexample the Law on SSCprohibits political parties, professional
unions, and religious asociations from participating in a competition for receiving SS€Incomefrom
NC@@® entrepreneurial activity cannot be distributed among its members (participants) and is
directed at fulfillment of its statutory objectives. Public and religiousassociations and foundations
are allowed to use its funds for charitable activity!

An entrepreneurial activity of an NCOis any activity directed at earning income, irrespective of how
the profit from this activity will be spent, evenif the entire profit from entrepreneurial activity will

AA OPAT O &I O AEAOE GCsfatitbrhobjécBvesE OEOU 1T O A1 O . #/ 80
5. Volunteers

Kazakhlegislation has not yet adopted regulations otthe legal status of volunteers aswell asissues
of performing volunteer activity. At the moment of finalizing this overview, he draft Law on
Volunteering is at the stage of consideration by Parliament

6. Taxation of NCOs and their donors

78 Subpara.13) of Para.l of Article 12 of the TC RK
79 Law on Charity, Article 1, paragraph13.
80 |pid, Article 1, paragraph17.
81 Article 33 of the Law on NCOsArticle 25 of the Law of the RK on Public Associations, datedp 8 Tuv 8 pww @
l.
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This chapter is based onmaterials from ) # . , 8 CpuhticatiproQegal Satus of Non-commercial
Organizations in the Republic of Kazakhstan. Collection akference materials,6 in particular,
excerpts from chapter ¢ Ta3ation of noncommercial organizations in Kazakhstad  4té&tfwas
edited and amended in accordance with theurrent legislation.

Concept of NCO for taxation purposes

To identify what benefits an NCOenjoyswhen paying taxes and other obligatory payments, wenust
ARAEET A OEA ARAT ARBOAEAI A ludigiht TRxQodek definibn of NCJor tax
purposesis given inParagraphl of Article 134 ofthe TC RK:
an NCGQis an organization registered inthe form establishedby the civil legislation ofthe RK for
an NCQ except forjoint -stock companiesjnstitutions and cooperatives of consumers, expt for

the cooperatives of apartments premises) owners, working in the public interests2 and
corresponding with the following conditions:

1) it shall not be aimed @receiving profit as such and
2) it shall not distribute net profit or its property between theparticipants.

For the purposes of theTCRK, an NCOis anon-commercial legal entity , registered in aform of public
association, foundation, religious associatiorgssociationof legal entities in a fem of an associdion
(union), cooperative of apartment (premises) owners, and in other forms, such as chamber of
notaries, collegium of advocates, chamber of commerce and industry, chamber of auditoand
chamber ofappraisers.

Incometax for NCOs

In the RK, there are a number of benefits applied to certain types of income received by NCOxr
through entrepreneurial activity. According toArticle 134 ofthe TC RK, the following types of income
are exempt from CIT:

1 income received for performing statutory activity (grant, entry and membership fees
contributions of participants of a condominium, charitable help, gratuitously received
property, and unrequited contributions and donations); and

9 income received from entrepreneurial activity (from implementation of SSG, as well as
interest on bank depasits).

TheseOUPAO T &£ . #/ 80 ETATIT A AOA AgAi b@sn@eédabdovefsdes h
definition of NCO). If these conditions are not met, even if one of them is not satisfied, these types of
. #/ 8 O HEreshbjectfo CIT inthe generaly established order(Para.3 Art. 134 ofthe TC RK.

The definitions and legal regulation of eachtype of the income receivedgratuitously for performing
statutory activities are given in chapter 2 above. The peculiarities of taxation of certain types of
income are described below:

1. Contributions and donations on a unrequited basis

82 Meanwhile, the legislation of Kazakhstandoesnot define what kind of activity should be recognized as being
PDAOA&AI Oi AA OET OEA DPOAI EA EI OAOAOGOS8O
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NCOrecipients of donations are exempt from CIT, but individual recipients of donations are not
exempt from IIT and this type of income isconsidered as taxable incomeThis means that
organizations which donate money to individuals mustwithhold individual income tax on this
income at the rate of 10%.

2. Remuneration forbank deposits

Interest earned from bank deposits is one type of income received from entrepreneurial activityy
depositingtemporarily availablefundsinto deposit accountsheld incommercialbanks, NCOs receive
interest on these funds after a certain period of time and thisixcome is not subject to CIT. However
this type of income is not exemptfrom CIT at the source of payment, i.e., banks must withhold 15%
CIT when paying interest on the deposits?

3./ OEAO OUDPAO T & ETATTA A£OIT .#/60 Al OOAPOAT AGOE

(Dther types of income from entrepreneurial activity (exceptfor interest earnedfrom bankdeposits o
and [the income under] an agreement onimplementation of ¥ 33 # 8 Y q A Othegébnkr@A Al A EI
establishedorder8sd

4. Humanitarian aid

According to the TCRK, humanitarian aid is not subject to taxation under CIT. Humanitarianaid is
taxable in a different way.The TCRK stipulates that for the purposesof CIT, the taxableincome of a
taxpayer should be deducted in the amount of humanitarian aid received. In accordance with
Subparagraph4 Paragraph? of Article 133 of the TCRK, ataxpayerd t@xableincomemay be reduced
by the cost ofproperty received in the form of humanitarian aid in caseof emergencysituations of
natural and anthropogenic characterand usedas intended

Taxaccountingof NC@income

ONCOsshall be obliged to keep sparateaccountingfor the incomewhich is exemptfrom CITandthe
income which is taxable in the generally established order{Para.4 Art. 134 the TCRK). A separate
accountingfor theseincomes meansan NCO must

1) fill in and submit to the tax authorities two declarationson the overall annualincome: on the
unrequited income received(using declaration number 130.00) and onthe income received
from entrepreneurial activity (using declaration number 100.00); and

2) maintain two separate accounts in the accounting balance: one ftite income received from
entrepreneurial activity and one forthe unrequited income received.

When receiving income which is taxableunder the generally established order, the amount of
expenses of a NCO, whichmay be deducted shall be determined by the choice of a taxpayer based
on a proportional or separate method.

According to the proportional method, the amount of expense® be deductible in the total amount
of expenses, shall be determinedased orthe proportion of the income from entrepreneurial activity
i AGAADO £ O OAI O1 AOAOEIT 1 relgiveQo tife Aotallamoik &f th©ikcdn@ of AT A ¢ 3

83 |CNL,Legal Status of NCOs in the RK.
84 |bid.
19



an NCO.

According to the separate methoda taxpayer shall keep the separate accountingecords for
expenses attributable to the income from gratuitous contributions (grantetc), and expenses
attributable to the incomeOA GAAT A ET OEA CAT BOAT T U AOOAAIT EOEAA 1

Specificof taxation of organizationsworking in the social sphere

The provisions of Article 134, listed above do not apply to NCG, which are recognized as
autonomous education organizations in accordance with Article 135-1 of the TC Rk8¢ and
organizations working in the social sphere, in accordance witlrticle 135 of the TC RK When
determining the amount of CIT owed, organizations working in the social sphere can reduce the
amount of CIT calculated according td\rticle 139 of the TC RK by 100%, ithe conditions set in
Articles 135 and 1351 are met.

Organizations working in the social sphere, according tcArticle 135 of the TC RK,are those
organizations which perform activitiesin the social sphere and deriving 90% of total annual income
from those activities, taking into account the income in the form of gratuitously received property
and remuneration for deposits.The activity in the social sphere include the following types of
activity:

1) provision of medical services exceptfor cosmetology, sanatorium, and resort services

2) provision of services of primary, basic secondary, general secondary, technical and
vocational, post-secondary, higher, and postgraduate education, performed under the
appropriate licensesto conduct educational activities,as well asadditional education, and
pre-schoolcare and education;

3) activity in the sphere of science (including scientific research, use, including realization of
scientific intellectual property by its author), performing scientific and (or) scientific and
technical activities by subjects, accredited bgnauthorized body in the field of science, sports
(except for sport shows ofa commercial nature), culture (except for entrepreneurship),
provision of services for preservation (except for dissemination of information and
propaganda) of historical and cultural heritage and cultural values, objects, listed in the
registers of historic and cultural heritage or in the State Lisbf Monuments of History and

85 |bid, 68.
86 This amendmentwas introduced on 26.12.2012and came into force or01.01.2013 Article 135-1. Taxation
of autonomousorganizations ofeducation
1. For the purposes of this Code, autonomowsganization of educationis:
1) a nonrcommercial organization created at the initiative of the First President of the Republic &fazakhstan
- the Leader of the Nation to provide funding for autonoraus educational organizations, determined by sub
paragraphs 2)- 5) of this paragraph, the highest governing body of which is the Supren@ardianship
Board;
2) a nonrcommercial organization of education when observing all of the following conditionsa) it was
created by the Government of the Republic of Kazakhstam), its highest governing body is the Supreme
Guardianship Bbard, created in accordance with the legislation of the Republic of Kazakhstamd c)it
performs one or more ofthe educationaltypes of activities, specified by thelaws of the Republic of
Kazakhstanat the following levels of educationprimary school, including pre-school care and education;
secondary school; high school;post-secondary educationhigher education; postgraduateeducation;
additional educationl” 8 €
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Culture in accordance with the legislation of the Republic of Kazakhstan, and in the field of
social security and social welfare of children, the aged and the disabled perspaad
4) library services.

The income of these organizigons shall not be taxable wherused for the implementation of such
activities.

The organizations working in the social sphere shall also include organizations which meet the
following conditions:

1) the number of the disabled persons is no less than %4 of the total number of employees
during a tax period and

2) the expenses for salaries of disabled persons for a tax peri@te no less than 526 (in
speciaized organizations, where persons who are visually, acousticallyr orally disabled
consist ofno less than 38% of employeeg from the total expenses for salaries.

Preferentialtaxation of incometax for donorsz legal entities

The TC RK provides for a reduction of taxable income for legal entitiegorking under the generally
established tax regime, whichincurred expenses for charitable assistance, or gratuitously
transferred property, executed works or provided servicesto an NCO.

The TC RK separates a group of taxpayegyalified andi 1 T E O Qrfkjér taAp@ U A D @ dax
period 87 These taxpayers are entitled to a reduction of taxable inconfer certain types of expenses
(listed below), with no more than atotal amount of 3% of taxable incomeallowed for deduction.
Other taxpayers are now allowed tadeduct up to 4% .88 The reduction of taxable income is allowed
for the following types of expenses

1 the amount of excessactually incurred costs over receivable (received) income iperation
of the social objects, providedy Paragraph?2 of Article 97 of the TC RK;

9 the value of the property, transferred to a norcommercial organization or organizations
working in the social sphere on a gratuitous basis. The cost of gratuitously executed works
and provided services shall be determinethy the amountof expenses incurred in connection
with execution of works, and provision of services. The cost of the transferred property is
specified in the act of transfer and acceptance of this propertgnd

9 charitable helpin the presence of alecision ofataxpayer based @ a request froma person
receiving assistances®

This benefitis applied to commercial organizationsand NCOsif they incur the abovelistedexpenses
from their income from entrepreneurial activity. Theseare legal entities which fall under the
generally establishedtax regime. Legal entities which work in a special tax regime accordingto a

87 Major taxpayersare taxpayerswho have aggregate annual income without adjustment provided brticle
99 of the TC RK, while complyingvith the following conditions: 1) amount of book values of all assets is equal
to at least 325,000times the MCI established by the Lavon the State Budget and effective as of the end of the
year, wherein the list of major taxpayers, who are subject to monitoring, shall be approved; Zhe rumber of
employees is at least 250 persons. 8€ara.2 of Article 623 of the TC RK.
88 Changeswere introduced by the Law of the RKon Introducing Amendments and Additions into Some
Legislative Acts of the Republic of KazakhstanConcerningthe Issuesof Charitydatedp ¢ 8 pp 8 ¢mg/v O T T O
89 TC RKsubparasl) and 1-1) of Para.1 of Article 133.
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simplified declaration, individual entrepreneurs, aswell asindividuals, are not entitled to reduction
of taxable income. For these taxpayers, the tax legislation does not provide for any benefits when
performing charitable activity.

VAT for NCOs and donors

In accordance with Article 252 of the TC RK the following types of transactions for the
implementation of servicesprovided by NCOs arexemptfrom VAT:

1) provision of services for protection and social welfare othildren, the aged and disabled
persons,and veterans of war and labor;and
2) provision of services forimplementation of rites and ceremonies by religious organization#

Furthermore, in accordance withParagraph13 of Article 248 of the TC RK, public associations of
disabled persons, as well aproduction organizations, are exempt from VATfor transactions on
goods, works,and services (except fortransactions for realization of goods (works, services) from
trade and mediatory activities andtransactions related to production and realization of excisable
goods), if these associations and organizations correspond with the following conditions

1 the number of the disabled persns is no less than 51% of the total number of employees of
such production organizationsduring a tax period and

1 the expenses for salaries of disabled persorduring a tax periodare no less than 51% (in
specialized organizations, where persons who are visually, acousticallgt orally disabled
consist of no less than 35%f employeeg of the total expenses for salaries!

According toParagraphl of Article 255 of the TC RK, import of the following goods shall be exempt
from the VAT:

1) the import of goods,imported at the expense of grants provided by states, governmentend
international organizations (Subparagraphl0);

2) the import of goods, except forexcisable goods, imported in the form of humanitarian aid in
the order determined by the Government of the R (Subparagraph3) ;

3) the import of goods, except for excisable goods, imported for the purposes of charity by states,
governments,and international organizations, including technical assistancéSubparagraph
4); and

4) the import of goods of religious application, imported by religious associations, registered
with the justice authorities of the RK(Subparagraphl3).

The order of exemption from VAT of the import of goods, listed above, is determined by the
Government of the RK.

Article 272 of the TCRK provides taxpayers with an opportunity to claim arefund of the VAT paid to

suppliers of goods (works, services), purchasedat the expenseof a grant.?2 However, according to
Paragraphl of Article 275 of the TC RK, suctefund shall be allowed only for two categories of legal
entities:

9 |pid, Article 252.
91 |pid, Para.13 of Article 248.
92 |bid, Subpara?2 of Para.1 of Article 272.
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1) to a grantee- a state body which is a beneficiary in accordance with an international
agreement on provision of a grant to the RK anesponsible forappointing an implementer,
unless otherwise provided by theparticular international agreement, and

2) to animplementer - a person who is appointed by a grante® implement a grant(hereinafter
Z implementer).

(rherefore, an NCOis entitled to geta VAT refundfrom the budget only in one casg if suchNCOis

appointed by the state organ of the RK, which is a grantee of an international grantas an

implementer of this grant. Sincethis situation is possibleonly in somecasesthe VAT refund from the

budget, paid to suppliers as part of the costs for goods, works:; services at the expense of a grant

cannot be consideredas abenefit for NCOsFor all other NCOswhich are not implementers of agrant

from the stateorgan,aVATOA £01 A A1 O COAT 0O EO 11 0 DPOI=OEAAA A O

nT

O! AAT O Astticle 35 @i the Constitution of the RK, payment of legally established taxes,
collectons, AT A T OEAO 1T Al ECAOT OU PAUI AT Oaniviiudls deciole@ndi T A6 O
pay taxes only in certain cases determined by tax legislation (registeraddividual entrepreneurs,

notaries and advocates, individuals, who receive income from abroad). With respect to other
individuals, [IIT8 s taxable at the source of paymeniHowever, some payments made by NCOs to

ET AEOEAOCAI O AOA ARgAi DO EOT I OADGAOEITT 80

According to Paragraphl of Article 156 of the TC RK, NCOs do not pay IIT on the following types of
income paid an individual:

1) the payments made from a grant (except for the payments in the form of a salay)

2) the cost of property, received in the form otharitable help;%

3) the cost of property, received in the form of humanitarian ai” and

4) the payments in connection with the execution of public works and professional education,
made from the budget and (or) grants in the minimum salary rate, establishedor the
appropriate financial year by the Law on the republican budge® This means that, if there is
a paymentfor public works made for the execution of the SSC from the budget, then part of
this payment in the amount of the minimum salary rate will notbe taxable.

In our opinion, payments inconnection with professional educationmean expensesor travel to the
place of education, studying materialsand others.

O4EAOAE OAR ET AAOAOG xEAT Al . #4pa@ndnktd sndndliddush COAT O
for expenses in connection with professional education, the NCO is entitled to exempt this payment
AOI | f))48¥yYh AOO 111U EI OE A . IAthebeGekpbnses dxce€detide | ET E |

93 |CNL,Legal Status of NCOs in the R6.
%4 |bid, 72.
9 Subparagraphll of paragraph 1 of Article 156 of the TCRK On 1 January 2016, an amendment came into
force, which removed from the list of payments exempt from IIT, the payments which are made from a grant
under an international agreement, which theRKis a party to, aimed to support (assist) the lowincome citizens
in the RK (Seeold version Subparagraphl1-1.)
9% |bid, Subpara29 of Para.l of Article 156.
97 This source of financing is not considered as a type of income of an individual according to Subparal8 of
Para.3 of Article 155 of the TC RK
98 Subpara. 10 of Pardl of Article 156 of the TC RK
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minimum salary rate in a given month then the amount of excess shall be subject to IIT and be paid
toOEA ABACAO8O

Socialtax

(\ccording toSubparagraphl) of part two of Paragraph? of Article 357 of the TC RK, payments made

from a grant, shall not be subject to social taxMleanwhile, the payments must be made in accordance

with an agreement (contract),concludedwith a grantee or animplementer, appointed bythe grantee,

for achievement of the grant objectivegtasks) (Para.4 Art. 357 TCRK). This means thatif an NCO

receives a grant from a donor from the list of possible donors in accordance with a grant agreement,

the NCO does not pay social tan OAT AOU DAUI AT OO0 1T AAA O1T 800 Ai bl i U,

Landtax

The TC RK provides for three types obenefits on land tax for NCOs, depending on their
organizational legal form and field of activity

1) according toSubparagraph? of Paragraph3 of Article 373 of the TC RK, religious associations
are exempt from land tax for land plotsbelonging to them basedthe right of ownership,
permanent land useor primary unpaid temporary land use. However, religious associations
are not exempt from land tax for land plots that are transferred to them for use, trust
managementor rent.

2) according toSubparagrapts 2 and 3 oParagragh 2 of Article 387 of the TC RK, all other NCOs,
as well as organizations working in the social sphere (executing social types of activity as
listed in Para.2 Art. 135), apply the coefficient 01 to the tax rateswhen calculatingland tax.
This meansthat for NCOsthe land tax rate is 10% of that owed byother taxpayers. However,
when a land plot or partof it (together with buildings, constructions,or structures situated
on it or without them) is transferred for rent, use on other basesor when used for
commercial purposes, the NCOs shall calculate the tax without apiplg the 0.1 coefficient,
i.e,. in the generally established orderRara.4 Art. 387); and

3) according to Paragraph 3 of Article 387 of the TC RK, organizations working in the social
sphere (organizations which meet requirements on the number of disabled employees and
expenses for salaries in accordance witPara.3 Art. 135) and the autonomous education
organizations (Para.1 Art. 135-1) when calculating the tax shall apply the coefficient O to the
appropriate tax rates.This means that for such NCOs the land tate facto)A NOA B3O Omn

Property tax

The TC RK provides for two types obenefits on property tax for NCOs, depending on their
organizational legal form

1) according toSubparagraph4 of Paragraph4 of Article 394 of the TC RK, religious associations
are exempt fromproperty tax. However, religious associations shall pay this tax relation to
taxable objects transferred for use, trust managemenor leasing

2) according toParagraph3 of Article 398 of the TC RK, NCOs and organizations working in the
social sphere shalpay property tax, but apply apreferential rate. The rate of theproperty tax

99 |CNL,Legal Status of NCOs in the RR-73.
100 |bid, 74.
101 See|bid, 75-76.
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for NQOs is0.1% of the annual average value of taxation objectsThis valueis determined
according to the figures coming from accountinglata;

3) according toParagraph3-1 of Article 398, autonomous organizations (defined irfParagraph
1 of Article 135-1) calculateproperty tax at the rate 0of0% to the tax base.

Meanwhile, according to subparad) and 1-1) of Paragraphl of Article 396 of the TC RK, the taxae
objects are defined as follows:

1) buildings, and structures, referred to as such in accordancwith classifications established
by an authorized state body in the field of technical regulation, and included as main assets
or investments into the real estate in accordance with the international accounting standards
and the requirements of the Law othe RK onAccounting andFinancial Reporting;

2) buildings, referred to as such in accordance with classification established by an authorized
state body in the field of technical regulation, parts of such buildings, transferred to
individuals under the agreements of longterm lease withthe right of redemption, accounted
aslong-term receivables in accordance with the international accounting standards and the
requirements of the Law of the RK or\ccounting andFinancial Reporting.

In cases when NCOs and organizations working in the social sphere (except for organizationstioé
disabled according toPara. 3 Art. 135 of the TC RK) transfer thetaxable objects into use,trust
management or rent, they shall assess and pay property tax at thgeneral tax ratez 1.5% (Para.4
Art. 398).102

In cases when organizations working in the social sphere €xecuting activities listed inPara.2 Art.
135 of the TC RK) transfer the taxhle objects into use, trust managemenbr rent, theyshall assess
and pay property tax at the tax rateg 0.1%. Meanwhile the paymentfor suchuse, trust management
or rent shall gointo the state budget(Para.4-1 Art. 398).

Statefee

According to Article 532 of the TC RK, atate fee is an obligatorypayment which is paid for the
execution of legalmaterial acts and (or) issie of documents by the authorized state bodies or
officials.

NCOs shall pay a state fee when they apply to the authorized state bodies or officials in order to
executelegalmaterial acts and (or) to issue documents.

Certain categories of NCOs are exempt from paying state §ee

1) public associationsof disabled and (or) organizations formed by thenwhere persons who
are visually, acoustically, orally disabled consist of no less th&5% of employees shall be
exempt from paying a state fee in courts when filing lawsuits in their interest#¥s3

2) the union &oluntary Society of the Disabled of Kazakhst@{DOIK), the Kazakh Society for
the Deaf (KOG), the Kazakh Society for the Blind (KO&)d also their industrial enterprises,
shall be exempt from paying a state fee when committing notarial actsith respectto all
notarial acts.104

102 Seebid, 76.
103 Para.17 of Article 541 of the TC RK
104 |bid, Para. D of Article 542.
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Feefor stateregistration of legal entities

NCOs are payers of a levigr state registration of legalentities in the following cases:

1)
2)
3)

4)

state registration of legal entities and accounting registration of affiliate and representative
offices;

state registration of termination of activities of legal entities and accounting registration of
termination of activities of their affiliate and representative offices;

reregistration of legal entities and accounting reregistration of their affiliate and
representative offices

issuance of a duplicate document which certifies the state (accountingggistration of legal
entities, or their affiliate and representative offices

The amount of thefee shall be calculatedaccording to therates, established inArticle 456 of the TC

RK

1)

2)

3)

4)

the feefor state (accounting) registration of public associations of children and ydh, public
associations of disabled persons, their affiliate and representative officeand affiliates of
republican and regional national cultural public associations shall be2 MCI For
reregistration and registration of termination of activities, or deregistration z 1 MCi;

the feefor state (accounting) registration ofcooperatives of the apartment (housing) owners,
their affiliate and representative offices,and for registration of termination of activities,
accounting registration and deregistrationz 1 MCl for reregistration z 0.5 MCl;

the fee for state registration (reregistration) of political parties, their affiliate and
representative offices, and for registration of termination of activities, accounting
registration, deregistration of accounting registration z 14 MCl;

the feefor state (accounting) registration, reregistration of other legal entitiestheir affiliate
and representative offices,and for registration of termination of activities, accounting
registration, and deregistration of accounting registration shall be & MCI.

For the remaining taxes and other obligatory payments into the budget, there are no special
conditions of taxation for NCOs.

Benefits for payment of customs duties

Paragraph1 of Article 122 of the CustomsCodeof the RKlists the types of objects which are exempt
from imposition of customs duties, including:

1)

2)

3)

goods, except foexcisable goods, which are imported in the form of humanitarian aid
(Subpara4);

goods, except foexcisable goods (except for carspecially designated for medical
purposes), which are imported as charitablexssistanceat the level of states, governments of
states,and international organizations, including providing technical assistanc§¢Subpara.

5);

goods purchased at the expense of grants, which are provided at the level of states
governments of states, and international organizations, determined in accordancewith the
tax legislation of the RK(Subpara.9).
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The order of submitting the documentsfor exemption from imposing customsduties is
determined by the Government of RK.
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KYRGYZSTAN

General overview

This chapter makes use ofmaterials from ) # . | 8 (Qubtjcatiprny Somelssues of egal Regulation of
. # | Aotivity in Countries of Central Asialhetext to a large extent repeats the same material due to
the fact that the legislationhas not changed in this part, but wasdited and complemented.

NCOsin Kyrgyzstan have many sources of income, which are guaranteed by legislation. Foreign
funding andincome from entrepreneurial activity are the main sources in the Kyrgyz Republic (KR).
Membership fees donations from local legal entities and individuals, aswell as state support play a
role, but are not the main sourceg a fact confirmed by the results of tle research.

From November 2012 to June 2013, the Association of Civil Society Support Centers (ACSSE
conducted a study on the status of the development of the NCO sector in the KR. @irtke elements
of the study was the financial sustainability of the sector, namely sources of funding According to
this study, grants from foreign (donor) organizationsstill play aleadingrole among sources oNCO$
income, thoughOEE O O1 00 A AdbrSidetaBlyd@dciedsélih Cofnparison with the results of
previous research conducted by the ACSSGn 2005. With regard to diversification of sources of
fundingh the®ange of usedsourcesis quite wide, meanwhile every third [NCQ is partly funded from
grants of donor organizations, while every fifth receives incomefrom provision of goods and services,
as well as from membership fees. Commosources of funding are sponsored contributions of
commercial companies private individual donations, and grants distributed in the framework of
SSCOnlyasmallpart of[NCO$ (20%) hasadiversified (three and more sources) system of funding,
AT A 11060 1T &£ OEA v . #/1 Oy EAOA 110 11T OA OEAT OxI
In 2012, the most considerable sources of funding were grants from international organizations
(22%) and income from provision of services (goods) by organizationd 5%). Other notable funding
sources includedmembership fees (3%) and donations of members, employees, and founders
(13%). Contributions of founders (12%) and private individual donations (9%) also made up a
considerable part of funding. Sponsoredhelp from local and foreign business organizations

constituted 6% and 4%, respectively. Respondents very rarely mentioned SSCs(1%) and
government subsidies(1%) assources of furding.106

However, accordingto the authors of the research the volumes of foreign funding in KRalso started
gradually decreasing, although there is no statistical data to document this. Fexample major
donors, such asthe Embassy of Finland, SorosFoundation Kyrgyzstan, and the Global Fund
considerably reduced their budgets for grant funding for NCOs in the KR. Additionallpany post-
conflict rehabilitation projects, initiated and beginning implementation in 2010, have ended.

There are local sources of funding inKyrgyzstan, but they are limited in volume. Thelack of funding
from local sourcesis partly due to insufficient tax benefits for donors. Manycompanieshelp thosein
need directly, but not through NCOs. Individualsalso rarely make donations. In-kind support is
availablemore in rural areasand generallyis provided on a one-time basis Individual donations are
small and often are not documented (since the KR legislation doesnot provide for any tax benefits

105 ACSSGstatus and perspectivesf development of noigovernmental sector of Kyrgyzstan (Report on
Research)62 (2013).
106 |bid, 63.
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for individual donors). The number of NCOsengagedin entrepreneurial activity is still very low due
to aninadequately favorable taxregime and lack of initial capital.

Below, wewill consider the legal regulation of different sourcesof funding of NCOsin the order of
their importance for the majority of NCOs in the KR, as well as the tax legislation pertinent to NCOs
and their donors:

1. Foreign funding

2. Incomefrom entrepreneurial activity
3. Incomefrom local sources

4. State funding

5. Taxbenefits for NCOsand their donors
6. Legal regulation of volunteers

1. Foreign funding

Fundsreceivedfrom foreign sourcesby NCOsn the KRmake upthe larger part of income for many
NCOs. The KR legislation concerning the regulation of foreign aid corresponds to international best
practices and does not create any obstacles for its receipt. articular, the KR legislation does not
contain any requirement for NCOs to get special permission from stabmdies for receiving foreign
aid. There is no requirement to register the receipt of foreign funds either. The reporting
requirements for NCOgeceiving foreign funding do not differ from those for NCOs receiving funding
from local sources

NCOsn KRreceivethe following types of foreign aid:

1) grants;
2) donations; and
3) humanitarian aid.

Mostof the NCOsn KRreceiveforeign funding in the form of grants. Belowwe will considerthe legal
regulation of eachof the types of foreign aid.

1. Grants
The biggestpart of foreign aid in KRcomesin asgrants. TheTax Codeof KR\? (hereinafter 7 TCKR) A
AT T OAET O OEA AEi1l11TxETC :AAEETEOQCETT T &£ A A1 AADPO

Grantz assets given free of chargeby states international , foreign and national organizationsto the
Governmentof the KR bodies of local selfgovernance, state, and NCOs, which do not partiate in
supporting political parties or candidates in election campaign&?s

2. Donations

The KR legislation does not contain special norms regulating the order of giving or receiving
donations, and doesnot differentiate between donations from local and foreign sources Therefore,

107 Tax Codeof the KyrgyzRepublic,datedp X 8 p m8 ¢ TP KRD ¢ o 1T}
108 Para. 60f Article 153 of the TC KR
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anoverview of the process of givingdonatonsE O AAOAOEAAA ET #EAPOAO o O) 1,
below.

3. Humanitarian aid

Humanitarian aid z assets given by governmentsand organizations to the KR Government organs
of local self-governance state, and non-commercial organization, as well asindividuals in need, in
the form of food, machinery, tools equipment,medicalequipment and medicinesand other property,
to improv ethe living conditions and daily life of the population, and likewise to preventand eliminate
emergencies of a military, ecological, and anthropogenic character with the condition of their further
consumption and/or gratuitous distribution. 109

2. Income from entrepreneurial activity

The NCOs in the KRrre allowed to provide goods and services and to earn profit from this activity.
The Law of the KRon Non-Commercial Organizations (hereinafter  Law on NCO$ stipulates the
main principles of performing entrepreneurial activity by NCOsO+¢ ! T  .istallowed to engagein
economic activity, including production, without allocating the profit received between founders,
members, officials, other employees, andnembers of the board of directors. Suclactivity may
include production and provision of goods performance of works, [and] provision of servicesin
exchange for payment and other types of entrepreneurial activity, if they do not contradict the
I AEAAOCEOAO AT A OAGEO T £ OEA 1 OCATEUAOQEIT T 80

The Civil Codeof the KR(hereinafter 7 CCKR) definesan entrepreneurial activity as@Gnindependent

activity, AGAAOOAA AO T1TAG0 1 x1 OEOEfhe AEH 2A86inificd of OAAAE OF
G@ntrepreneurial AAOEOEOUS | AEAO O AheACKREIo Aontdlris a defaiflon ¢f4  + 2 8
broaderconceptof A AT 1 1 | EAwAKGBGEGURO OAAO OAT OOADP GherADOEAI

activity oin its turn includesthe following types of activity:

1 performing of activity in accordancewith labor legislation of the KR

9 depositing money into banks

1 purchasing, transferring, or selling of securities, or sharesof individuals or legal entities in
the charter capital;

1 receiving any paymentsin accordancewith a share of anindividual or a legal entity in the
charter capital;

1 receiving penalties, fines,compensation for moral damage

1 receivinginsured sum(compensation) accordingto insurance agreementsand

1 other activity, which is not consideredentrepreneurial.

An NCOmay engagein entrepreneurial activity itself or through creation of an affiliate commercial
organization. In this case the affiliate commercial organization transfers the profit receivedto a
founder, i.e., to an NCO, which in turn directs these funds to achievement of the purpose of its
creation.

109 Para.7 of Article 153 of the TC KR
110 Article 12 of the Law of KR on NonCommercial Organizations, dated 15.10.1999p p p 8
111 Para.4 of Article 1 of the Civil Code of Kyrgyz Republic. Pattdatedy 8 Tu 8 p ww@ Opuv 8
112 Article 21 of the TCKR.
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The Law of KRon Patronageand Charitable Activity 113 (hereinafter z Law on Patronage) sets limit

for charitable organizations to engagein entrepreneurial activity: the entrepreneurial activity
performed by a charitable organization shall comply with the purpose of its creatiorzor example a
charitable organization supporting disabled persons, may open a shop selling specialized goods
intended for the disabled (e.g., wheelchairs, crutches, or prosthetics). Howevyeéf a charitable
organization engagedin other types of entrepreneurial activity, such asopening a sewing factory,
auditing agency,or store selling other kinds of goods then this would not comply with the purpose

of its creation and the organization would lose its status as a charitable organization, and
consequently would notbe able to use tax benefits granted for charity organizations in the TC KR.
This limitation doesnot permit charitable organizationsto fully usethe opportunity to gainincome
from engagingin entrepreneurial activity.

In contrast to charitable organizations, generalNCOsare ableto perform anytype of entrepreneurial
activity, as long as it does notontradict the purposesi £ OE A D A O&dathd) Fohe®amplet /
an NCOwhich was created in order to protect citizensohealth could not sell tobacco products and

other goods harmful for health, but could sell other goods which are not harmful for health.

(@
(@)

In Subparagraph2 Paragraph?2 of Article 161 of the CCKRand Paragraphl of Article 18 of the Law
on NCOsthere is an analogousunsupported limitation of the right to engagein entrepreneurial
activity for Qublic associationsd and in Paragraph 2 of Article 162 of the CCKRz £l O OB OAI EA
A1 01 AAOET 1 080
3. Income from local sources
1. Donations from legal entities and individuals

Assistancefrom locallegalentities andindividuals for NCOsyenerally comesin the form of donations
and, lessfrequently, gifts. A donation means@iving away a thing or a property right for commonly
OO0A £OT PO Bohafioh @ahde made by an individual or a legal entity, irrespective of
citizenship, country of registration, location, or place of donation. The CKR stipulates that a
donation canbe madeto Qitizens, institutions of social protection, medical, reformatory, scientific,
educational, charitable and other analogous institutions, museums and other cultural institutions,
foundations, public and religious organizations, as well as the government and administrative
OAOOE O1 &Hnatcor@hcBAORR@graph 2 of Article 518 of the CCKR it is not necessaryto
have someones permission or agreement to receivea donation.1’6 According to Paragraph 3 of
Article 518 of the CCKR, the donation of property to a citizen must be, and to a legal entity may be,
accompanied by stipulations by the donor about use of the property for a certain purpose.

O4EA AT 11 AAOGEIT T &£ ATTAOGEITO 1 AU AA PAOA&E OI AA OEO

1) depositing cash into the caslbox of an NCO

2) placingmoney collection boxesin public places
3) collecting donations via mobile phones,

4) collecting via quick paymentterminals;

113 The Law of the KRon Patronageand Charitable Activity, dated6.11p www Opp w3

114 Civil Code of Kyrgyz Republic. Patt,datedv 8 1t p 8 p wAwdigle 508 h

115 Para. 1 of Article518 of the CC KRPart I1).

ue|ICNL3T I A ) OOOAOG 1T &£ , ACAl 2AcCcOI AGET T J4E . #/1 06 ' AOEOEOU |
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5) collecingODEA OEA ET OAOT AO AO01Ti A AATE AAGA 10
The Law on Patronagée?8 also stipulates that individuals and legal entities may give charitable
donations to charitable organizations. Theise of suchdonations is performed accordingto the order
establishedby the Law on Patronage?® This law hasbecomethe first exampleof the legalregulation
of the activity of charitable organizations in Kyrgyzstan. Accordingo this Law, NCOgsegistered as a
public association foundation, or institution are entitled to voluntarily obtain status as a charitable
organization. Thestatusof OA E A OE OB Al & allénd BEniNC@o apply tax benefits available to

charitable organizations in the TC KR. However it sets stricter requirements for reporting and
transparency in comparison with general NCOs.

Despite the availability of tax benefits for charitable organizations in the TCKR, in practice not a
single organization usesthese benefits, as there are no charitable organizations in the countrjhe
problem is that the current law establishesvery harsh and unattainable requirements for charitable
organizations. Forexample for an NCOto be recognizedas acharitable organization, it must direct
98% of its incometo charitable purposesand canspendonly 2% for administrative costs (e.g., office
rent, payment for utilities, stationery, a employee salaries) This condition is practically
unattainable, asnot a single organization can successfully run on 2% of its income.

2. Entry and membership fees

Membership NCOsreceive part of their income in the form of entry and membership fees. NCOs
which are not membership-based are foundations and institutions; all other types of NCOsin
Kyrgyzstan are consideredmembership organizations (public associations, unions of legal entities,
religious organizations, association of homeowners, associatioof water users, and professional
unions).

Membership feesare assets transferred by a member of an NCOin the amount and inaccordance
with the order stipulated in the statutory documentsof the organization, if such a transfer does not
entail areciprocal transfer of goods, works, or services to the member of this organization free of
charge or at the price lower than their net cost$z°

Entry feesare assets transferred by an individual when entering a membership-basedNCQ in the
amount and inaccordancewith the order stipulated in the statutory documentsof the organization,

if such a transfer does not entail a reciprocal transfer of services to the member of this organization
free of charge or at the price lower than their net cost®!

4, State funding of NCOs

Themain forms of state funding of NCOsn KRare SSCsstate procurement of services and subsidies,
as well as other forms of state support. Belowve will briefly describe each of these forms.

1. SSCs

117 |bid, 43-44.
118 aw of Kyrgyz Republicon Patronage and Charitable Activitsited06.11.1999 #119.
119 Article 14 of the Law on Patronage Seealso Article 15 of this Law.
120 Para. D of Article 153 of the TC KR
121 |bid, Para.4.
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The Law of the KRon State SocialContracts (hereinafter z Law on SSG¢ was adopted in July 2008,
which created a legal basis for implementation of social programs (projects) and some measures
aimed at solving socialeconomictasksand providing servicesat the expenseof funds from the state
budget122

Annually, the government allocates funds from the state budget to finance publicly useful projects

through the SSC mechanisn@®ofar each year thereis a tendency of increase ofallocated funds by

the Ministry of Labor and Social Development of the KR (hereinafter z MoLSD)!23 (1) In 2010, 5

million soms were allocated;(2) in 2011 z 12 million soms;(3) in 2012 z 13 million soms;(4) in 2013

Z 13.9 million soms; (5) in 2014 z 22.5 million soms; and (6) in 2015 z 22.5 million soms were

allocated.In 2014,the Ministry of Labor, YouthandMigration Policy (hereinafter z MoLYM) allocated

a sum of 1 million soms for SSCand in 2015 z 4 million soms. In 2015, the bodies of local self
governance(hereinafter z LSG) also allocated 11 mllion soms for SSCs, which were provided b$1Z

i SAOOOAEA ' AOCGAI 1 OAEAAED Ai QGomadrgahizatde foriinfeinational OO AT | A
Cooperation) 818

Grants from the state budget
for funding publicly useful projects of NCOs
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125

According to the Law on SSCthe funding of social programs (projects), implemented in the
framework of SSCsshould be done at the expenseof the republican and local budgets of the KRin
the form of grants.

122 The Lawon SSC, Articld (definition of SSG.

123 The Ministry of SocialDevelopmentof the KR (hereinafter z MSD was renamed as the Ministry of Labor

and Social Development of the KRMoLSD in 2015.

24ICNL3T T A ) OOOAOG T &£ , ACAl 2AcOl AOGET iasigsgeE . #/ 06 ! AOEOEOQOU |
125 |bid.
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The order of allocating funds is asfollows. Every ministry makesarequestfor funding indicating the
required amount. Theministry &requestis consideredby the Ministry of Finance aswell asthe Prime
Minister and his apparatus. The amount of the allocated sum is basednot only on the ministry &
request, but alsofrom the availability of funds in the state budget. Additionally, every ministry must
substantiateits requestand demonstrate the necessityof funding publicly useful programs/projects
through the SSC mechanism.

In caseswhen SSCs aréinanced from the LSG budget, a decision on providing or rejecting funds is
made by the representativebody of the LS5, based on the proposal of the executivieody of LSG. The
amount of allocated sum dependson the planned social progam.

In accordancewith the provisions of the Law on SSCthe LSGbodies play a key role in determining
the social services needs at the local level. pmactice,the situation is that the local budgetsoften lack
funds for social projects, and thereforethe LSGbodiescannot serve as service requesters, since they
cannot provide SSC funding.

The Law on SSCstates that every year there should be funds planned for financing programs
(projects) through SSCsn the republican budget. Accordingly, the ministries must plan for social
programsto befinancedthrough SSC#n their activities, aswell asmake sure that funds are allocated
from the budget. However, thudar only the MoLSDand the MoLYM?2¢é usethe SSC mechanisnirom
2009 to 2013, during the first five yearsafter adoption of the Law on SSCthis mechanism was used
only by one state orgary the MSD In 2015, the MoLYMstarted using this mechanismas well. NCOs
note that this is not sufficient for the full-fledgeddevelopmentof the civil sectorand recommendthat
the Ministry of Educationand Science, the Ministry of Health, and other ministries and agencies of
the KR introduce SSCs in their activities.

Besidesthe Law on SSCa number of normative legal acts (hereinafter z NLAS) of the KR note the
possibility of applying the SSGnechanismby different state bodies. For example, Article 3 of the Law

of the KRon the Basisof GovernmentalYouth Policy:2” note financial support of youth organizations

by state bodiesand LSG bodiesAccordingto this law, funding of youth initiatives in the framework

of the implementation of state youth policy may be donethrough SSCs itthe order established bythe

KR legislation 128 Additionally, this law states that specialized organizations perform activities on
social support, provision of household medical, psychologicatpedagogical, and legal services, and
assisting the social and psychological adaptation and social rehabilitation of young citizens who face
difficult life situations, based on the results 5SSC competition2°

The Regulation on the State Agency on Youth Affairs, Physical Qulture and Sport under the
Government ofthe KR30 (hereinafter 7 SAYPS) states that functions of this agency include attracting
investments and grants for financial support programsand projects, as well as execution of a state
contract forimplementation of government policyon questions related to youth, physical culture and

126 At present time, the MSDis renamedasthe MoLSD and the MoLYMas theStateAgencyon Youth Affairs,
Physical Qulture and Sport under the Government ofthe KR.
127 The Lawof the KRon the Basisof the GovernmentalYouth Policydated31.07¢ mmw O¢ UL @ 8
128 |bid, Para2 of Article 13.
129 |bid, Para. 2 of Article 18.
130 Regulation on the StateAgencyon Youth Affairs, Physical Qulture and Sport under the Governmentof the
KRdated2.12¢ mpuv O Yp w8
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sport, and execution of a state contract for conducting scientific research and developmenttime
sphere of its activity.

The abovementioned NLAs directly indicate that funding of youth organizations, as well as
organizationsengagedn the developmentof physical culture andsport, canbe issuedfrom the state
budget through the SSC mechanismn ithe framework of implementing projects in the field of
government policy related to youth,physical culture, and sport.

The order of conducting a competition for receiving state funding is described in details in the

researchSome Issues of LeqalA C Ol AGET 1T 1T &£ . #/ 08 ! AOBEGAdhas nat1 #1 O1
changed since the publication of this research.

In 2013, researchon implementation of SSCsn the KRwas conducted?32 which revealedmore than
twenty shortcomings of currentlegislation and existing SSC practice, including

1. an imperfectmechanismfor determining which social programsto fund through SSCs

2. an inconvenientmeansof submitting an application and other application documents to the
competition commission for the participants of the competition;

3. a complicated and non-transparent order for assessingAl | PAOEOEI T DAOOEAEDA
proposals; and

4. insufficient requirements to the terms of the agreementon SSC implementation; among
others.

OnNovember1, 2016, the KR parliament considereda draft law, developedby the MoLSD with the
participation of NCOs, the adoption of which would address many of the abovementioned problems.

2. State procurement

The order of executingof state procurement of goods works, and servicesis regulated by the Law of
the KR on State Procurement?32 Article 11 of this law lists the following steps for conducting state
procurement:

1) planning of aprocurement process by the purchasing organization;

2) creation of a competition commission

3) development of the competition documents and prequalification documents when
prequalification is necessary (in case of state procurement of complex, expensive, or highly
specializedtypes of goods, works, and services);

4) publication of an announcement

5) competition period ;34

131 Theresearchis available at the following link:
http://www.icnl.org/programs/eurasia/Comparative%20research%20CAR.pdf .

23 AA O!'T AT UGEO 1T £ OEA OOAOA OI AEAT A1T1O00AAO ET +UC
531 )$h %7-)h )#.,h "EOEEAE ¢mptn DPAOO o 0001 Al Al O
Al O EOO EIi DOl OAI A1 080

133 Thelaw wasadopted on3.04¢ mpuv h O x ¢ 8

134 Includes such stages assubmitting competition documentsand prequalification documents explaining

and changingprequalification and competition documents and submitting competition applications and
applications for the participation in the prequalification process in accordance with Article 23 of the Law,

except for cases when procurement is done through a direct conclusion of a contract.
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6) opening of competition applications (except for cases when procurement is done through
direct conclusion of a contrac};

7) assessmentnd comparisonof competition applications,

8) selection of a winning bidder, and

9) conclusion of an agreement

Although formally NCOsmay participate in competitions for receiving state procurement contracts
equally with commercial organizations, most NCOs do not use this mechanism due to the following
reason.Article 52 of the Law of KR on State Procurement stipulates that a purchasing organization
may request a collateral security for the contract from a supplier (contractor). Collateralecurity may

be presented in the form of cash deposits treasury bonds, bankguarantees securities issued or
secured bythe National Bank of the KRin the form of certificates of the deposit bearerguarantees,
and pledged securities, given by individuals or legal entities. As a rule, NCfasnot have free funds
which they canpresent as collateral security.

3. Subsidiesand other types of state support

Adefinition of Gubsidiesdis givenanumber of laws of the KR35 In the TCRK,a Bubsidydis defined
as assistancegiven by the Government of the Kyrgyz Republic, Zhogorku Keneshof the Kyrgyz
Republic,and localkeneshof the Kyrgyz Republicin the form of transfer of assetsto a taxpayer in
exchangefor the past or future performance of certain conditions, related to their economic
activity. 36

Paragraph4 of Article 20 of the Law of the KRon the Main Principles of BudgetLaw in the Kyrgyz

Republics” OOAOAO OEAO OOEA AgogbATl AEOOOA PAOO T & OEA A
subsidies for legal entities to ensure fulfillment of functions and tasks of the government and$G@ Y 8 6
Hence NCOsmay in (@xceptionalcase®receive subsidiesfrom the republican or local budget.
In accordancewith Article 11 of the Law on Patronage,participants of charitable activity (who are
citizens and legal entities, performing charitable activity, or in whose interests this activity is
performed) canreceive support from bodies of state power and LSG bodiesn the following forms:
1 providing benefits onpayment of taxes, customsduties, and other collections and payments
and other benefits, in accordance with the laws of the KR;
1 providing logistics and subsidizing charitable organizations (including full or partial
exemption from payment for the services provided by government organizations, from
payment for the use of state property);
1 funding, on acompetitive basis,charitable programs developedby charitable organizations;
9 transferring state property, which is inthe process of denationalization and privatization,
into the ownership of charitable organizations on a free or preferential basis, performed
according to the orderestablished by the legislatiortss
ICNL is aware of two cases when NCOs were subsidized by the state:
135 The Lawof the KRon Subsidiesand CompensatoryMeasuresdated 31.10p w w )  Qcprtaima
AAEET EOGEIT 1T &£ A OOOAOEAURSd EIT xAOAOh OEEO 1 Ax OAcCOI AGAO

136 The TC KR, Articld 53, Para.26. o
137 The Law of the KR on Main Principles of BudgetLaw in the Kyrgyz Republicdo A ADSAwwy O x W
138 Article 11 of the Law on Patronage.
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1) The dty administration of Bishkek provided premises for the Sezim crisis centerfor long-
term free use {ndivi dually at the requestof Sezinj.

2) TheMoLSD providedpremises br [public associatoq 0! 2$) 6 11 OEA AAOEO 1 &
on free use othe premisesfor five years (not on the basis o NLA, butindivi dually).

It is worth noting that in 2016, a new Budget Code was adopted in Kyrggtan, wherdn subsidies
were listed asone of the types 6 operational expenses from the state budget (republican and local).
Subsidies accordingto this codeh arelprovided to legal entities 7 producers of goods works, [and)]
serviceson a gratuitous and irrevocable basisfor compensation of losses, suffered by them when

PDAOAI Ol ET ¢ OEAEO POT AOAOETT AAOEOEOUKh B AAAT OAAI
5. Tax benefits for NCOs and their donors
1. Concept of NCO for taxation purposes

Before weconsider what tax benefitsthe KR legislation grants for NCOs and their donors, we shall
give a definition of an NCO, contained in the tax legislation of the KR for taxation purpodeatagraph
11 of Article 153 of the TC KR states

An NCQs an organizaton, which meets the following requirements

a) this organization is registered in an organizational legal form, provided by the KR
legislation on NCOs$¥ as well as other KR legislationand

b) this organization doesnot aim at receiving profit asthe main purpose of its activity
and does not distribute gained profit between its members, founders, and official&

This statusin itself is not sufficient to apply a specifictax regime or to receive tax benefits. Ifin the
courseofits activity, anNCO gaingrofit, it must pay income tax similarly to other subjects. Moreover,
an NCO would pay VAT, if the volume of taxable supplies, delivered by this organization within one
year, reaches the registration threshold for VATEmployees of NCOs must pay IIT on iame they
receive. Additionally, NCOspay salestax, land tax, and property tax.

2. Taxation of charitable organizations

At the sametime it should be noted that the tax legislation in someways encouragesthe activity of
NCOsespecially charitable organizations. In accordancewith Paragraph2 of Article 153 of the TC
KR, a charitable organization is an NCO

1) created and performing charitable activity in accordancewith legislation on NCOsand
charitable activity;
2) not performing activity on production and/ or realization of excisablegoods;and

139 Parasl and 5 of Article 22 of the BudgetCodeof the Kyrgyz Republicdatedp ¢ 8 Tu 8 ¢ T th@Cofe v w
comes into force on 1.01.201Y.
140 According to KRlegislation, NCG can ke created in the following organizational legal forms:public
associatiors, foundations, institutions, unions (associatiors) of legal entities, jamaaty (community
organizations), partnerships of home owners (condominiums), noncommercial cooperatives (housng
maintenance, summer cottage, garage etc.), crediions, trade unions, associations of employers, associations
of water users, stock exchange, setégulatory organization of professional participants of the securities
market, nongovernmental pensia fund, political party, andreligious organizations.
141 Para.11 of Article 153 of the TC KR
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3) not participating in activity in support of political parties or election campaigns.

The Law onPatronageclarifies that suchan organization must be non-governmental and be created
for the realization of goals listed in this Law, in the interests of society or certain categories of
persons?42

Paragraphl of Article 153 of the TCKR also defines charitable activity asa voluntary activity of an
individual and/ or a legal entity, directed at realization of charitable goals provided for by the KR
legislation on charitable activity, entailing transfer of assets to citizens and legal entities'3 rendering
services, and performing works on a disinterested (gratuitous or preferential terms) basis or for
payment, not exceeding expenses incurred for their implementationArticle 1 of the Law on
Patronage contains oroviding other © O B B in ti®definition.

(o attain status as a charitable organization, NCOsmust meet the criteria, established by the
legislation for charitable organizations. Inparticular, these criteria are contained in the Law on
Patronage. In accordance with this law, an organization is recognized asathable, if it spendsnot
lessthan 98% of funds received for charitable purposes This meansthat expensesfor salaries of
NCG5 staff members, office rent, purchase of equipment and other necessarymaterial resources
i 00O Al i POEOA T i O I OA WOEAT c¢pb 1T £ £O0T A0 OAAAEOAAS

This Law definesthe following list of charitable purposes:

1 providing social support and protection of citizens, including improvement of the material
conditions of poor people, social rehabilitation of unemployed persons, disabled persons, and
other persons, who due to their physical and (or) intellectual capacities, oother
circumstances, are unable to realize their rights and lawful interests themselves;

1 providing assistance to victims who have suffered from natural disasters, ecological,
industrial, or other catastrophes; social, national, or religious conflicts; anibrced migrants;

1 facilitating strengthening of peace friendship, and harmony among nations, preventing
social, national, or religious conflicts;

9 facilitating activity in the sphere of education, science culture, art, education, and individual

spiritual development;

facilitating protection of motherhood and childhood;

facilitating activity in the sphereof prevention andprotection of the health of citizens, as well

as promoting healthy lifestyles, and improving the moral psycholgical conditions of citizens;

facilitating activity in the sphere of physical culture and mass sport;

environmental protection and protection of animals;

protection and proper maintenance of buildings, objects, and territories having historical,

cult, cultural, or environmental significance, as well as burial site&¢

= =4

=A =4 =9

Charitable organizations are exempt from paying three types of taxes income tax, VAT, if supplies
are made for charitable purposes, andales tax Regardingcommon NCOstax benefits are granted

through releasing certain types of income, turnovers, sociallyuseful supplies, from taxation. The
rationale behind this approachis that not a single organization may be released from paying taxes,

142 Article 5 of the Law onPatronage.
143 The Law onPatronage useshe DE OAOA OPOT PAOOUR ET Al OAtadxd OA TORAGORAWD OED1
144 Article 9 of the Law on Patronage.
145 ICNL,Non-commercialLaw (Textbook) 78(N. Idrisov ed., Kirland2012).
146 Article 1 of the Law onPatronage.
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just because it declares itself as nenommercid. While income, turnovers, and supplies of an
organizationare AT T OEAAOAA DOAAAOAT OEAI h Bvlen tedabledobjec® AU AT U
appear, taxesare paid on ageneralbasis. This may happenat any stageof its activity, since any NCO

is entitled to conduct an economic transaction which is not prohibited by law, receive income, or

AAl EOAO OODPDPI EAG7 OOAEAAO O1 OAQAOQCEIT 86

The law prohibits granting tax benefits individually to certain charitable organizations, their

founders (members), and ¢her participants of charitable activity. A charitable organization is
entitled to gettax and other benefits, establishedby law, from the moment of its state registrationt4e

3. Income tax of NCOs

Asarule, tax legislation doesnot releaseNCOsfrom income tax. If an NCOreceivestaxableincome,
then it should pay a tax at 10% in the generalmanner. Exceptions are according toParagraph?2 of
Article 212 of the TC KR, income received by the society disabled persons of Categories| and Il;
organizations of the Kyrgyz Societyof the Blind and Deaf; andindividual entrepreneurs, who employ
not lessthan 50% of blind and deaf personsfrom the total number of employees with their salaries
comprising at least 50% of the total amount of salaries for all employees. Inthis case such
organizations are exempt from paying income tax. The list of such societies organizations, and
individual entrepreneurs is determined by the Government of the KR#4® Similarly, the income of
credit unionsis also exempt from income tax, according t@aragraph7 of Article 212 of the TC KR

Furthermore, in accordancewith sub-Paragraphl of Paragraphl ofArticle 2121 £ OEA 4# +2h OA

OAAAEOAA AU OEA AEAOEOAAT A 1T OCATEUAOQGEITO EO Al Ol
Besidesthe exemption from income tax of certain types of NCOs, the TC KR provides for certain
benefits through exemption of some types of income received by NCOs.

The following types of income received by NCOs are exempt from income tax:

a) membership and entry fees;

b) humanitarian aid and grants, if they are used for statutory objectives;

c) cost of gratuitously received assets, if they are used for statutory objectives;

d) payment for services of technical maintenance of apartment houses, buildings, and structures
servicing them;

e) payment for services of delivery ofirrigation water provided by associations of water users
for their members within the framework of their statutory activity ;

f) income from providing religious rites, rituals, ceremonies, and services forhe organization
and conduct of pilgrimage, as well as voluntary donatioriso

147 |CNL,Non-commercialLaw, 77.

148 Article 11 of the Law onPatronage.

149 Thelist of enterprises of the society of disabled personsof | and Il categories aswell asorganizations of
the Kyrgyz society of blind and deaf, which employ not lessthan 50% of blind and deafpersonsfrom the total
number of employees while their salariescomprise 50% of the total amount of salariesfor all employees are
exemptfrom paying anincometax. Thelist is approved by the decreeof the Governmentof KRon
30.12.2008 N 736.

150 Paragraph3 of Article 189 of the TC KR
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Membership and entry fees are defined in Secton ®) T AT i A &£O0i i 11T AAT O OOAA
EOCIi AT EOAOEAT AEA AT A COAT OO0 AOA CEOAiincomd, lisedAAOET 1
01 AAO EOATI O AgqMAgqh AOA 1106 AAEZET AA ET OEA 4# +28

The Law of the KR on Freedom of Religious Belief and Religious Organizations in the Kyrgyz Republic
gives definitions of the following concepts
1 pilgrimage z visit of religiously significant holy places by pilgrims
1 religious rites z asetof religious actions, which embody religious ideas
1 religious rituals and ceremoniesz an order of performing ritual actions, established by the
religious belief.151

It is necessaryto note that the sum of expenses not related to the receipt of income exempt of
taxation, is not deductiblets2 0Chis meansthat it is necessaryto keepaseparateaccountingofincome
and expenseson statutory non-commercial activity and income and expenses on commercial activity
(if an NCO conducts such activity). Ongeedsto keepin mind that this separateaccountingmethod
is complicated in practice and not clearly regulated in legislationss

4. 4Ag AAT AEEOO A O .#/ 06 11TAAI AiT17100

The TCKRallows taxpayersto reduce their taxable incomeby deductingexpenses for chariy when
calculating their payable income tax. ThusArticle 208 of the TC KR contains the following norm:
Assets including monetary funds and property (at their balancecost), transferred gratuitously to
charitable organizations and organizations of culture and sport, regardlessof forms of ownership, in
the amount of not exceeding10% of taxable income of a taxpayer duringa tax year, are subject to
geg\uAction'from total annual income, if these assets ameot used by the taxpayer himself for his own
I AO80

Donors are not entitled to a deduction, if they support NCOswhich do not possessthe status of a
charitable organization and are not organizations of culture and sport.

Hence legislation allows national donors, including individual entrepreneurs,to reducetheir taxable
income by the amount of expensesor charity, but not more than10% from the total taxable income.

Individuals do not enjoy this benefit. Onlylegal entities and individual entrepreneurs are entitled to
get reductions.

5. VAT for NCOs and donors

In general, NCOsare not exempt from paying VAT. Howeverin most of the cases they do not pay
VAT, becausethe volume of their taxable supplies usually doesnot reachthe registration threshold,
which is currently set at8 million soms (approximately $116,500) for 12 consecutive monthsts4 If
an organization reachesthe registration threshold, during the next month it should obtain VAT
registration from atax authority and pay this tax on amonthly basisand submit reports until it ceases
to execute taxable supplies and annuls the registration.

151 Article 3 of the Law on Freedomof ReligiousBeliefand2 A1 ECET 00 / OCAT EUAQEIT 1 O E1 OE,
dated31 December¢ mmmyy Oc¢ Y¢ 8
152 Paragraph13 of part 1 of Article 209 of the TC KR
153 ICNL, Nonrcommercial Law 79.
154 Paragraphl of Article 229 of the TC KR
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The VAT calculation is completed as follows. If goods works, and servicesare purchasedfrom VAT
taxpayers z a sum of the tax isindicated on an invoice separately from a purchasing price. When
preparing areport, ataxpayer calculatesthe VAT sum, charged to its buyers during a month, and then
deducts VAT already paid and VAT payable. YAT for supplies exceedsVAT for purchases the
difference shall be paid to the state. Ifthis difference is negative, then this amount is applied to the
OA @b A UA O dabcoudtbaai@ded td dover taxes for future periods.

However, the TCKRexemptsfrom VAT certain supplies, made by NCOs:

O 3 O b mhdEbY Bn NCO for payment not exceeding the costs of these supplies are exefmgh
VAT, if these supplies are:

1) for the welfare and protection of children or poor citizens of old agegr

2) in the sphereof education, medicine, science culture, and sportdss

In accordancewith Article 251 of the TCKRcharitable organizationsare exempt from VAT, if supplies
are made for charitable purposes. Howevethe TCKRdoesnot explain what O000PPI U T &2 OAOOE
may be created. Admittedly when interpreting the conceptof 000D DI U T £ OAOOEAAO A
poOOPI OAOGhd TTA AAT OAEA ETO1T Ai 1T OEAAOAOEIT OET OA
Providing religious rites, rituals,, and ceremonies,aswell asservicesfor the organization and conduct

of pilgrimage, shall not be subject to VAT taxatiot?¢ Hence supposedly, religious organizations do
not pay VAT when rendering theseservices.

A transfer of fixed assetsinto the ownership of an organization based on the decision of the
Governmentof the KRor LSG bodiesis also exempt from VATS It is necessaryto note, that if an
individual suppliesgoodsto an NCOfree of charge, the liability to pay VAT rests on the supplier.

Besidesthe benefits for taxation of supplies, the TC KR provides for benefits for NCOs and their
donors, in the form of exemption for certain types of import. Thusspecializedgoodsfor disabled,
imported to the KR, are exempt from VAT8 Goodsimported to the KR in the form of humanitarian
aid and grants, are also exempt from VAT according to the order established by the Government of
the KR1% The Governmentof the KRalsomay establisha specialcustomsregime in relation to goods
transferred over the aistoms border as grants and humanitarian aiék° In caseswhen international

and other agreements provide for an exemption from paying taxes customs duties, and other
payments, or if it is indicated that funds provided in the framework of international and other
agreements shall not be used for payment of taxes, customs duties, and other payments, the import
of goods, carried out at the expense of grant and credit funds, is exempt from VAT, excise tax, customs
duties, and other payments for customs clearamcwhen there is an external economic transaction on
behalf of an organization, a department of project realization, and general contract&t. Goodswhich

155 |bid, Article 252.
156 |bid, Subpara? of Para.2 of Article 231.
157 |bid, Para2 of Article 253.
158 |bid, Para.2 of part 1 of Article 257.
159 |bid, Para.8 of part 1 of Article 257.
160 Article 178 of the Customscode of the Kyrgyz Republic, dated2 July¢ mmmt O U X
161 Part 2 of Article 5 of the Regulationon the order of implementation of international and other agreements,
to which Kyrgyz Republic is a party, in the part of exemption from paying taxes, customs duties and other
payments. Approvedby the decreeof the Governmentof KR, dated12.048 ¢ mpp O puvu 8
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areimported to the KR as part of humanitarian aid, as well as means of transportation and delivering
humanitarian goods, are exempt from taxes, customs duties, and fees for executing actions associated
with the release of the goodg¢2

In certain casesper Articles 278 and 279 of the TC KR, there is compensationamefund of the excess
amount of VAT on the acquired material resources over the amount of VAT on the taxable supplies
and for supplies taxable at the zero rate. However, the amount to be refunded is used to cover fines
and tax penalties on VAT of a taxpayeor VAT for the following tax period, including arrears on VAT
for import of goods or arrears on other taxes.

6. Land, property and other taxes and compulsory payments, influencing NCOs
IIT andinsurancecontributions to the Social fund

QAll commercial and non-commercial organizations are obliged:

1) to pay insurance contributions to the Social Fund from their own funds in the amount of
17.25% of all types of payments, accrued in favor of employees (portion of the employer);
2) to withhold from accruedsalariesof employeesandtransfer:
1 to the Social Fund, insurance contributions in the amount of 10% of salary accrued in
favor of an employeg(portion of the employeé);
9 tothe state,lIT in the amount of 10% of salary accrued in favor of an employee

Incomeof. # / @nployeesis subjectto IIT onthe generalbasis. They payincometax evenif salaries
are paid from non-taxable income, such as grants [or] entry and membership feeslIT is normally
charged at the source of payment, which is the employing organized E 116} Thé exception to this
norm is income of employees of religious organizations in the form of salary, awards, compensation
and other compensatory andincentive payments. These types of income are not subject to IIT in
accordance withParagraph42 of Article 167 of the TC KR

Furthermoreh soie types of income, paid by NCOsto individuals, - in particular, gratuitously
transferred assetsfrom NCOsto individuals requiring social rehabilitation or adaptation, medical
help and possessingncome below the subsistence level(a) refugees and(b) seriously ill persons-,
are not subject to IIT. Thisnorm is reflected in Paragraph37 of Article p ¢ “@f the TCKR Also,in
accordancewith Paragraph22 of Article 167 of the TCKR, incomereceivedin the form of payments
made by trade union authorities to disabled and retired persons, orphans,and mother or fathers of
large families, is also not taxable income.

The TC KR does not contain any benefits for citizen grantees of charitable grants@or example,

grants, givento individuals for studying, research [and] literary and other activity, are not grants for

the purposes of taxation, and are consideredas part of the total annual income of a grantee and as

taxable income in the general manner. Eeptions arethe cost of property, receivedoy an individual

as humanitarian aid (Para.26 Art. 167), aswell asgratuitous help, received from an individual and
consideredAO A CEZAO AT A OEAOA®W OA 110 A OAgAAT A ETATIA

162 Article 6 of the Regulationon the order of receiving and allocating of humanitarian aid in the Kyrgyz
Republic. Approvedby the decreeof the Governmentof KR,datedOp 8 m¢ 8 ¢mp ¢ O 108
163 ICNL,Non-commercial Law 80.
164 |bid.
165 | bid, 80-81.
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Landtax

('he land tax is paid by the personsrecognizedas land owners or land users whose rights for the

land plot is certified by the state act of ownership or use. The land tax includes a tax on agricultural

land and land of settlements, industry, transport, communications, defense environmental
protection, health, recreational, forestry, and others. Theates in the TC KR are established
differentially , dependingon the location and classification of the land plots(OEAE O ET O%1 AAA
Certaintypes of NCOsare exemptfrom paying the land tax. Thusin accordancewith Paragraplts5, 8

and 9 of Article 343 of the TC KR, the following categories of land are not taxable

5) land of the organizationsof disabled persons, war veterans,and persons of similar status,
and land owned by the Kyrgyz Society of Blind and Deaf, and individual entrepreneursyhere
disabled, blind and deaf persons make up no less than 50% of the total number of employees
and their salaries account for no less than 50% of the total amount of salaries of ethployees
The list of such societies, organizationand individual entrepreneurs is set by the Government
of the KR;

8) land of sanatoriums holiday housesand boarding houses of labor unions, included in the
sanitary protection zone and

9) land of liturgical objectss? of religious organizations, registered in the manner established
by KR legislation.

Property tax

(Property tax is imposed on immovable and movable property , which canbe under state, municipal,
or private ownership.168 Property tax differs from land tax in that land tax is applied to land plots,
while property tax is applied to the constructions built on land plots.

Thetax payer of aproperty taxis its owner. If it is impossible to determine the owner of the property
the organization or an individual using this property. Stateproperty, transferred to private use, is
subjectto property tax and the latter shall be paid by the user§ £ OEEO O PAOOUS8 6

Accordingto the TCKR, the property objects shall be divided into four groups:

1 Group 1 dwelling houses apartments, summer residences (cottages, designed for
permanent or temporary stay, and not used for performing entrepreneuriabctivity;

1 Group 2 dwelling houses, apartments, summer residences (cottages), boarding houses, rest
houses, sanatoriums, resorts production, administrative, industrial, and other capital
structures, designed and/or used for performing entrepreneurial activity;

1 Group 3 temporary buildings from metal and other constructions, such as kiosks and
containers, designed and/or used for performing entrepreneurial activity, and

1 Group 4 means of transportation including self-propelled machines and mechanismg?

166 |bid, chapter 6,Para.p O, ABADPBA@P¢ 8
167 Ljturgical objectsz immovable property of religious institutions used directly for worship, prayers for the
purpose of joint confession and dissemination of faith
168 Part 1 of Article 324 of the TC KR
169 |CNL,Non-commercial Law 83.
170 Part 2 of Article 324 of the TC KR
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The calculation of ataxable costof an immovableproperty (Groups1l, 2,and 3) dependson the year
of the construction, type of construction materials used to build the immovable property (such as
brick or concrete), and the location of the property,nside the country as well as in any other
settlement.

If a property is usedfor entrepreneurial activity (Groups2 and 3), the property taxrate is setat 0.8%
of the taxable base(cost), but if a property is not used for entrepreneurial activity (Groupl), then
the rate is set at0.35% of the taxable base (cost).

The rate of a taxable cost of property of the Group 4 is set dependingon the type, engine capacity,
year of production of the vehicle, and other technical characteristicsg!

There are certain peculiarities in paying the property tax. Accordingto the TCKR, an NC@& property

usedfor non-commercialpurposes(for example, for the needsof an office), and not usedfor carrying

out entrepreneurial activity, does not fall under any of the abovdisted groups. Therefore such
property of an NCOshall not be subject to property tax. However, even if a part of A1 . #/ 00
immovable property is rented out or usedfor carrying out entrepreneurial activity, then all of this
property shall be classified under Group 2 and be the subject to property tax at the rate 08% of

the taxable base.

Regardlessof the purpose of using the property, some NCOsare exempt from paying the property
tax, depending on the sphere of their activity. Iraccordane with Paragrapls 3 and 4 of part 1 of
Article 330 of the TC KR, the property tax shall not imposed on the following objects:

3) property objects of the society of the disabled personsof Categories| and I, organizations of
the Kyrgyz Societyof the Blind and Deaf where disabled, blind, and deaf persons compose no
less than 50% of the total number of employees and their salaries account for no less than
50% of the total amount of salaries of all employeess well as institutions and enterprises
of the penitentiary system. Thdist of the above indicated enterprises shall be determinedy
the Government of the KR

4) property objects of Group 2 organizations, carrying out activities in the sphere of science
education, health service culture, sports, social welfare, and protection of children or low
income senior citizens

Sales tax

CBalestax z is indirect tax (valuation chargeto the cost of goodsor services), which is chargedto a
buyer and paid to the budget by a supplier from the total value of goodsor services The taxation
object of the salestax is sale of goods performance of works, and provision of services The rate of
the salestax varies dependingon whether the saleof goods works, or servicesis subjectto VAT or is
exempt from VAT. The other criteria for determining the rate of the salestax is whether the sale of

goods works, or servicesE O AAOOEAA 1 00 A& 0mOOAAET ¢ AAOEOEOEAO

The saleof goods works, or serviceswhich is subjectto VAT and/ or exemptfrom VAT, and paid for
in cash is taxed at arate of 1% when carried out for trading activities and 2% when carried out for
non-trading activities. Therate of the salestax for the taxpayerswho pay VAT andreceiveanincome
from the sale of goods works, or servicesin non-cashform, is set at 0%. If the sale of goods works,

11 1bid, Article 328.
172 |CNL,Non-commercial Law85.
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servicesis not subjectto VAT (if the VAT registration threshold was not reached), and is not exempt
of VAT, then the rate of the salestax for the sale of goods works, services paid for in cash is set at
2% for trading activities and 3% for non-trading activities, respectively.

On accordancewith part 2 of Article 315 of the TCKR  the salestax exemption shall apply to the sale
of goods, performance of works, or provision of serees by [NCOs], provided that the payment does
not exceed the cost of that sale, performance of works, or provision of services:

1) for the purpose of socialwelfare and protection of children or low-income senior citizens or
2) in the sphereof education, health service, science, cultureAT A OB 0008 d

In accordancewith Paragrapts 4 and 5 of part 1 of the sameArticle, the salestax exemption shall
apply to the sale of goods, performance of works, or provision of services by charitable organizations
and societies of disabled persons o€ategories| and II, organizations of the Kyrgyz Society of the
Blind and Deaf, and individual entrepreneurs, where disabled, blind and deaf persons make up no
less than 50% of the total number of employees and their sala$ account for no less than 50% of
the total amount of salaries of all employees. THest of thesesocieties, organizations and individual
entrepreneurs shall be determinedby the Government of the KR.

6. Legal regulation of volunteers

The legislation of Kyrgyz Republic does not regulate the legal status of volunteers, as well as issues
related to the implementation of volunteering activities. Some legislative acts contain such wording
as Qvoluntary activity dor Gabor of volunteersh gut there is no clear regulation of such relations. For
example, the Law on Patronage states that the labor of volunteers is one of tilowed sources for

the formation of charitable organization's property. Sedrticle 8 of the Law on Patronage.

173 |bid.
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TAJIKISTAN

General Overview

In this section, materials are used from) # . , 8 pubtjcatiory Somelssues of egal Regulation of
. # | Aotivities in Gountries of Central Asialext was edited and amendedand includes changesin
legislation which occurred afterpublication of the abovementioned edition.

The issueof financial sustainability for NCOsis critical in the Republic of Tajikistan (hereinafterg
RT). According toauthors, this isdueto . # / lac&of skills and experience in fundraising, as well as
limited available resources (a limited number of local and foreign donors).

Traditionally, £/ OAECT AEA xAO Al EI bl OOAT O &£O01 AET ¢ OI OOAA
give small grants and contracts to NCOs on services provision in social sphevetil recently, NCOs

in the RT could receive foreign aidvithout any impediment. Starting from 2015, with the adoption

of amendments tothe Law on Public Associations (hereinaftegz Law on PAs)74 NCOs must notify

the MoJ orthe receipt ofany assistancdrom foreign sources This requirement applies toall PAs in

RT. Currently, as far as we are awargthat requirement is not a restriction for PAs to get foreign

funding and did not bring about adecreasein the volume of foreign aid available to NCOs.

Though official statistics data is not available to us, state funding comprises a small part of NCO
income. Only a few NCOs(and in small volumes) receive state support in the form of state social
contracts (SSCs) and grants.

SSG aredistributed by a fewministries, for example, the Ministry of Health and Ministryof Labor,
Migration and Social Support (MLMSSgBtarting from 2009, the MLMSSannually allocatesfrom its
budget SSG for NCOsthat provide social services forphysically-challenged children and single
elderlies 175 In 2014, this Ministry granted SSGin the amount of 18 billion somoni (approximately
274,000 US Dollarg for NCOsl76

Grantsare givenby two state organizationsonly, the Committeeon Women andFamily Issues which

gives grants mostyO1T xT1 1T AT 860 1T OCAT EUAOET T Oh AT A OEA #I1i1E
(hereinafter 7 OEA 711 AT 60 #1 i1 EOOAA AT A OEA 91 OOE #1111 EO
to youth organizations.Since2005, on an annualbasis,the YouthCommitteehas allocatd six grants

to youth organizations in amounts equivalent to approximately $200 for each organization In

2011, the Youth Committeeprovided five grants from the state budget(total amount in the amount

of approximately $12,000, and 59 grants from other sourcegWorld Bank projects) in the amount of

$360,000. Since 2011, on an annual basis, the Womend Oommittee has distributed 80 grants to

women NCG and womenentrepreneurs that create working places for women in the amount of 2

billion somoni 177

¢
C

Local commercial organizations and citizens support NCGs very rarely due to a number of factors,

s o~ oA 2 a2 A N~

such as a lack of informatiorabout. #/ 06 AAOEOEOUHRh A 1 AAE T &£ OA@ EIT AAI

174 9gned by the President othe RT on 8 August 2015, # 1210.
WICNL3T 1T A ) OO0AOG 1T £ , ACAl 2 A@drieAddEehtial Asiags. . #/ 06 | AOEOEOEAC
176 Timur Abdullaev et al. NGO Social Contracting: Factsheet Tajikist8(UNDP2016).
177 Government Decree of the RT m the Establishment of Grants of thePresident of the RTin the field of
Entrepreneurial Activity among Women in 2011-15, dated2 April 2011 (as amended on5 December 2013#
579). Somoni isthe national currency ofthe RT.
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in Tajikistan. Support is given inthe form of donations; however, volumes of private and corporate o
donations are minor. Only NCOs in rural areas receive it EI A OO0ODBBI OO AT A OI 1 O1 O
resolving local issues andfew NCOs try to provide paid services.

NCG that receive aid from foreign donors are more professionaland often have developed financial
management proceduresHowever, eventhese NCOs do not have a systematic appeich to financial

planning for the long term. Typically, NCG plan their financesonly for the period of certain projects

and do not plan for longer terms

Further, we analyze legislation on various fundng sources for NCOs irorder of priority for the
majority of NCOs in Tajikistan, as well akax legislation for NCOs and their donors:

Foreign funding

Funding from local sources

State funding

Income from entrepreneural activity
Volunteers

Taxbenefits for NCOs and their donors

ok wnhE

1. Foreign funding

Grants, donations, voluntary contributions, and humanitarian aid are the main forms of support of
foreign donorsto NCOs in TajikistanForeignstates, international and foreign organizations, financial
institutions , and other foreign legal entities and individualscanbe donors.

PAs have to notify the MoJ on the receipt of any foreign aid in any form before stagifinanced

activity. Procedure of notification is stipulated in the Regulation on Creation and Implementatioof

the Register of Humanitarian Aid’ (hereinafter z Regulation). The rules of notification and conduct

of the Register will be reviewed below in aubOAAOET T O. 1 OEAEAAOEITT AT A OAD
£l OAECT AEA OAAEDPEAT 00806

1. Humanitarian aid

The Tax Code of the RT (hereinafter TC RT) is the sole source which provides a definition of
humanitarian aid: O ( O A1 EailAsQdods{works, service9 granted gratuitouslyto OEA 248 ¥
directed from foreign states and international organizations to improve the living conditions of the

population, and likewise to prevent and respond to military, ecological, natural, anthropogenic or

other emergenciesAT A AEOOOEAOOAA ET Al T OAAOh O@PDPOI AOAA A
Humanitarian aid in the RT can be given to the government onllNC@ camot get humanitarian aid,

but can participate in realization of such aid through contracts with state agencies

2. Grants, donations and voluntary contributions

Grants, donations and voluntary contributions do not have a specific regulation mechanism,
irrespective of whether they were received from local or foreign sources(except for 0! O0

178 The Regulation was approved by the Decree of the Government of the RT dnNarch 2016 (#149) and
entered into force.
179 Paragraph29 of Article 17 of the Tax Code of the RT datel7.09.2012#901.
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responsibility to notify the MoJ if received from a foreign source). 2 to this,their legal regulation
will be reviewed in Section2. Funding from local sources

3. Notification and reporting requirements for foreign aid recipients

According to the Regulation, approved by the RT @ernment, PAs of Tajikistan are obliged to notify
the MoJ on the receipt of any form of aid from foreign sources.

In accordance with this Regulation, a PA has to notify the MoJ on the receipt of aid within ten days of
the date of its receipt Projectsfunded from aid resourcescan be started only after a PA notifies the
MoJ18o

Notably, only PAs and affiliate and representative offices of public (norcommercial and non
governmental) organizations of foreign states, registered at the MoJ in accordance lwthe Law on
PAs haveto notify the MoJ on the receipt of foreign aidThis requirement does not apply to other
forms of NCOs. OtheNCG, not registered in accordancewith the Law on PAs but registered in
accordance with the Law on State Registration oLegal Entities and Private Entrepreneurs
(hereinafter z Law on State Registratiol, for example, funded by owners of institutions, associations
(unions) of legal entities and charitable and other fundsi8! do not have an obligation to register any
receivedaid in the Register

The Regulationdoes not stipulate a minimal value of assets requiredfor registration. Thus, a
voluntary contribution or a foreign donationequivalentto $5 should be registered in the same order
as a $20,000 grant

Article 5 of the Regulationlists obligatory data, which PAs must mention in their notification to the
Mol

name and registration number of the PA

legal address

individual number of a taxpayer,

name of the head of the PA

form andtype of contribution (donation or targeted contribution);

funding with specification of foreign subject or through other organization (branch recipients
of funds);

name and aim of project

region of project activity;

project lifetime;

guantity of aid recipients; and

name of organizations tkat will be directly involved in project implementation.

= =4 =8 =4 -4 9

= =4 =8 -4 -

At its sole discretion,the MoJ is authorized to request additional information, which is not stipulated
in the Regulation, as well as to inspect the activity of PAs subject to provisionioformation on aid.
Thus, the volume of information that PAs have to submit to the Maan be unlimited. The headf

180 Paragraph8 of Article 39 of the Law on PAs
181 Article 50 of the Civil Codeof the RT (hereinafterz CC RT)Part 1, dated 30.06.1999.Non-commercial legal
entities can be created in the form of T T T MAT | | doapérdives consumer's cooperaties, public
associations or religiousorganizations,funded by owners of institutions, charitable and other foundations as
well as other forms, prescribed by law
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PAsare held liable for any failure to submit such information in accordance with the requirements
of the Law on PAs and the Regulation.

2. Funding from local sources
1. Grants
4EA A T1TxETC 1 ACEOI AGEOA AAOO AT 1 OAGEhe Lalofdnd £ET EOE

RT on Charitable Activity!82 the Law of the RT on State Finances of the Republic of Tajikistéhand
in the TC RTWereview these definitions below:

O!  Ci®ah hsBet(including monetary means), provided gratuitously to individuals and NCOs

£ O OEA EI bl Ai AT OAGET1T 1w A AAOOAET PHPOI COAIi T0O PO
O! C i® A im@netary source allocated by state authorities and state authorities of other

countries, or international financial organizations, gratuitously and without taking obligations to

OAAEOT Ah ET T OAAO O1 0OODPDPT OO0 BBAOOAET AEOAAQEITO 1T &

O! ran€is a monetary sour@and (or) other asset granted (transferred) on a gratuitous and non
refundable basis for achievement of certain objectives (task&}:

1. by foreign states (governments of foreign states), international organizationsndividuals
and legal entities- to the RTand the RT Government;

2. Dby individuals and legal entities which produce necessary structures to eliminate the
consequence®f disasters, orsolve other socialissues and which aregranted gratuitously to
the government authorities;

3. by international and foreign organizations, foreign non-governmental public organizations
and foundations, whose activity has a charitable and (or) international character and does
not contradict to the Constitution of the RT- to the RT, the Government of RT, legal entities
and individuals of RT.

Thus, from the above definitions of grant, grantors can be foreign states (governments of foreign
countries), international and foreign organizations, individuals and legal entitiesof foreign states,
and grant recipients can be the RT, thedBernment of RT, and irdividuals and legalentities, including
NCOs.

2. Donations

4EA TA@O 11060 PIPOI A0 OUPA T &£ ETATTA A O .#/1 0 EC
provided in the CC RT, as well as the Law on Charillyis acceptedthat a donation!87 is a gift for the
public good.Donationscan be granted tocitizens; medical and educational institutions; institutions
of social protection and other similar institutions; charitable, scientific and educational institutions

182 ] aw of the RTon Charitable Activity,dated 22.04.2003# 18 (hereinafter - Law on Charity).
183 | aw of the RTon State Finances of the Republic of Tajikistadated 28.06.2011# 723.
184 Article 2 of the Law on Charity
185 Article 2 of the Law ofthe RTon State Finances of the Republic of Tajikistan
186 Paragraph23 of Article 17 of the TC RT
187 Article 613 of the CC RT, Pag, dated 11.12. 1999.
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foundations; museums and other cultural institutions andpublic and religious organizations, as well
as the state. Acceptance @fdonation does not require anyone's permission or conserigs

Donation of property to a citizenshould be andto others (including NCG) may be preconditioned
by the donor for a specific purpose. Ithere is no such condition, the property is considered an
ordinary gift to a citizen, while in other cases, the donated property is used b recipient in
accordance with the purpose othe property.

In accordancewith the Law on Charity 18° a donation is avoluntary gratuitous aid in monetary or
other form, given to NCOs or todwer-income people for charitable purposes

3. Voluntary contributions

Voluntary contribution s are membership and entryfees However, legislation of the RT does not
provide adefinition for voluntary, membership, orentry fees.

From a legal practice, Gnembership fees are commonly understoodas contributions - assets
transferred into the ownership of an NCOby current members orpeople entering the membership
of this NCO, irthe amount and order stipulated in the statutory documents orin the decisions ofthe
higher body of thisorganization. It should bekeptin mind that NCG only based on membershifge.g.,
public and religious associations, associations (unions) of legal entities, but not publioindations
and institutions) may have membership (enty) fees as a source of income.

The right to chargemembership (entry) fees should be fixed iran NC@ ¢harter, while the payment
procedure and amountcan be regulated bythe internal documents ofthe organization (for example,
a regulation onentry and membership fees), if they have not been settled the charter beforehand.
Payment of membership fes should be documentedi-2

3. State funding
In the RT, funding of NCG from the state budget is issued througprovision of state grants and SSC

The RT égislation onfunding NCG through SSG and state grants is directed to amffective and
targeted utilization of budgetary and attracted funds,solving problems of social values, contribuion
to improvement of the living conditions of citizens, as well as involvementin such activity of
individuals and legal entities regardlessof ownership and organizational legal érm, aswell asthe
wider population 191

1. State grants

188 |bid, Article 615.
189 Article 2 of the Lawon Charity.
190 |CNL,Guide to Taxation of NCOs in the Republic of Tajikis#8177 (2013).
191 pleaseseedefinition of SSAn Article 1 of Law on SSC&conomic and legal form of implementation of
social programs and projects aimedt solution of social problems of republican and local levels, provideat
the expense of state budget, as well as funds attracted bgncluding an agreement betweenstate social
customerandD AO &l Oi AO8 o6
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The Regulation on Grants of the Governmentof the Republic of Tajikistanfor Public Associations
Working in the Shere of Patriotic Education of Youth" (hereinafter - Regulation on Government
Grants) was adoptedin 2005.192

The Regulation 1 Government Gants was adoptedto support youth and children-focusedPAs and
other PAsworking in the sphere of state youth policyjn order to encourage cooperation withPAs on
the development andimplementation of projects and programsof patriotic education of youth.

2. SSG

SSCimplementation began after adoption ofthe special Lawof the RT o State Social Contract
(hereinafter - Law on SSC) in 20083

The Law on SSC establishebe legal bass, principles, orderof formation, dlocation, funding, and
implementation of SSGby individuals and legal entities irrespective of ownership anarganizational
legal forms. This law allows different types of legal entities (both commercial and nostommercial)
to participatein SSCs, though in practicdCG are themain performers of SSG. This isdueto the fact
that the Regulationon SSQCompetition 194 foresees only NCOs as executors.

In compliance withthe Law on SSCthe Regulation on SSCompetition was adopted,and defines the
procedure for conducting acompetition of social programsby stateauthorities.

State authoritiesand their subdivisions,the competence ofwhich includes implementation of SS€
(annually and before preparing the state budget forthe next year), anddeveloping social programs
and projects by identifying socially significant problems in particular area.

State social customers irthe RT are state authorities and their divisions. They are in charge of
selection ofimplementers, conclusion of agreementsfunding, and control over SSCexecution. For
example, currently in Tajikistan SS€are distributed by the MLMSSthe Youth Committee, and the
Womend Committee.

SSC executors are individuals and legal entities (commercial and NCOs), which the competition
and enter a contract witha customer on implementation ofan SSCG%

The procedure for conducting acompetition for SSC wasdescribed in detail in IQNLB 0 ¢ Tpu
publication,31T I A ) OO0AO T £ , ACAl 2AcOl ACEI T Twmandhad O6
not beenchangedsincethen.

3. Order of receiving state grants

192 Regulation onGrants of OE A ' T OA OT 1 Aot rO0 !l GHBring id Bérsphere of patriotic education
of youth, dated 10 May 205 # 167.

193 Law of the RTon State Social Contractslated 31 December R08 # 482.

194 Standard Regulation onconducting the competition forexecution of SSCsjlated 3May 2010 #230.

195 Law on SSCArticle 1.

19 hitp://tajikngo.tj/fen/component/k2/item/3090  -otdelnyie-voprosyi-pravovogo-requlirovaniya-
deyatelnosti-nko-v-stranah-tsentralnoy-azii.html.
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The procedure of grants allocation to PAs workingn the sphere of patriotic education of youthis
regulated by the Regulation on Government Grart§ and the Regulation onthe Youth Committee
under the RTGovernment

The Youth Committee in coordination with the RT Government establishes the Commission on
Government Grants for PAs in thephere of patriotic education of youthof Tajikistan (hereinafter -
Commission). The Commission is elected for one yearThe Commission publishesan announcement
on a grantscompetition in mass media.The mmpetition participants submit an application in the
established manner, including their project or program, copies of statubry documents of the
association and the curriculum vitae of project participants.The duration of each project or program
shall be at least 6 months. Applications are considered individually ije Commission within one
month. Participants are informed inwriting on the results of the competition within one month after
the Commissiondecides on the winners. An agreement on projectimplementation is signed with
winning PAs, speciing obligations ofthe parties and terms of funding.

As mentioned above, besides grants for PAsworking in the sphere of patriotic education of youth,

there are grants of the President of the RT on support and development of entrepreneurial activity

among women in2011-2015.198 The procedure for allocation is regulated by the Ruleon Gants6
Allocation for Women.To allocatethese grants the Commission under theWomend O #1 1 I EOOAA «x
also formed br a period of one year.The Commission determines aquota, depending on areas and

regions of activity. The procedure for awarding grantsto women entrepreneurs is similar tothe

procedure for grantsto PAsdiscussed above. The only difference is th#élis Commission considers

received project proposals within two months. Only the 40 best applications are funded. Group
applications for onegrant from womenzentrepreneurs are also acceptedThe amount of agrant is
determined in accordance with the cost estimates and planned workvolume. 4 EA 71 1 AT 860
Committee and Agency for State Financial Control and Fight against Corruptiomocdinate targeted

utilization of grants and monitoring.

4. Other types of state funding

In addition to grants and SSG, the state canprovide other types of aid. Thus, the Law of the RT on
State Finances contains definitions afubvention and subsidy.

Subvention is when budgetary fundsare granted to a budget at another level of the RT budget system
or to a legal entity gratuitously and on a nowrefundable basis for execution of certain expenses.

Subsidyis when budgetary funds are provided to a budget at another level 6the RT budget system,
as well as individuals and legal entities oterms of shared financingof targeted expensest?®

However, in practice, subsidiesand subventions are not granted to NCOs. The Lawaf the RTon the
StateBudgetfor 2016 does not contain anysubsidiesor subventionsfor NCGs.200

4, Income from entrepreneurial activity

197 Regulationon GovernmentGrants, sedootnote 19 above

198 Rulesof distribution of grants of the Presidentof the RTon support and development of entrepreneurial

activity among women in 20112015, approved by the Decree ofthe RT Government#185, dated 2.04.2011.

199 Article 2 LawoftheRTI T 3 OAOA &ET AT ARAO 1T £ OEA r248Y

200 gwoftheRTI T OEA 3O0A0A " OACA@atddZB.1DBWIL#RF48Y Al O ¢npo
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The definition of entrepreneurship or entrepreneurial activity is fixedin the norms of RT legislation
in particular in Article 1 of the CC RTand Article 34 of the Law of the RT n Sate Protection and
Support of Entrepreneurship in the [RT}]R01

Entrepreneurship is an independent activity carried out afl T Ao@risk by entities registered in
accordance withRT legislation, directed at receiving profit from utilization of property, production,
and sale of goods fjerformance ofworks or provision of services) 202

that do not make profit as the main purpose oftheir activities and do not distribute profit received
amongtheir participants. Not making profit as the main purpose ottheir activity does not mean that
NCOsare prohibited from engaging in entrepreneurial activity. However, in accordance witlrticle

50 of the CCRT,NCG can be engaged in entrepreneurial activities only to the extent that is

necessary for their statutory objective$® and corresponds to that purpose 204

Quialifying attributes satisfying this arethat the net income resulting from entrepreneurial activity
cannot be distributed among founders and participants of an NCO, and aftbe payment of taxes,
should be directed and utilizedfor achievingthe purposes for which the organization was created.

The Law on State Protection and Support refers NCOs to subjects of entrepreneurial activity along
with commercial organizations.

5. Volunteers

The RT lgislation on voluntary activity is based on theConstitution ofthe RT and consists ofhe Law
of the RT @ Voluntary Activity 205 and other normative legal actsof the RT.

TheLaw onVolunteeringgivesthefollok ET ¢ AAZET EQET T  {oMntadyi sbcidlbedehitO U
activity, carried out gratuitously by individuals in the form of works and services forthe benefit of
the society82&

NCO carattract individuals on a contractual basis for volunary activity without making profit. At the
same time voluntary activities can be performed in thefollowing directions: in the field of social
protection, protection of human rights, health, education, science, culture and sports sector, charity,
and environmental protection.207

An NCO has to conclude a contract with a volunteer,tifey volunteer at least 20 hours per month. A
contract may be concluded only with a persorabove 16 yA A O O &3 AttidleA68of the Law on
Volunteering lists the conditions that a contract must include, as well agonsequences fomon-
compliance,and termination of the contract.

201 | aw ofthe RT on Sate Protection and Support of Entrepreneurship in the [RT] dated 26.07.2014 #1107
(hereinafter z the Law on State Protection and Support).
202 |pid, Article 1.
203 Article 50 of the CC RT
204 |pid, Article129.
205 | aw of the RT on Voluntary Activity dated 19 September2013,# 1019 (hereinafter - Law on
Volunteering).
206 |pid, Article 1.
207 |bid.
208 |pid, paragraphs2 and 4of Article 5.
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In addition, Article 7 of the Law on Volunteering lists the rights and responsibilities of volunteers.

Among the rights of voluntees, it is worth emphasizing the ight to demand compensation for the
costs associated with volunary activity, as well as to receive from NG volunteer book,avolunteer

certificate, and aletter of recommendation, confirming acquired skills and experience. Amontpe

responsibilities of a volunteer it is worth emphasizing respect for property used inthe process of
volunteering, as well akeeping confidentiality of information about the organization.

In its turn, in accordance with Article 8 of the Law onVolunteering, the NCO must ensurea safe
environment for volunteers, provide them medical care and reimburse them costs forthe
implementation of voluntary activity.

The Law on Volunteeringalso defines competencies ahe RT Governmentas well as authorites of
an authorized state body and local executive authorities in voluntary activity. Furthemore, in a
method established byRT legislation, NC@ cooperate with the government authorities, localstate
executive authorities,andbodiesof self-administration of villages in theimplementation of measures
to develop voluntary activity 209

The government supports thedevelopment of voluntary activity through means povided for in RT
legislation210 Thus, a period of voluntary activity, confirmed by a volunteer book, a volunteer
certificate, and a contracton voluntary activity, is taken into account for admission to educational
institutions of secondary and higher professional education, ithis activity corresponds to an
educational profile and profession, or is acknowledged as experience, if suelxperience is a
prerequisite for employment and a volunteer worked in the corresponding sphere. In order to
recognize and stimulatethe merits of volunteering, individuals and legal entities carreceive state
awards and other types of rewards in an order prescribed in RT legislation

6. Tax benefits for NCOs and their donors

In this section materials from the publication issued by ICNL in 2013Buide to taxationof NCG in
the Republic of Tajikistarh i@ particular from Chapter 5, subsections 5.2 and 5,2re partially used.
Textwas edited andamendedin accordance with current legislation.

The TCRT does not contain a special definitiofor NCO and applies the concept given the CC RT
An NCGOis anorganization, which doesnot make profit as a primary objective of its activity anddoes
not distribute profit received amongits participants.2t NCG can be created inthe form of non-
commercial cooperatives, consumer cooperatives, public or religious organizations (associations),
funded byowners of institutions, andcharitable and other funds, as well as in other forms prescribed
by law. Greation of associations of commercial and noicommercial organizations in the form of
associations and unionss alsoallowed.

In addition to the definition of anNCQthe TC RT providesadefi EOET 1T 1T £# A OAEAOEOAAI
The Lawon Charity gives the following definition ofacharitA AT A T O C Adngavérrierital, d O
non-commercial aganization, establishedin accordance with RTlegislation for the achievement of

charitable purposes carrying out charitable activity as a coreactivity for public interests or for

certain categories of peopl&2&

209 |bid, see section 3, Articled0-13.
210 |bid, see section4, Articles 14-15.
211 Article 50 of the CCRT.
212 Article 2 of the Lawon Charity.
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The TCRT does not haveany special tax treatment for NC®or charitable organizations, however,
they enjoyanumber of privilegeson certaintypes of taxes.

1. Simplified tax regime

NCOs are eligible to apply ammplified tax regime, ifthey areengaged in entrepreneurial activity The
simplified tax regime is applicable as long ashe gross incomeof an NCOdoes not exceed 500000
somoni.213 If this limitation is exceededthen starting from 1 Januaryof the next year, the NCOloses

its right to apply the simplified tax regime and must apply the general tax regime, i.e., pay an income
tax.

Taxpayers (NC@®) which pay taxes underthe simplified tax regime are not treated astaxpayers for
the following types of taxes inaccordance with part 4 of Article 290 ofthe TCRT:

E Income tax, except forincome which is taxableat the source of payment;

F Tax o road users;and

E VAT, except for VAT when importing goods intthe customs territory of the RT and for non
resident VAT levied atthe source of payment.

The tax rate underthe simplified tax regime, in accordance withArticle 296 ofthe TC RT is st as
follows:

E for activity of production of goods is 5%;and
E for other activities is 6%.

According to part 1of Article 292 of TC RTthe object of taxation under the simplifiedtax regimeis
the gross income, including income from supply of goodgerformance ofworks, and provision of
services, as well as other income received, except imcometaxable at the source of payment.

Article 294 of the TC RTstatesthat benefits fixed in Article 110 of the TC RT provided for certain
types of taxpayers orfor certain types of income, which are exempt from hcometax, also apply to
taxpayers underthe simplified tax regime. Below wewill list these benefits.

According to part 2 of Article 294 of the TC RTtax exemption underthe simplified tax regime does
not release NCOs from damitting a tax declaration for exempted income for every half-year of a
calendar yearaccording to theform approved by an authorized state body, not later than the 20th
day of the month following the reporting halfyear.

2. Incometax for NCOs

NCG are payers of income tax ifdhe gross income from entrepreneurial activity forthe previous
calendar year exceedshe amount of the fixed threshold for the income tax under the simplifiedtax
regime z 500,000 somoni. These NC®are obliged to inform in writing tax authorities and transfer
to general taxregime, which includes payment of income tax. It should be kept in mind that income
received as a result of chartble activity,214 is not counted when calculating the income threshold
indicated above 15

213 |CNL,Guide to Taxation of NCOs in the Republic of Tajikisa®.
214 Property received by NCQOasaresult of free (gratuitous or on preferential terms) transfer from individuals
and legal entities(Article 2 of the Law on Charity).
215 |CNL,Guide to Taxation oNCOs in the Republic of Tajikistan3.
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According toParagraphl of Article 106 ofthe TC RT, the object of taxationfincometax for residents
is the gross income reducedby the amount of deductions provided bythe TC RT.O foss income
consists of income, remuneration and taxpayer benefits imonetary and natural (non-material)
form, including all receipts, leading toan increase ofa net value of taxpayer's assets, except for
income exempt from income tax®16 According topart 5 of Article 107 ofthe TC RTfor the purposes
of income tax the goss income shall not include the costsf property received bya taxpayer as a
shared contribution, and (or) as contribution to a statutory (shared) capital, as well as amount of
money received byataxpayer from placement ofits issued shares.

Unlike other taxpayers, fixed assets of NCOs, government agencies and public organizations,
including fixed assets used for income generation, are not subject to amortization and, therefore not
deductible from ataxable incomez217

Part 1 of Article 110 of the TCRT lists the following types of legal entities, as well as the types of
income that are exempt from income tax:

1) Institutions, religious, charitable, inter-governmental and inter-state (international) NCOs,
except for income received by them from entrepreneusl activity. At the same time, these
institutions and organizations are obliged to keep separate records of their main activity
(activity exempt from income tax) and entrepreneurial activity;

2) Gratuitous transfers received by NCOs, gratuitous property andrants used for non
commercial activity, and received membership fees and donationand

3) Enterprises?!8 except for enterprises engaged in trading, intermediary, supply, marketing
and procurement activities, which meet the following conditions within a reporing fiscal
year:

a) not less than 50% of employees are disabled;
b) not less than 50% of salary fund and other material remuneration, including natural, is
spent for the needs of disableghersons.

Thus, the TC RT exempts from income tax any gratuitous transferasnd gratuitously transferred
property, the recipients of which are NCOs. At the same timgratuitous transfers and gratuitously
transferred property differ from grants and donations, which are defined irRT legislation. From a
formal point of view, such gatuitous transfers and gratuitously transferred property do not require
acompliance with conditions and restrictions that are set for grants and donations.

In order to avoid disputes with tax authorities NCG try to concludecivil contracts with individ uals
who makegratuitous contributions or transfer property gratuitously, where they specify the purpose
of suchtransfer.

) T ectivd 2. Funding from local sources)we have already provided a definition of @ranté and
Qlonation8 owever, we must add that grants received by individuals and legal entitiesdi,not only
NCG), are exempt from income taxunder the condition that these grans will be used exclusively for
non-commercial activity (goals) andseparate accountingwill b e maintained for taxableincome and
exempted incomeand related expenses. Otherwisehe grant will not be exempt from income tax.

216 Part 2 of Article 106 of the TC RT
217 |bid, paragraph4 of part 2 of Article 118.
218 |bid, paragraphl3 of Article 17: Enterprise (entrepreneurial organization) is an organization (including
NCO), carrying out entepreneurial activity or set up to carry out such activities (NCOs, for example, are
eligible to establish subsidiaries, especially for entrepreneurial activities).
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In order to facilitate accountability to tax authorities, NCOs and other grant recipients enter a written
agreement with a donor, stating the purpose (activity) for which grant funds should be spent. This
agreement will help to prove existence of certain purposes (activities), which a grant was givéor,
and justify utilization of the grant funds for their intended purpose when reporting to atax authority.

With regardsto donations, it should be noted that for taypurposesonly those contributions, whose
recipients are NCG, will be exemptfrom income tax. At the same timeNCG acceptingdonations
should keep separate recordf transactions using donations, if this NCO generatesncome from
entrepreneurial or other taxable activity.

The TC RT does not define membership (eng) fees. Their definition based on legal practice, is given
in Section 2. Funding from local source§he TCRT provides for exemption of thesetypes of income
from income tax.21°

3. Tax deductions on income tax for local donors

In Tajikistan, tax incentives can be provided directly to NCas well aslegal entities, making
donations to charitable organizatons andfor charitable activities.

According to part 1 ofArticle 113 of the TC RT Jegal entities - taxpayers of income taxunder the
general tax regime- are entitled to deduct from taxable income payments to chadble organizations
and for charitable activities in the amount of actual payments, but not more than 1% of taxable
income, determined without consideration of thededucted amount.

On case of payments to charible aganizations, it is quite simple to calculateand prove adeduction.
Payment or transfer of property should be sentto an account or a balance sheet of a charitable
organization registered in accordance wittthe Law on Charity.

As forthe possibility of using deduction d payments to carry out chariable activity, the stuation is
more complicated.The TCRT does not provide a definition of charible activity and refers tothe
Law on Charity,&2° which states:

"Charitable activity is voluntary activity of individuals and legal entities to provide financial or other
assistance (support), inclding free (gratuitous or on preferential terms) transfer to low income
individuals in need of such assistance, or legal entities, directlyqviding such assistance, including
transfer of property to charitable organizations, monetary means, freeperformance of works,
provision of services, or scientific, educationalpr other activities performed in the public interest.&21

According topart 2 of Article 10 of the TC RTany aid (support) shall not be considered a charitable
activity for tax purposes, provided whichever of the following takes place

1 anindividual/legalentity beingarecipient of suchaid (support) commits to property or non-
property obligations (except for the obligation to use any received funds or property for their
intended usé to any individual/legal entity providing such aid;

1 anindividual/legal entity being arecipient of suchaid (support), and individual/legal ertity
providing such aid (support) are interdependent to each otheror

2191bid, paragrapl2 of Article 110
220 |CNL,Guide to Taxation of NCOs in the Republid@ afikistan, 77.
221 Article 2 of the Law on Charity.
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9 suchaid (support) is granted to any individual or legal entity to engage in election campaign
of any level

Accordingto part 2 of Article 113 of the TC RTshould any charity be donated in the form of property,
the actual value of such donated charity shall be the lesser of its market value or cost value.

O4EA AEAOEOU bDOI OEdedudion frédn chafitpdayingntsBliall b® thdlegll Anities
proceeding under generatax regime (both commercial entities and NCOs).

These deductions shall not be applicable to the legal entities recognized as taxpayers under the
simplified tax regime. For these taxpayers and individuals (i.e, individual entrepreneurs) no
recoverieson any charitable activity areprovided by the tax lawsd?2

4, VAT for NCOs and donors

Accordingto the TC RT, an NCO shall not be recognized the VAT payer in the following three cases,
namely if it:

9 doesnot carry out any entrepreneurial activities;

1 carries outentrepreneurial activities, but its gross income from such entrepreneurial
activities does not exceed 500,000 somo#ik over the calendar yearor

1 doesnot implementing any taxableimport of goods in the Tajikistan territory.

Most Tajik NCOs do not pay VATfan NCGis not a VAT payer, then it is exemptedfrom chargingVAT

on the goods (works, serviceg sold or provided free of charge to its customers or beneficiaries.
However, as is the case for otheconsumersor customers, the NCOsshall pay VAT, ifthey procure
goods, works, services from any third parties recognized as VAT payers. Moreover, NCOs, as non
payers of VAT, shall not be entitled to any special tax exemptions from particular procurements as
stipulated by the TCRT, including any exemptiondrom procurements at the cost of international
grant agreements, to which the RT Government is a party.

VAT paying NCG shall providemonthly reports and pay VAT. The tax rate is 18% of the total cost of

taxable transactions. The procedure for calculatinthe VAT amount payable to the state is somewhat

Al i pI EAAOGAA8 )1 DPAOOEAOI AOh EO DPOI OEAAO OEAO OEA
(works, services) may be reduced by the VAT amount paid by the NCO for the procured goods (works,
services) further used in its entrepreneurial activity. The positive balanceleft after recovered VAT

shall be paid to the state. Shoulthe remaining balancebe negativeand the NCO paid more VAT than

it has recovered, then the VAT may be offséwith the excessVAT payments refunded or carried

forward to future VAT paymentg. Basicallytax benefits (tax exemptionsor reducedtax rates) do not

APpPI U 01 OEA .#/860 DPOiI AOOATI A1 6O j 6O6PPI EAOQS

The VATexemption meansthat the procurements of VAT-free goods works and services shall not be
considered taxable transactions and their value shall not be counted by the tax payer as taxable
turnover. VAT payingNCG do not accrue any VAT on the cost of such procurements (if any)

The following procurements of goods (works, services), whenever made in the RT and related to
NCOs, shall be exempt from VAT

222 |CNL,Guide to Taxation of NCOs in the Republic of Tajikisfarv8.
223Such NCOs are the taxpayers under the simplified tax regime
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Religious and ceremonial services provided bgreligious organization;

Donation (refusal) of goods to the statedelivery of goods, performance of work, and

provision of services as humanitarian aigl

1 Procurement of speciatpurpose personal accessoriesfor disabled persons per the list
defined by the RT Governmen#24 or

1 Procurement of goods (works, services at the cost of credit (grant) agreements to

fund/implement investment projects of the RT Governmer#s

= =4

Shouldthe goods works, or servicesbe procured at the costof credit (grant) agreements on funding
investment projects, to which the RT Government is a party, such procurement may be relieved of
VAT, provided that such procurement is:

1 approved by the grant/credit receiver (most often the state authority) which is the
authorized contractor under the project (program, agreement), for which such grants
(credits) were provided;

related directly to the project (contract, agreemeni funded via grants/ credits;

contracted during provision of grant (credit); and

terminated prior to expiration of project (program, agreemeny lifetime, for which such
credits (grants) were provided.226

=A =4 =9

Procedure for VAT exemption for procured goods (works, services funded at the cost of the
agreements is approved by the RT Governmer#’

Suchprocurements shall be exemptedfrom VAT basedon the request by the grant (credit) receiver
to the provider of goods (works, services), if all of théollowing conditions are met in their entirety:

1 goods (works, services are procured at the cost of agreements approved by the RT
Government

1 goods (works, serviceg are procured exclusively for the purposes as provided in the said
agreements and

1 goods(works, services are procured in accordancewith the agreement(contract) directly
entered into with the grant (credit) receiver or with any individual/legal entity authorized to
implement the project.228

Oneshould note that the aforementioned exemptions are not applicable to any procurements not
directly connectedwith the implementation of the project (program, agreemeny, for which such
grants (credits) were provided, or if the concludedtransactions (contracts, agreementg do not meet
the requirements stated above229

Apart from procurements (supplies), the TC RT lists the following import types that are effective for
NCOs and free of VAT

224 Subparas4, 7and 9 of Para.2 of Article 169 of the TC RT
225 |pid, Article 192.
226 Procedurefor Exemptionfrom Value Added Tax of Procured Goods(Performed Works, Serviceg Funded
at Expense of the Agreementspproved by the Decree of the RT Governmemio.211 dated 02 May 2013,
Articles 5 and 3.
227 |bid.
228 paragraph 1of Article 192 of the TC RT
229 |bid, Article 6.
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9 import of goodsgratuitously transferred at the disposal of the RT state authorities, import of
goods as humanitaran aid, import of goods gratuitously transferred to charitable
organizations as intended to liquidate aftereffects of natural hazards, accidents and disasters

9 import of goods to implement investment projects of the RT Government within grant
(credit) agreements and

9 import of specialpurpose personal accessories for the disabled persons per the list defined
by the RT Government30

For the goods (works, services) used for the purpose of the exempted transactions, the VAT also
payable to the suppliers and onimport shall not be offset In case of taxable and exempted
transactions, the offset VAT value shall be the amount accrued proportional to the tax period.
According tothe proportion method, the VAT amount to be offset shall be calculated based on the
ratio of the taxable transaction to overall transaction valugst

Any offset tax amounts in excess of the amount charged over thecountingperiod shall berefunded,
once the documents defined in part 2 ofArticle 191 of the TC RT have been delivered to the tax
authority 232 The procedurefor refunding any excessiveoffset VAT over the amount of VAT taxable
within the accounting period is approved by the RT Governmer#gs3

5. Other taxes and compulsory payments influencinlCOs
Individual Income TaxIIT)

Generally, the procedure for calculation and payment of IIC for NCOs is the same as for the
commercial organizations. The tax base (tax unit) is the gross income of an individual, which, when
assessed, takes account of adlarnings of the taxpayer, including any payments, benefits, or
commissions gained in cash or kkind.234

The grossincome of an employeedoesnot include any amount of travel expensesreimbursed by an
employer under respective legislative regulations, as well as any amount of travel expenses
reimbursed by the international organizationsandtheir affiliates, foundations, or non-resident non-
governmental organizations at the expensethereof 235

Also, no humanitarian and charitable assistance acquired bpdividuals from NCOs or charitable
organizations, including in case of natural disasters, shall be taxéet

Social Tax
Accordingto part 1 of Article 212 of the TC RTthe social tax payers, particularly, include

1 NCG, which pay salaries, reimbursement fees, or other benefits to resident individuals
employedthereby in line with or without employment agreements (contracts)
1 NCG, which repay any services (works) provided within the RT toresident individuals not

230 | bid, part 4 of Article 169.
231 | bid, Article 185.
232 | bid, parts 1 and 2 of Article 191.
233 |bid, part 6 of Article 191.
234 |bid, Article 98.
235 |bid, part 4 of Article 99.
236 | bid, part 6 of Article 104.
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registered asindividual entrepreneurs in line with or without civil agreements (contracts);
and
9 individuals paid by NCOsdn line with or without civil agreements (contracts)

O 4 pduliarity of this tax type is that the NCOs act as both the social tax payers and the tax agents,

since the resident individuals employed and paid by such NCO also act as the payers of the same. The

. #1 O OEAIl xEOEETIT A pb Ol AEAI OAg@ /EOI I OEA ET AEOE
such individual.&37

Pursuantto Article 213 of the TC RTthe tax base for the NCO shall be the salaries, reimbursement

fees, and other revenues or incomes under employment and civil agreements (contracts), including

payments and royalties under copyright agreementsAnd for the individuals (except for individual
entrepreneurs), the tax baseshall consist of earnings paid by the NCO

In accordancewith part 4 of Article 213 of the TC RT, the following cannot comprise th&ax base

1 amounts paid under civil contracts, which specify the transfer of title or other proprietary
interests in property (property rights), as well as the contracts associated with assignment
of property (property rights) for use;

9 amounts paid to individuals who are foreign citizens or stateless persons under employment
agreements (contracty concluded with the affiliate and representative offices of a resident
legal entity outside of Tajikistan

1 amounts paid to individuals who are foreign citizens and stateless persons for their activities
outside Tajikistan under civil contracts, which speify performance of works or provision of
services

Accordingto part 1 of Article 246 of the TC RT, the tax rate shall be determined in the amount:of

1) 25% for insurers (NCQ; and
2) 1% for insured persons(resident individuals earning income from the NCD

The social taxamount payable to the state shall be calculated by multiplying the tax base by the
respective tax rate23s

Article 215 of the TC RTprovides that the following income types are free from social tax

1 incomeof individuals who are not citizensof the RT, who perform works or provide services
to RT diplomatic and consular missiongabroad;

91 incomeof foreign citizensfor work under the investment projects of the RT Governmenand

1 incomeexemptedfrom IIT accordingto Article 104 of the TC RT

Article 217 of the RT TCstatesthat the tax period for social tax shall be the calendar month
Land Tax

The NCOs, as is the case for all other land users which are the transferees or lessees of land under
lifelong inheritable unlimited or limited use terms or as the land users actually using the land, are

237 |CNL,Guide to Taxation of NCOs in the Republic of Tajikis&h
238 Part 1 of Article 218 of the TC RT
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payers of the land tax3® The tax committee annually publishes the indexed land tax ratesfor a
current calendar year at its official website(www.andoz.tj) 240

According to part 1 of Article 274 of the TC RTthe following shall be exempted from land tax,
including:

9 lands of organizations hosting any buildings used thereby and nationally protected as
historical, cultural, and architectural monuments in line with the listof organizations and
land plot dimensions as specified by the RT Government

9 lands for common-use in populated areas and for public services, including for religious
organizations, cemeteries, unless any entrepreneurial activity is being carried out theat

9 lands of organizations (including NCG) with at least 50% disabled employees of their total
staff;

1 one household plot and one land plot allocated to peacekeepersoldiers, veterans of World
War Il, and persons equivalent thereto for house constructign

1 household plots allocated to any migrants from other RT regions for their permanent
residence at areas specified by the RT Governmeqivithin 3 years upon such allocationand

1 household plots and lands allocated for residential house building to any unemployed
disabled persons of any category, provided they do not have employable family members

To apply tax benefits asprovided for in Article 274 of the TCRT, the taxpayer shall submit relevant
title documents to a tax authority at the local jurisdition of the land plot=241

Property Tax
NCG;, as is the case foall other owners (users) of property title , are payers of the property tax242

Part 1 of Article 278 of the TCRT lists the property items, which, particularly, are not subject to any
property tax:

9 property objects of legal entities, including NCOs with at least 50% disabled employees of
their total staff, provided those objects are directly used by such entities for their statutory
objectives;

property objects of religious organizations notused in any entrepreneurial activities and

land plots with state properties leased out in due order, for which the lease rent be fully paid
to the state.

= =

Accordingto Article 279 of the TCRT, the property tax rate shall be calculatedbasedon the area of
land hosting such property and its intended use, as a percentage of an index for regional calculation
ratios broken down by cities and regions. It may vary from 3 to 15 percent.

VehicleTax

239 |hid, part 1 of Article 270Q
240 |bid, parts 1 and 2 of Article 273
241 |bid, part 2 of Article 274.
242 |bid, Article 275.
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According to Article 263 of the TCRT, NCOs, as is the case for other individuals and legal entities,
which own and (or) use any vehicle, are payers of the vehicle tax. Tax rates shall be calculated per 1
horsepower of an engine per year and are specified in part 1 Afticle 266 of the TCRT.

Article 267 of the TC RT lists the types of vehicles exempted from vehicle tax; however, they are not
applicable to NCOsTherefore, one may conclude thatNCOsdo not have any benefits against this
particular tax in the RT.
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TURKMENISTAN

General overview

It is difficult to highlight the main funding source for PAs inthe Republic of Turkmenistan
(hereinafter z RT) because none otthe available sources provides any regular support to such
organizations. Some organizations survive through membership fees and donatignmost often
members and employees work for freer for a low salary. Few PAs recedas/foreign aid. Ony a few
select organizationsreceive government support.

State funding is available onlyfor certain organizations, as a rule, GABDs(GovernmentOrganized
Non-Governmental Organization$. In practice, the government finances these organizations through
subsidies by nominally listing them in the state budget. For exampleyouth and women's
organizations are funded from the state budget. Legislation foress state grants and SSCs, but in
practice these mechanisms daot work. In theory, NCOs can participatdn tenders for state
procurement of servicesalong with other businessentities. However, they do not participate in such
opportunities, because theyack themeans to payeither for participation in bids, or for enforcement
of contracts. In generalsummarized information on state and foreign funding, as well on other
sources of NCO fundings not available.

The adoption ofthe Presidential Decreeon Sate Registration of Foreign Projects and Programs for
Gratuitous Technical and Financial Support, Himanitarian Aid and Grantsin 2013 resulted in a
significant reduction in foreign aid, since the procedure for grant registration beame extremely
complex. Organizations that hd attempted to register grants in accordance wittthe new rules faced
a number of difficulties. For example,a registration procedure consists of several stages, each of
which requires the participation of a certain state authority, which has to consideithe application
and give its opinion.4 E A - jgatti@p@&tion as a mediatoris required; one or more authorized
bodies, possessingompetencyin the area for which the grant registration is soughthaveto issue a
conclusion; a Statecommission has to issue a dcision, and the Ministry of Adalat (MoA) serves as a
registering authority. Additionally, legislation does not establish a clear timetable for consideration
of applications and decisioamaking, and also does not provide any procedure for appealirgenial.

Individual donations do not provide any tangible support to NCOs, athey are bothirregular and
insufficient as a sourceSupport from businessesis also sporadic and usually affectonly those NCOs
that are working on businessrelated initiatives. This is because RTegislation doesnot have any tax
benefits and other incentives for donors. More developed NCOscontinually seek opportunities to
diversify their resources, trying to attract contributions and donationsand providing paid services.
Some professional NCOs provide services to state authorities in areas whereyhave expertise. As
a rule, such NCOs typically receivie-kind payment for their services.

Legislation allows NCOsto engage in entrepreneurial activity, but only a small number of
organizations started using this opportunity to enhance their financial stability, as incomérom

entrepreneurial activity is subject to income tax. In 2015 the Laven State Supportof Small and
Medium-Szed Enterprises was modified aiming to support PAs of small and mediumsized

businesse£43 Due tothese changs, the government provides support toassociations engaged in
entrepreneurship through soft loans, landplots, and other preferences.

243 The Law on Introducing Amendments andAdditions into the Law of Turkmenistan on State Supporbof
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Thus, the financial sustainability ofthe majority of Turkmen NCOs remains weak. It is very difficult
for independent NCOs to get funding, because government doest support them, while foreign
funding hasbeen reduced. Only GONGOs can be called financially sustailealas they regularly get
support from government.

Further, we consider legislation on various funthg sources for NCOs in a priority order for the
majority of NCOs in Turkmenistan, as well asxlegislation for NCOs and their donors:

Funding from localnon-governmental sources
Foreign funding

State funding

Income from entrepreneurial activity
Volunteers

Tax benefits for NCOs and their donors

ok wnh e

NCOs in Turkmenistan mainly exist as PAs. Therefore, when considering correspondent legislation,
we will mainly review legalregulation applicable toPAs.

1. Funding from local non -governmental sources

According toArticle 27 ofthe Law on Public Association&*# (hereinafter - Law on PAs), the following
sources offunding are available toPAs:

1) entry and membership fees (if this is stipulated byhe charter of a PA);
2) income from lectures, exhibitions, lotteries, auctions, sports and other events held for
statutory purposes;
3) income from entrepreneurship and civil transactions;
4) target funding andincomes prescribed by law from different legal entities, including foreign
non-commercial and budget organizations (in a form of grants);
5) voluntary donations; and
6) othersourcesT T O DOl EEAEOAA dydlatianOOET AT EOQOAT 80 |
Next, we consider the most commorsources of local funding, such as entry and membership fees,
and voluntary donations.
1. Entry and membership fees

Turkmenistan legislation does not define entry and membership fees.

It must be notedthat not all forms of PAs can get entry and membership feeAccording to the Law
on PAs in Turkmenistan, PAs can be established in one of the following legal forms:

public organization;

social movement

public foundation;

body of public initiative ; and
unions (associations) ofPAs

MMM NNR

Small and MediumSized Enterprisesdated 28 February 20150 p &0
244 The Law of Turkmenistanon Public Associationsdated 3 May 20140¢ v ¢ 8
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Based onthe definition s of the above organizations, only a PAnd a union (association) of PAsare
consideredto be membership organizations, and therefore, can establish entry and membership fees.
As for other organizations, they are eligible tset only entry fees,the amount of which should be
stipulated in their charters.

Law on PAs states thatharters of respectivePAsshould determinethe conditions and procedure for
acquiring or discontinuing membership in a PA (for those associations, the charters of which
stipulate membership) 245

The Civil Code4¢ (hereinafter z CC RTandthe Law on PAS&#7 stipulate an additional requirement for
public foundations: to establish in theircharters the minimum size and the type of donatios, as well
as instruction on use of donations. It should be noted that, althoughthe term Qlonationdis usedin
relation to foundations, it can be regarded aan equivalent of an entry fee because othe obligatory
form of the donation, and the requirement to establisha minimum size of a donatiorin a charter of
a public foundation. Additionally, the CC RTobliges founders to make a contribution to the
foundation, which would mean that the founders make a commitment to input assets tdhe
foundation in an amount needed for achievement of the purpose of the foundai.248

2. Voluntary donations

The CCRT givesadefinition of A daBationh2® in accordance with whicha donation is a kind of gift,
the distinctive feature of which is an additional stipulation in an agreement of the intended utilization
of the property beingtransferred.

Donation is defined, as the gratuitousransfer of propertytoaAT T AA 3 O Tupoh his CoBsEED
In a donation agreement the parties can stipulate that theagreemend © OA1 E Assoftie AADAT A
fulfillment of a certain condition of an agreement, or upon reacing a specific goal. Bsides a donor,
each party in whose interestsn suchcondition are stipulated, can request performanceccording to
the terms of theagreement. In case of breach ofthe agreement by the donee, the donor haa right

to withdraw from the agreement.

2. Foreign funding
In this section, materials are partially used from) # . , (f) qut’dicatp{m), Some Issues of Legal
2AcOl ACETT T &£ . #/1 08 ! AOE (fpatcladsedion 1Akgd@lreuioA® 1 £ # A

in accordance with currentlegislation.

Article 29 (Sources of funding oPAg of the Law on PAs allows PAs ofTurkmenistan to get grants

along with other sources of PA funding. Thi#rticle states that funding sources ofPAs caninclude

Qargeted funding and contributions from legal entities, incluling foreign non-commercial and

budgetary organizations in the order stipulated by 4 OOE|T AT EOQOOAT @GnOthelfofnCda O1 AOET |
grants)8 0

245 |bid, Subparagraphd) paragraph 2 of Article 19.
246 Paragraph4 of Article 58 of the Civil Code of the RT dateti7 July1998 # 294-I.
247 paragraph3 of Article 19 of the Law on PAs
248 Paragraphl of Article 72 of the CC RT
249 |bid, Article 552.
250 |pid, Article 548.
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A procedure for receipt of foreignfunding by organizationsin Turkmenistan is governed bythe
Decree ofthe President of Turkmenistanon State Registration of Foreign Projects andPrograms for
Gratuitous Technical and Financial Support, Humanitarian Aid and Grants (hereinafter z the
Decree).251 This Decree stipulates the Procedure ditate Registration and Maintenance of aUnified
Registry in Turkmenistan of Projects and Programs of Gratuitous Foreign Technical andFinancial
Support, Humanitarian Aid and Grants (hereinafter - the Procedure), which defines the procedure of
state registration of projects and foreign aid programs and grants, as well as the Unifi&hte
Registry of Foreign Technical andFinancial Support, Humanitarian Aid and Grants.

In order to achieve goals of the Decre¢he StateCommission for Coordination and Control over the
Sate Registration of Projects and Gratuitous Foreign Aid Programs, as well as Grants in
Turkmenistan was established The Decree assigned the MoA as the authoritgrfregistration of
£l OAECT AEA AT A COAT O6Aks ag@kdiglols o@dnizatofsdhe IMEA wa® OAT 8 O
assigned to conduct negotiations between foreign donors and national beneficiaries and graes.
The MFA shall ensure the receipt ofpplications of foreign states, international organizationsand
other foreign legal entities and individuals associated with the provisioof projects andprograms of
gratuitous foreign aid and grantsto the state bodies of Turkmenistan, PAsand other legal entities
and individuals. After that,the MFA forwards receivedapplications to the authorized state bodiesin
charge of certain areasn order to determine the need of all kinds of foreign aid, and also to the legal
entities and individuals listed therein. The authorized state bodiesreview them for compliance with
the law and notify relevantstate authorities via the MFA, carrying out registration the MoAfor PAS)
on their expert conclusionabout the need for all kinds of foreign aid.

Types of foreign aid
The Procedure regulates all kinds of foreign aid, but does ngtrovide a definition of all forms.

In Paragraph3 of the Procedure, there is adefinition of projects and programs of all kinds of foreign
aid and grants agprojects, programs grants, as well axash andnon-cash funds allocated for their
implementation, including foreign currency, goodsand means performed works and rendered

services carried out in Turkmenistan in different directions andat the expenseof aid and funds
provided gratuitously by foreign countries, international organizations, financial institutions, foreign
companies and foundations, public associations and religious organizations as well as individutls
the ministries, departments of Turkmenistan public associationsandreligious organizations as well
asindividuals and legal entitieso

There is no definition ofagrant in the Procedure. The only definition ofagrant is available inArticle

1 oftheBudgetd A A A ©@ompdlsbry current and capital transfers received by budet authorities
from corresponding state bodies, foreign governments, international organizations, as well as
interbudget transfers from one budget level to the budget of another level of the budgetary system
I £ 400CEI ATEOOAT 1= A Oi1 01 OAOU AAOGEOGS8O

Article 105 of the BudgetCode contains the following classification of grants, according to which
grants are divided dependingon a source of income:

E grants from governmens of foreign states;

251 The Decree ofthe President of Turkmenistanon Sate Registration of Foreign Projects andPrograms for
Gratuitous Technicaland Financial Support, Humanitarian Aid and Grants dated18J anuary 2013 ~ 1279
Ashgabat
252 Subparagraphb) paragraph 25 of Article 1 of the Budget Code of Turkmenistan, dateti March 2014.
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E grants from international organizations;and
E grants from other units of state administration.

Depending on the purpose of usarants are divided into current (provided for current experses);
and capital (provided for the acquisition or creation of fixed assets or reconstruction of existing
assets.)

Funds specified in grants are provided foraparticular purpose and activities to achieve this purpose
are undertaken bagdon a contract with a particular PAalegal entity oranindividual . In accordance
with Paragraphl19 of the Procedure, a foreign aid recipient is obliged to use alypes offoreign aid
only for specified purposes. Violation of this requirement shallresult in the suspension or
termination of all kinds of foreign aid,as well as impose liability on thdegal enity or individual in
accordance with Turkmenistard I8gislation.

The sequence of activities unden grant, periodic reports on works carried out and utilization of
funds, and reports on the implementation ofa grant are providedto a donorin accordance vith the
terms of an agreement and to thé/loA as proscribedin the Procedure.ln accordance withParagraph
6 of the Procedure,NCQrecipients of foreign aid have to provide theimperiodic and final reports on
projects and programs, and on utilization of grants to the MoA

It should be kept in mind that any foreign &, including mondary funds, goods and services,
regardless of its size or cosis subject to registration.

Registration and reporting requirements for foreign aid recipients

As noted above, atthe initial phase potential donors should contactthe MFA?253 which servesas a
mediator, i.gsendsAT T 1T 008 A Drievakialidnoidleladt state authorities (for example, if
an applicationis associated with medical institutions it sends materialgo the Ministry of Health and
Medical Industry of Turkmenistan; for the aid related to a conservation area, it sends theno the
State Committee of Turkmenistan for Environmental Protection and Land Resources). The
authorized bodies examine the AT 1 T apgidcation for compliance with legislation, review state
interests in receiving such assistanceand via the MFA notify the relevant state bodies responsible
for registration (the MoA,when a prospectiverecipient is a PA) on the results oftheir review and
their conclusion about the necessity othe proposed foreign aid?s# At the second phaseonce the
relevant body issued its positive conclusion on the foreign a@i@cessity, theMoA, whichcarriesout
registration, should consider the applications from the potential recipients, i.e, organizations
wishing to receive foreign aid, and therforwards them together with its conclusion for thefurther
consideration at a meeting of the StateCommission for Coordination and Control over the Sate
Registration of Projects and Programs of Gratuitous Foreign Echnical and Fnancial Support,
Humanitarian Aid, and Grants2s5 (hereinafter - State Commission). After considering theapplication
of aforeign aid recipient, the StateCommission informs the recipient about its decision to permit or
to deny the receipt of aid. The State€Commission meets once a month. If needed and tifie State
Commission has any questiongor clarification, the final decision on this issue can be postponéd#.
There is no appels procedure for decisions ofthe StateCommission.

253 Article 5 of the Procedure
254 |bid, Article 6.
255 |pid, Article 7.
256 |pid, Article 15.
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The following can be a reason for rejectio for all types of foreign aid:

E provision of false information about a recipient of foreign aid;

E provision of false information about foreign donors;

E if a foreign ad recipient lacks opportunities to implement the proposed program or project;
or

E in other cases stipulated by Turkmenistan legislatiors

PAs have to regiter received foreign aid with the MoAthrough the respective velayat (regional)
departments of Adalat, and if based in Ashgabat Cityhen directly through the Ministry.258 In case of
apositive decision bythe State Commissiorpermitting the receipt of foreign aid,the MoAcarries out
the state registration procedureof projects and programs of all kinds of foreign aid and grants. This
includes the insertion of information about a project, program, or grant into the Registry with the
assignment of an identification number ora symbol. The MoA issuesa conclusion on state
registration to an NCO in dorm specified bythe law.25

After receiving a conclusion on tte registration, foreign aid recipients must send the MoA
information on all types of foreign aid provided by foreign donors, including information orthe
approved proposed activity, as well as reports on current and completed foreign ape

Banks and the tax authorities exerciseantrol over the useof foreign aid by tracking foreign aid and
grantstransactions. Upon receipt of assistance ithe form of any property from abroad,the customs
authorities exercisecontrol over the legality ofproperty crossingthe customs border.

The banking regulation is done under the general procedure established lye Law of Turkmenistan
on Currency Regulation and Qurrency Control in Foreign Economic Relations. In accordance with
Article 16 of this Law, foreign currency transactions between residents and neresidents related to
a transfer of property and performance of works (provision of services)in the territory of
Turkmenistan shall beperformed in national currency only. Howeverthe Law allows for payments
in foreign currency in cases when foreign currency transactions related tthe transfer of property
and performance of works or provision of services byesidents to non-residents, areconducted in a
non-cash formz61 Thus, this norm allows Turkmenistar® PAs to receive funds in foreign currency in
a non-cash form when performing works or providing services related ta received grant.It is not
possible to make anonymous bank transfers.

Sporadic cases of minor cash donations do not substantially affect the financial stability of PAs. We
are not aware of any practice of PAs giving or receiving large donations in cash. This follows frib@
(Procedure for opening and maintaining accounts in foreign currencipy authorized bankson a
territory of Turkmenistan h @pproved by the Central Bank of Turkmenistan on22 March 1995. In
accordance withParagraphl of thisprocedure, all legal entities, irrespective of their ownership type,
are required to keep funds in foreign currencyn accountsof authorized banks of Turkmenistan. The
same procedure establishes the regime ofcurrent foreign currency accounts andthe order of
admission of foreign curency into the current currency account. In addition, inArticle 8 of the Law

257 |bid, Article 16.
258 |bid, Article 23.
259 |bid, Article 25.
260 |pid, Article 27.
261 Part 3 of Article 16 of the Law on Qirrency Regulation andQurrency Control in Foreign Economic
Relations.
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on Currency Regulation and Qurrency Control in Foreign Economic Relations, the procedure for
registration of foreign currency transactions is set for cases provided by la@s2

3. State funding

There is no specific legislation in Turkmenistarstipulating state funding for NCOs. According tthe
rules stated in the Law on Tenders for Supply of Goods, Performance of Wirks, and Provision of
Services for Sate Needss2 (hereinafter z Law onTenders), NCOs can participate in competitions and
tenders for state procurement of goods and services along with commercial organizations and other
economic entities. However, in practice, NCOs do not participatetilesecompetitions, because they
cannot compete with commercial organizations due t@ lack of necessary resoues to pay forthe
participation in tenders and pledge collateral.

I'T AAAEOEI T Al A& Oi 0 1T £ OGAIGRéme finledtrEpre@durialadtiitfoO A
below.

State procurement

Planningfor state procurement iscarried out at the stage ofdeveloping projects of the state budget
of Turkmenistan andthe InvestmentProgram for next year by consideing proposalsfrom ministries
and departments funded fromthe budget.

Depending on thecomposition of participants and forms of conductirg the tenders, theycan be

E open or closedand
E primary or recurrent.

The main tender participants area buyer (customer), a tender organizer, a potential supplier
(contractor), a tenderer,and atender commission.

Below we describethe procedure of conductingtendersin accordance withthe new Law onTenders.

According toArticle 17 ofthe Law onTenders, a tender organizer musconducta tenderfor selection
of a supplier (contractor) of goods, works or services for state needs in accordance with the
Procedure onConducting Tenders for Selection of Suppliers of Goods, Works and Services for Sate
Needs including budgetary institutions , as well as therequirements and conditions imposed on a
supplier (contractor) for providing supplies of innovative and hightech goods, works and services
approved bythe Cabinet of Ministers.

The functionsof atender organizer include thefollowing:

1 preparation of tender documentation, publication of an announcementand distribution of
proposals;

 determinationi £ A OAT AAO08 O Al (@ndér) fékeiad weli adthd amoudtDfAhA E A |

collateral for performing a procurement agreemenfcontract);
organization ofthe meetings of aender commission;
control over the activities of atender commission;

= =
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263 | aw of Turkmenistan on Tenders for Supply of Goods,Performance of Works, and Provision of Srvices for
Sate Needsdated 20 December2014 # 158-V (Vedomosti of Turkmenistan Mejilis, 2014, #4, p. 1l,159).
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9 decision on concluing aprocurement agreement (contract);and
9 consideration of appealsagainst the decisions of #&ender commission24

A tender commission selects suppliers (contractors) based othe results of atender. In order to
conduct a tender, a¢nder organizer creates a tender commission consisting af leastfive persons.

ThetAT AAO AT i T EOOEI T80 A&O1T AOEIT O ETAI OAA OEA A T11 x

approval of tender documentation;

distribution of tender documeniation;

control over the compliance of conditions of tender documentation tothe conditions of a
buyer (customer);

familiarization of applicants with tender documentation and its clarification and explanation;
carrying out atender procedure and execution ofts results; and

selection of a winner or decision orthe results of a tenderzes

> DD

Submission ofan application by a customer for procurement of goods, worksand services is done
according tothe order establishedby a tender organizer.

The procedure for considering applications is described inArticle 24 of the Law on Enders, in
accordance with which envelopes with tender applications are opened attime and place indicated
in the tender documentation. At the same timetenderers or their representatives are entitled to
attend the procedure of opening theenvelopes. Theeafter, the most important conditions of each
tender application are declared, such asthe tender price, form, and the amount of the collateral for
performing a procurement agreement (contract).

@\ tender application (quotation) is recognized as winning (the most economically favorable and
matching the conditions of the procurement), if the proposed offer meets the requirements of the
tender and qualification documentation, as well as is the most economically favorable, including for

a number of criteria (qualification, price, schedule of works and payments, quality and others) and
alsois the mostadvantageous in comparisonx EOE T OEAO AT AAO 1T ££A0O806

O'! otide on recognizing a tender application (quotation) as winningz on acceptance ofhe offer, is
sent to thetenderer within three working days from the day ofmaking a decisionon the selection of
this offer. Within the same timeframe, dher tenderers are notified onthe rejection of their offers82@

The Law onTendersestablishesthe right of the tender participantsto appeal actions or decisions of
a tender commission and (or) ofa tender aganizer during the tender process and procurementss
Article 31 of the Law on Tenders stipulates the idputes settlement procedure, in accordance with
which all disputes are resolvedthrough consideration of complaints ontender procedures or in
court.

264 Please, see the full list in Articl® of the Law on Tenders
265 Please, see the full list in part 2 of Article bid.
266 |bid, part 3 of Article 25.
267 |bid, part4 of Article 25.
268 |bid, part 2 paragraph 22 of Article 21.
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Despite quite clear rgyulation of tender procedures, PAs do not participate in competition due tine
lack of necessary resouwes to pay for participation in tenders and topledge the collateral for
performing a procurement agreement

Grants and subsidies

According to budget legislation of Turkmenistan, thestate may provide subsidies and grants to
organizations if they were preplanned in state and local budgets, as a ruley nominally listing the

recipients. Since in practicethe state provides subsidies only, we wilconsider them in more detail.
Please se¢he O A A OTiype$ of foreign aidbabove aboutthe procedure of grants regulation (due to
lack of specificity inlegislation with the definition of grants from local sources, inclding from the

state, and from abroal).

The BudgetCode contains thefollowing definition s of a subsidy:

subsidies - are current gratuitous payments to legal entities at the expense of budget funds to
influence the level of production, as well as to compensate for the losses generated in rection
with the state regulation o prices and tariffs;269

Article 110 of the BudgetCode regulates subsidies andonditions of their granting, according to
which subsidies are granted to legal entitiebasedon the agreed termsand in the amounts approved
by the appropriate budget for the implementation of certain targe¢d costs for the implementation
of the current budget programs27

Subsidies are transferred on the basis of:

1) normative legal acts providing relevant services on preferential terms;

2) individual funding plan of the appropriate budgetary program on payments, approved in the
established order, and the agreement on the results;

3) confirming documents on validity of payments of the budgetary program administrato#?:

Subsidies must be utilized in accordace with their purpose, defined in the relevant budgetary
programs.

The Ministry of Finance determines theprocedure for granting subsidies,and preparing and
submitting a report on the results ofthe implementation of arespective budgeary program.

In practice, financial supportin the form of subsidiesis usually provided to youth and women's
organizations, which arenominally listed in the state budget. Thusyouth PAsare supported on the
basis ofArticle 35 of the Law of Turkmenistanon Sate Youth Rolicy 272 which states that one ofthe
mechanisms otthe implementation of the state youth policy is to providesubsidies (on acompetitive
basis) to fund projects of governmental and non-governmental organizations of Turkmenistan
aimed at realization ofthe state youth policy.

4, Income from entrepreneurial activity

269 Sybparagraph ) of paragraph25 of Article 1 of the Budget Code of Turkmenistan.
270 |bid, paragraph 1 of Article 110.
271 |bid, paragraph 2 of Article 100.
272 The Law of Turkmenistan on StateYouth Policy dated29 Augustg mp o @V. ¢ O
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Article 30 of the Law on PAs recognizes that PAs cangage in entrepreneurialactivity, if such
income is used for statutory objectives onlyA0! 8 O AT OOADPOAT AOGOEAIT AAOQEOQE
accordance with the € RTand other legislative acts of Turkmenistar?’3

PAs can establiskenterprisesand acquire property designated folentrepreneurial activity.274 Income
AOT | ebtlegdedeurial activity cannot be distributed among members or participantsof these
associations but should be used only to achieve the statutory objectives. The income from
entrepreneurial activity shall be taxable and subject to payment opension contributions in
accordarce with legislation2’s Some organizations, such athose engaged in rehabilitation and
recruitment of disabled pesons are fully exempt from income tax. (See. Section 5. Th&nefits for
NCOs and their donorg

In their entrepreneurial activity, PAs shouldkeep separate registers on taxable income and profit
that is exempt from taxation.

It should be noted that there are measures foreseen in Turkmenisté@n(&gislation to support
entrepreneurship among some NCOdn 2015, the Lawon State Support of Small and Medium-Sized
Enterprises was amended?’s to include a newArticle 18, titled (State support of PAspf small and
medium-sizedenterprises.0

In accordance with thisArticle, state support of PAsand small and medium-sized enterprisesis
carried out by state authorities and localauthorities as follows:

1) if necessary,providing PAs,their members, and busines®s with premises and means of
communication for their public eventson the development of private entrepreneurship;

2) engaging PAs and their members$n the preparation of draft laws and regulations,and
programs of socieeconomic development of regions;

3) letting PAs andtheir members access mass media to promote ideas of small and medium
sized enterprises;and

4) engagingPAs and their members to participate in conferences, seminarand other public
events, including abroad

Such support may be granted only to those PAs that are working in the field of promotion of business
interests, when businessmen and commercial orgizations are united ino PAs. For examplethe
state has supported the Union ofndustrialists and Entrepreneurs of Turkmenistan. The date has
granted soft loans, landplots for construction of office and shopping centers, as well d@ke rights to
build living houses for commercial purposes.

Despite the exising benefits for some categories of organizations and types of income, the vast
majority of PAs have to pay income tax orincome received fromentrepreneurial activity in
accordance with established procedureand also have to keep separate records of income and have

273 The Law of Turkmenistan on Entrepreneurial Activity , dated 1 Octoberp ww o  &ll;¢he Law of
Turkmenistan State Supportof Small and MediumSized Enterprisesdated 15 Augustg T m w -O/; anda
number of other laws in this sphere.
274 Paragraph 2 ofArticle 30 of the Law on PAs
275 |bid, paragraph 3 of Article 30.
276 The Law of Turkmenistan on Introducing Amendmentsand Additions into the Law of Turkmenistan on
State Supportof Small and MediumSized Enterprisesdated 28 February 2015.
277 paragraph?2 of Article 18 of the Law of Turkmenistan on State Supporbf Small and MediumSized
Enterprises.
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to provide fairly complex reporting statements. Therefore, onlya small number of NJOsundertake
business in Turkmenistan.

5. Tax benefits for NCOs and their donors
Income tax o NCOs

The rate of the income tax for all resident legal entities of Turkmenistan, including for NCOs, is
established inParagraphl of Article 172 of the Tax Code of Turkmenista#i (hereinafter z TCRT),

at the rate of 8%:27° The rate applies to thegross income of NCOs, which includes income from sale
of goods performing works and provision of services,andincome from nornsale activities.

There are a number of benefits for NCOsegarding income tax inthe TCRT. Forexample, certain
types of NCO income are not subject to income tdaragraph3 of Article 149 of the TC RTdefines
what types of income are not included irthe gross income. Belowwe list only those types of income
that are relevant for NCOs only, i.dncome received by NCOs and not subject to income tax:

9 contributions of participants (founders, stakeholders and members) tothe statutory fund,
including income in the form of exceading the offering price of sharesover their nominal
value (original size);

9 fundsand other property received by a taxpayer as a part of targeted funding through budget
allocations, state funds, grantsand other sources;

1 investment income of legal entities, obtained in accordance witthe Law on Pensionsand
directed toindividual pension accounts;

i targeted income for maintenance and management of NCO statutory activities, including
membership and charitable ontributions, donations, and inheritance;

1 property (works and services) received under donation contracts ogratuitously by budget
organizations and nonentrepreneurial legal entities, as well adbodies of state power and
administration, local executiveauthorities, and local selfadministration;

1 property received gratuitously by legal entities in accordance wittthe acts ofthe President
of Turkmenistan, decisions of the Cabinet of Ministergnd local executive authorities and
local selfadministration, as well as in accordance with the decisions dfie ministries and
departments under intra-branch gratuitous transfer; and

1 property (works and services), obtained inthe framework of projects and programs of
international humanitarian, financial, and technical assistance provided to Turkmenistan by
foreign states or international organizations.

278 Extracts from the Tax Code of Turkmenistan date?l5 Octoberg 1t T vS €80 (a collecion of official acts of
XVI Halk Maslakhat of Turkmenistan 2005 XM-80, 81; a collection of official acts of Halk Maslakhat of
Turkmenistan, 2008 .,s "-96, Vedomosti of Mejlis of Turkmenistam ¢ 711 7t 4 ,fArt. @7; 20060  OArtolR;
¢ mmx hArCRO,Ah¢ T N At tcyhn /At 68,Art.x T N ¢ 11 TAG. 7, Hak Madiakhat of Turkmenistan,
2008, XM-96; Vedomosti of Mejlis of Turkmenistait ¢ Tt yAft. 1 @ No [t m mAstft p® @ 59;/2010,
O @Af.pwn At athn @rtd Art. 64; 20110  OArtpShArt. ¢ T N At cth At wdn ¢npg¢h O
LA T YN -Qpawll,Art. ¢ YN ¢ 1 pAotlx NO @arfglpArt. 26; 2014h  Opamplh Art.¢ T N @&t Ip, h
At. T wN Ort.@mc N partitAt. p T wh ¢npAmh YO gpN @artdlpArt. 10; Neitralnyi
Turkmenistarh O -32%(27962-27963) dated 3 December2015).
279 Exceptfor legal entities, where more than 50% of the founderstcapital belongto a state, aswell asentities,
performing activities in accordance with the Law of Turknenistan on Hydrocarbon Resources - in part
related to the income from this activity and noroperating transactions.
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In addition to exemptions for certain types of NOO income Article 170 of the TCRT provides for full
exemption from income tax, including income fronentrepreneurial activity, for certain types ofPAs.
Part 1 ofArticle 170 ofthe TCRTthe following NCOs exempts from incomedax:

1 organizations engaged in rehabilitation of disabled psons; and
1 religious organizations.

Part 2 of thisArticle provides for a reduction of taxable income for other organizations that are not
exempt from paying income tax (referred to irpart 1 of Article 170), in the amount of:

E income received from activities in the field of educationand
E income received from the production of prosthetic and orthopedic products and special
vehicles for the disabled.

At the same time we must understand that this refers to making profits from entrepreneurial
activities in theseareas.

Additionally, NCOs are obliged to keep separate records of income that is exempt from income tax. If
unable to determine certain deductions needed for the calculation of profit, thegan be determined
using the ratio of income from sale of goods (works, services) received for calculation of benefits,
the total amount of gross revenue from sale of goods (works, service).

Benefits for local donors

There are no special norms in Turknenistand ax legislation regarding benefits for local (national)
donors. However, philanthropists or others donors (including local ones)who donate goods
(performing works or providing services) as humanitarian and (or) charitable aid, will be exempt
from VAT, as this operation does not apply to thixable operations in accordance withArticle 96 of
the TCRT.

In accordance with Article 122 of the TC RT, transactions for transfer of excisable goods as
humanitarian and (or) charitable aid based oninter-governmental agreements, as well as decisions
of the bodies of state power and administration, are exempt from paying excise duty. Hence, an
exemption from excise duty can be obtained only on the basisiafer-governmental agreementsand
by intergovernmental agreements

VAT for NOs

According to Article 95 ofthe TCRT, NCOs, as well as other legal entities, are subject to VAT, when

they carry out taxable transactions referred to inArticle 96 of the TCRT. Article 103 of the TCRT
establishesthe VAT rate at 15%. Article 105 of the TCRT also provides for a zero rate on certain

types of taxable transactions. However, due to the fact that thesansactionsAT 11T O APDBI U Ol
activities, we will not list them in this review.

Article 106 of the TC RBtipulates exempted taxabldransactions. Part 1 of Article 106 ofthe TCRT
lists the following taxable transactionson which VAT shall not be paid:

E veterinary and sanitary-epidemiological servicesand

280 Part 3 of Article 170 of the TC RT
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services for nursingof sick, disabled and elderlyrehabilitation services for persons with
disabilities;

servicesfor the education system;

services of religious organizations, including rites and ceremonies, as well sale of objects
of worship andreligious purpose;

sale of goods produced by educationand industrial enterprises of the societies ofblind and
deaf pasons and other PA®f disabled pesons,

activity for the protection of health; veterinary activity;

performance of works and provision of services related to the construction anéhstallation
works of the complex of monuments and construction of its infrastructure;

sale of goods (services) produced (provided) bgnterprises of PAsof disabled pasons;

sale of carpets and other handmade tapestriesaind

communal housing, public utilities, and maintenance services, provided to the population

(including public utilities payment), as well as services for the outdoor lighting of streets,

parks, etc.
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Amount of alculated VAT isthe amount of the tax paid byataxpayerto suppliers of goods (works,
services) in the relevant tax periock! The invoice, issuedin accordance withArticle 107 ofthe TC
RT, anddocuments proving paymentto the suppliers (contractors) are thebasis to offset theVAT
paid to suppliers of goods (orks, services)?e2

In accordance withArticle 49 of the TCRT, if the amount of tax paidexceeds theamount set by law
atax office atA1 . #ldcé @tax registration (and, where appropriate, customs servicasoffsets
the overpaid tax amount towardscovering thedebt for any othertype oftax, financial sanctions and
penalties, with a written notification to the taxpayer. In the absence of debt orany other taxes,
financial sanctions and penalties,the tax office submits a conclusion tothe financial authority to
return the overpaid tax amount tothe taxpayer within ten days ofthe taxpayer submittinga written
application. The taxpayer is entitled to claiman offsetand (or) arefund of overpaid tax within five
years from the date ofpaying (withho Iding) the tax. For cases of appealing a decision of thax office,
this period shall be suspended fothe period of consideration ofthe complaint.2s3

Land, property and other taxes anabligatory payments affecting NGs
PAs do not payproperty tax, if theypossessproperty in accordance withArticle 143 of the TCRT.

There are no other benefits on taxes and obligatory payments for PAs fime TC RT. However, the
following types of PAs, in addition tadhe above mentioned benefitsare also exempfrom the targeted
collection fee for themaintenance d cities, towns, and villagesz2s4

National Red Crescen&ociety of Turkmenistan;
organizations engagedn rehabilitation of disabled persons
enterprises ofPAsof disabled personsand

religious organizations.

=a =4 =8 =9

281 |bid, part 1 of Article 110.
282 |hid, part 2 of Article 110.
283 |hid, parts 3 and 5 of Article 49.
284 |bid, part 2 of Article 207.
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0. Volunteers

Turkmenistand I@gislation on voluntary activity is based orthe Constitution of Turkmenistan and
consists ofthe Law of Turkmenistanon Volunteering®s (hereinafter - Law onVolunteering), as well
as other normative legal acts of tirkmenistan regulating volunteering issues.

The Law onVolunteering defines volunteeiing as( form of social service, social relations arising in
connection with the implementation of gratuitous activities by citizens (volunteers) on their own
initiative for provision of services, knowledge and skills, or participation inthe activities of public
benefit in the interests of recipients of volunteer assistanc8 Wolunteers can be both citizens of
Turkmenistan and foreign citizens, or pesons without citizenship .28

Article 6 ofthe Law onVolunteering lists 23 major types of volunteer activities. These include social
support and protection of citizens, charity activities in the areas otealth protection, education and
science, culture andart, tourism and sport, environmental protection and other areas of public
importance.

Volunteer activities may be carried out individually or through a volunteer organization in
Turkmenistan. The status ofavolunteer organization is given toa PA bythe authorized state body in
the sphere of volunteering (hereinafter- authorized state body287), based ona written application
from a PA The gplication should be supported bythe necessary documents attachd therein,
referred to in part 1 of Article 15 ofthe Law onVolunteering. A volunteer organization isan organizer
of avolunteer activity.

PAs may involve volunteers, bothbased on avolunteering contract (based uponcivil law) and
without entering into a contract. An obligation to conclude a contract fora PA occurs only whena
volunteer is engaged involunteering activity for more than 20 hours per month. Regardless dhe
duration and type of volunteer activities, it is obligatory to sign @ontract with a foreign volunteer 288
Part 3 of Article 9 of the Law onvolunteering lists the obligatory conditions of the contract.

For recording volunteer activities, PAs have to kee personal volunteer book signed and sealed by

an employing organization. It shall contain information on volunteed @ctivities, his promotions,

additional training, level of qualification, and retraining. A personal book is issued only to those

persons who have undergone the registration procedureA pAOOT T AT O1T 1 01 OAAOE O AT 1
strict reporting and must have an identification number and series, as well a@ssystem of protection

against unauthorized fabrication and forgerys® Besidesa personal bookthe head ofa PA may issue

a letter of reconmendation ata®1 1 01T OAA 06 O OA N Gh Gebotmendaifon IAtterlisOAT O T /
confirmed by the enclosed personal book ofa volunteer.2% In addition, a volunteer organization

should keep personal data accounting logs for volunteers.

285 Adopted on 12 January2016; published in the newspaperNeitralnyi Turkmenistarh O (280(1) dated
20 January2016.
286 Foreignersand personswithout citizenship must legally stay on the territory of Turkmenistan during an
uninterrupted period of time z not more than 12 monthsz for a purpose of performing volunteer activity
based on a volunteer contract with a volunteer organization in Turkmenistan in accordance with the
provisions of theLaw on Volunteering Seethe Law on Volunteering, Article 1.
287 An authorizedstatebodyis not yet determinedy thelegislation.
288 Part 2 of Article 9 of the Law on Volunteering
289 |pid, Article 10.
290 |bid, Article 11.

77



Rights andresponsibilities of volunteers are stipulated in Article 13 of the Law onVolunteering.
Among basic rights, themost significant ones are theright to a free choice of atype of volunteer
activity that meetstheir interests; the right to participate in the development and implementationof
volunteer programs which form the basis of avolunteering contract; as well as obtaining protective
clothing, reimbursement of travel, accommodation, meals, purchase of necessary personal protective
equipment, tools and other costs associated with the implementation of volunteer activities.

At a same timeyolunteers must fulfill certain obligations, such asto comply with safety regulations;
not cause harm to a volunteer organization, recipients of a volunteer assistane, their property, or
damage tothe environment by their volunteer activities; obey the instructions of the heads of a
volunteer organization, a party to the volunteer contract; and to respect the confidentiality of
information , which they hadaccesgo during his volunteering activity .

Article 14 of the Law onVolunteering stipulates therights and duties ofavolunteer organization. For
example,avolunteer organization hasthe right to obtain necessary funds and other property to carry
out volunteer adivities; to appoint a volunteer coordinator; to demand timely and qualified
performance of obligationsby the volunteers; and to receive information or reports on performed
work from them.

At the same time, a volunteer orgamziation is obliged to concludean agreement with the volunteers;
to explain volunteersirights and duties and to instruct them; to provide health insurance and liability
insurance for volunteers, in accordance wittegislation; to reimburse expenses of voluntees; to keep
personal booksof volunteers; to issie letters of recommendation tovolunteers; and to submit a list
of candidates for promotion among the most distinguished volunteers tthe authorized statebodies,
among others

As mentioned above, volunteers are entitledo reimbursement of expenses associated witlthe
implementation of volunteer activities within the norms of reimbursement established for civil
servants at the expense of volunteer organizationsNamely, upon submission by a volunteer of
supporting documents, the folowing expenses shall be reimbursed:

1) transportation (including baggage allowance) to the place of volunteering;

2) food, if volunteer activity lasts more than four hours a day; accommodation costs during
business trips to another location for volunteering formore than 8 hours;

3) post and phone expenses, if a volunteer carries out volunteer activity outside of the location
of the volunteer organization; and

4) a medical examination, vaccination, and other preventive and treatment measures that are
directly related to the implementation of volunteer activities?*!

Volunteer organizations havethe right to attract funds and other property for its volunteer activities
from individuals and legal entities andindependently determine how to usethese funds, except for
casesof targeted provision of funds for a particular type of volunteer activity, but in any case within

its statutory activities. Additionally, volunteer organiations have to report on utilization of such
funds within the timeframe and form established by these individuals. These funds should be
accounted for o1 separatebalance sheet account%?

291 |pid, Article 23.
292 |pid, Article 24.
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Supportto volunteer activities is given through measures such as logistical support and subsidizing
of volunteer organizations, fundingof volunteer program or volunteer actions on a competitive basis
and social supportof volunteers29 Thus, a volunteer activity, confirmed by a personal volunteer
book and letters of recommendation, istaken into account as an experience in socially useful
activities, which can bea pre-requisite for employment or admission for study. Volunteering carried
out by students shall be included into a internship or training or undergraduate practice, if students
worked at least 40 hours and if there is an agreeméncontract) on cooperation between the
institution of professional education and the volunteer organizatior#*4 Additionally, individuals and
legal entities can be awarded in accordance with Turkmenistan@gislation for their successes in
volunteering.

293 |bid, part5 of Article 18.
294 |bid, parts3 and 4 of Article 18.
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UZBEKISTAN

General overview

Sources of NOO*s funding in the Republic of Uzbekistan (hereinafter- RU2 are entry and
membership fees, regularand one-time contributions from founders and members voluntary
property contributions and donations, income fromentrepreneurial activity, SSCsgrants, foreign
aid, and other types of income allowed by legislatior#®¢

State funding is provided in the RUzin a form of subsidies, grantsand SSCsA specidly assigned
authority, the Public Fund for Support of NCOs andCther Cvil Society Institutions under the Olj

Majlis of the RJz (hereinafter MFund or Public Fund) is a main funding mechanism at th@ational

levelin Uzbekistan. Itsfunction is the accumulation of budget funds and funds from nomovernment
sources to allocate and finance NCrojects. For the transparency ofthe Fundd @ctivities, a
Commissionwas established for management ofesourcesof the Public Fundto Support NC@ and
Other QGvil Society Institutions under Olij Majlis of the RUz(Parliamentary Commission). There are
annual allocationsfrom the state budget tothe Fund; for example,12.5 hillion soms (approximately

$4 million) were allocated for NCOfinancing in 2016. The Parliamentary Commission selects and
determines winners amongprojects submitted to the contest Every year, around300-350 NCOs
from a total of 8,500 NCOs in the epublic (4%297) benefit from government financing through the
Public Fund.As a rule, the amount allocated isbout 10-25 million soms for a project ($3,000-

$6,500).

At the same time, it should be noted thaNCG& that receive public fundingare more exposed to

inspections by the state authorities. Many organizations complain about the extremely complicated
reporting system related to obtaining state funding. According to someNC®, the process of

allocation of statesupport is not sufficiently transparent.

Foreign ad to NCG is mostly provided in the form of grants received from international
organizations, such asUNDP, UNICERNd OSCE, as well dom some embassies. However, due to
its limit s and the complexities involved, giving and receivingf foreign aid does not appear to hava
significant impact on the overall situationof NCOfinancing. Official dataon the number of grants
awarded,types, and volumes of foreign funding is not available.

Obtaining foreign aid in the RJzis an extremely complex process. This process involsa number of
government agenciessuch as the Ministry of Justice (hereinafter MoJ, MFA Ministry of Finance
(hereinafter - MoF), banks,the Banking Commission, andlaw enforcement authorities have very
broad power to grant or deny permission ofaid. In addition, they have the right ® inspect and audit
utilization of these funds. Aftergetting permissionto receiveforeign aid, NC@ are subject to strict
control, first of all by the MoJand the MoF, as well as law enforcemenauthorities. First, an NCO

2955 UAAEEOOAT 8 O 1 A CE Gdovetrienthl nodéidercial oQahiddtion't(fieleihafter- NNO),

but hereinafter generally the term "NCO" is used. "NNO" term shatle used only in the names of legal
documentation, as well as in the texts taken from official publications.

296 Article 29 of the Law of the RUz on Negovernmental Noncommercial Organizations dated 14 April

1999, # 763.

297 Information is taken from the publication Activities of Public Fund and Parliamentary Commission for the
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agrees with justice authorities to obtain foreign aid and during the approval process, provides
explanations about he donor, amount and purpose of financing. Further, a paak of documentsis

submitted to the MFA and then tothe Banking Commission. Even ifan NCOhas already received
permission from the Banking Commissionto receivea grant, it must still wait for permission from its

private bank to receive the funds. Ifan NCOreceives technical assistancea grant, or humanitarian

assistanceEO | OO0 OA DI Weasu®at eahitdp of-tHeRahedary transaction (flow) for

these fundswithin 24 hours.

Help from businesses isninor due to lack of tax incentives for donors. Individuainonetary donations
are very rare. The mostcommon donation types are in-kind contribution s. For example, som&CG
attract volunteers and inkind support from their local communities. Despite the availability of
opportunities to engage inentrepreneurship, only a small numberof NCG are involved in such
activities due to complexreporting requirements and high taxeson profits.

In general,the financial stability of the majority of NCG in Uzbekistan is underdeveloped. Even those
NCG that were able toreceive state funding cannot be considered completely stabladue to their
inability to diversify their funding sources.

Next, we consider legal regulation of various sources of fundingf NCOsin priority order for the
majority of NCG in Uzbekistan, as well as legislation on the taxation NMCQ and their donors:

1. Statefunding

2. Foreignfunding

3. Funding fromlocal non-governmental sources
4. Income fromentrepreneurial activity

5. Volunteers

6. Taxbenefits for NCG and their donors

1. State Funding

In this section, materials from ) # . , 8 Opubticato, 3T 1 A ) OOOAO 1T &£ , ACAIl 2AC
Activities in Caintries of Central Asiare partially used.
Financingfor NC® from5 U A A E Es@t@ Buddetdsarranged by provision of subsidies, grantsand
SSG.
Legislation for government support of NCG is established in the Law othe RUzon Guarantees of

.| Qcbvitykes (hereinafter - the Law onCGuarantees of. . / Qcovity).
This law establishes the possibility of state support ttlCG inthe form of subsidies, grans,and SSCs
as well as explains thathe Public Fund and the Parliamentarffommissionare created under the Oljj
Maijlis of the RUzfor management of Fund O OA & OOAAO
In addition, this law gives the definitions of the main funding mechanisms:
298The, Ax 1T £ OEA 25U 11 ' OAOAT OAAOG T &2/ . .1 08 ' AOEOGEOUh AAO
291 OOEAT A pt 1T &£ OGEA , Ax 11 ' OAOAT OAAG 1T &£ ../ 086 ! AGEOGEOU
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1 A state subsidy is financial or other material assistance at the expense of the state budget of
the RUz andstate trust funds, provided to support NNOs and not related to any special
projects 300

1 A state grant is monetary and material resources provided at the expense of the state budget
of the RUz to NCOs on a competitive basis for projects designed to achievaaaoalso:

1 An SSC for NNOs is a public task to perform activities or events for the realization of socially
significant projects by concluding a contract between a governmental agency and an N#O.

1 Terms and conditions for the allocation of subsidies, grdas, and SSCs are determined by the
Parliamentary Commissionses

For the implementation of the these provisions, the Kengash of the Legislativ€hamber andthe
Senate of O]iMajlis of the RUz adopted a joint resolution on the &julation on the PublicFund for
Support of NCG andCther Qvil Society Institutions under the Olij Majlis of the RUz Regulation on
the Public Fund) and the Regulation on the ParliamentaryCommission onManagement otthe Fundd O
Resourceso4

According to the Regulationon the Public Fund,the Fundis a non-membership nongovernmental

NCO, and is amidependent legalentity holding bank accounts in national and foreign currencyin

its activities, the Public Fundis guided by the principles of publicity, transparencyand opennessas
well as the targeted use of allocatedesources to NN@ and other civil society institutions.The am

of the Fundis to contribute to the further development and active participationof independentNCGs

and civil society institutions in implementation of democratic reforms and liberalization of society,
and creation of objective conditions for the formation of their funding sources

The main objectives of the Fund are:

9 accumulation of funds received from the state budget of th®Uz andother sources not
prohibited by law, and organization of their utilization for the implementation of programs
aimed at stimulating development and support of civil society and independeMiCG&;, and
their active participation in addressing existing social, economic and humanitarian
problems; and

1 assistancein the implementation of projects and programsreinforcing the logistical base of
NCG, providing them with legal, consultative, organizational, technical and other assistance,
extension of contacts with foreign partners (conduct of joint conferences, seminars,
roundtables, trainings, and implementation of joint projects, among other§ on the
development of. # / &efivities, institutions of civil society, and their participation in the
processes of democréc renewal and modernization ofthe country.30s

300 |bid, Article 12.

301 |pid, Article 13.

302 |bid, Article 14.

303 |bid, Para. 2 of Articles 1213.

304 Joint Decree of Kengash of the Legislative Chamber of Olij Majlis of the RUz and Kengash of the Senate of Oljj

-AETEO 1T &# OEA 250 O/1 ADPPOT OA1l 1T A& 17101 AGEOGA 1 ACAl AAOO
&OT A A1 O O0OPPiI ODEASL AEOEDS YOI AERAOU ET OOEOOOETI T O O1 AAO (
AT i Dl OEOCEIT T &£/ OEA O0AOI EAI AT OAOU AT i1 EOOEIT 11 1ATAGA

r.#/1 08Y AT A 1T OEAO AEOEI O1 AEAOU EITVDOE ODDEAA Ot @8 AR D¢ OFE P
1/515 -I.
305 |pid, Article 2-2.
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The ources of the Fund are fundsfrom the state budget ofthe RUz sponsored voluntary
contributions of legal entities and individuals (both residents and norresidents of the RJz), grants,
and donated fundsfrom international organizations and financial institutions, and other sourcesnot
prohibited by law.30s

The work of the ParliamentaryCommissiorns07 is aimed at ensuring more transparent, targetegand
democratic distribution of funds allocated from the state budget to support the "third sectqgt which
affects strengthening ofthe technical and economic bassof. # / dotivities.

The main tasks of the ParliamentarfCommissionare:

Z distributin g effedively the Fundd @sourcesto support NCG, studying in-depth proposals
from NNOs andother civil society institutions funding programs, social and socially
significant programs, and projects aimed at addressing specific socieconomic problems of
the regions, and further enhancing the social activity of citizens;

Z ensuring openness and transparencyof allocation of the Fundd © OA OQpubioAA O

involvement in discussion of development efficiency,and improvementof . # / &fvities
and other institutions of civil society, thdr active participation in ongoing socio-economic
and sociopolitical reforms, ensuring the protection of democratic values, rights, freedos)
and the legitimate interests of the person;

Z monitoring targeted and effective use of the Fund O O A OiinénGaA Bréjects, and
programs, including those aimed at strengthening the financial independence and
sustainability of NCG and other civil society institutions;

9 promoting cooperation of local NCG with the state authorities in the implementation of
priority and other social and socially significant programs projects, and processes,
strengthening. # / O danddthir Aivil society institutions in democratization of public life;
and

1 developing recommendations to improve the legislative base and economic and legal
guarantees to ensurethe free and independent development oNCG and other civil society
institutions. 308

The authorities of the Parliamentary Commission includethe following:

1 makingdecisionson priorit ies of the Fund's activities, andidentifying the resources allocated
to each of the forms of support toNCG and other civil society institutions- subsidies, grants
and SSC

9 assigningexpert groups for the qualitative selection of projects and programs oNCG and
other civil society institutions; and alsoholding grant competitions;

f monitoring the Fundd @xtivity and its compliance with legislation, the Regulation on the
Public Fund, anddecisions ofthe Parliamentary Commission;

9 making proposals tothe Legislative Chamber andthe Senate of OJi Majlis of the RUzon
amendments and additions tahe Regulation a the Public Fund;

306 1pid, Article 4-2.
307 The Regulation orthe Parliamentargommission fotManagement oResources ahe Public Fund for the
Support of[NNO< ] and othelCivil SocietyInstitutions under the QIMajlis of the RUz (Appendix #) to the
Joint Decreef Kengash othe Legislativechamber of Ofi Majlis of the RUz an&Kengastof the Senate dhe Olij
MajlisoftheRUzdat ed 10. 07#4/51D08, -~ 843
308 |bid, Para4
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9 assigningthe Executive Office and the Audit Commission of the Fundto monitor effective
utilization of funds and other assets of the Fund;

1 reviewingand approving estimatedbudgetsfor income and expenses of the Fund for the year
with quarterly breakdown by type of support to NCG, as well as the budget, annual accounts,
annual financial reports,and reports of the Executive Office of the Fundon its activity;

9 making decisions on auditors to conduct an annual routine or extraordinary audits of the
Fund's activities;

claiming and getting dcumentsOAT AOAA O1 OEA & 01 Ad0O; AAOEOEOU &

1-[ ......
|

decisionsof the Fundthat contradict the purposes and objectives of the Fundind
1 voting for candidates for the post of the Fund Director 309

A special norm inthe Law of the RUzon Social Partnership3® was adopted for monitoring the
allocation of government fundsat the local levd. According tothis norm, O B O Auhds dan W& created
in accordance withthe legislation by Jokargy Kenes of KarakalpakstatAT A + AT CAOE
deputiesin the regions and Tashkent cityin order to develop initiatives and strengthenNCG6and
other civil society institutionsoroles, as well as promoting their involvement in social anémportant
publicissuesi T A 11T AA1T 1 AOAI 86

Local public inds perform the following functions:

9 collecting resources received fromthe local budget and PublicFund under the Olj Majlis,
charity donations of legal entities and individuals, ad other meansnot prohibited by law;

 organizing utilization of received resources to support NNOs and other civil sotety

i facilitating the development and implementation of socieeconomic development programs,
solving humanitarian issuesand protecting the rights, freedomns, and legal interests of
citizens 31t

1. The procedure for allocating resources to NCOs from the state budget

In accordance with the Law onGuarantees of NNEBActivity, a Procedure on thePublic Fundd O
Resource Allocation toSupport NNG andOther Gvil Society Institutions under the Olij Majlis of the
RUz(hereinafter - the Procedure)was designed:2

According to this Procedure, supportof NCCOactivities at the expense of the state budget dhe RUz
takes the form of subsidies, grantand SSCshrough the Fund. The Fund O O A tnhyb&alokaied
to NCQ that havepassed state registration as legal entities accordance with kgislation.

O! &nnual budget allocation to the Fund foiits further support of NCGs and other civil society
institutions is processed upon submission of a proposal bthe Parliamentary Commissionwithin

timeframes of consideration, discussionand approval of the state budget othe RUz Volumes of
financing from the state budget ofthe RUz and the gvernment trust funds for support of NC30
activity is approvedon an annual basis an@s a separate line of expendituresf the state budget of

309 |bid.
310 Article 17 of the LawoE OEA 25U 11 31T AEAI O0OAOOIZBGOEEDPh AAOAA
311 |bid.
312 Appendix to the Protocol of the meeting of the Parliamentary Commission # 1 dated 11.07.2008 with
amendments and changes as of 02.10.2008. Minutes of the meeting of the Parliamentagynmission #2.
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the RUzupon the proposal bythe Parliamentary Commission. [...]The Parliamentary @mmission,
within the approved parametersof the state budget, determines volumes of resourcesdirected to
each form of support mentioned inthe Procedure.Allocated monetary resources for NCOsare
credited to their accouns in their servicing banks. Annually, the Fund publishes a report on its
activities in mass media, includinglistribution and implementation of the funds allocatedfor support
of activities of NCG& and other civil society institutions#3

2. Subsidy

Supportof. # / &tivities in the form of subsidies is provided according to acheme stipulated in
Appendix #1 to the Regulation314 Subsidiesare allocated andutilized exclusively for the execution
of statutory goals and objectives oNC, including current maintenance strengtheninglogistical
resources and conduct ofsocially significant eventss31s

Only those NC®that are engaged in sociallysignificant activities and/or involved in the formation
civil society inthe RUzcan apply for subsidies andthe Parliamentary Commissionmakes a decision
onOOAOEAU Al 11 AAOQOHBdplicaliondsA OAA T 1 . #/ 08

SomeNCG are financed by general subsidy allocation procedures, athey are considered as an
independent object for financing - namely, the National Association of NNGs, the Institute of Guvil
Society Sudies, the National Association of Electronic Mass Media, the Foundation for Regional
Policy, the Public Fund for Support and Development ofiIndependentPrint Media andNews Agencies,
and the Ecological Movement foUzbekistan.The budgetallocated to these institutions is used for
their administrative needs as well asmplementing their statutory objectivess3?

The general orderof distribution of subsidiesis asfollows: the Parliamentary @mmission, after
examinET ¢ AT . #/ 6 O Buddd Balgisreporf $hdll mEke Adecisioron feasibility and
subsidy volumesfor the NCO. After making a decision, gends the Cabinet ofMinisters of the RUz
(hereinafter z CM RUz) itsbudget request forthe next year (until June 2038 to include the project
amounts in thestate budget

The CMRUz considers the applicationwithin one week andthen makes a decision whetheto include
these amounts inthe state budget forthe next yearor not. Within ten daysof the approval of the state
budget of the RJz, theFund presents itsproposals for allocation ofsubsidiesfor eachNCOwithin the

approved budgetto the Parliamentary Commission. Within five days of receiving proposals of the
Fund, the Parliamentary @mmission determines the amount of subsidies allocated to each R&°

The Fund allocates subsidies toNCOsquarterly, on the basis of their written applications.320 The
process ofallocation of subsidies toNC& is coveredin mass media.

SBICNL3T I A ) OOOASG 1T &£ , ACAT 2AcOl AGEIT 1,Mm3114./ 06 ! AOEOEOEA
314 Appendix # 1. Scheme of subsidies allocation.

315 Article 3.2. of the Regulation.

316 |bid, Article 3.3.

317 |bid, Article 3.4.

318 |pid, Article 3.6.

319 |hid, Articles 3.7.z 3.9.
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3. Grant

The sheme for grants allocation from the state budgetis specified in Attachment #2 tothe
Regulation32:

The Parliamentary Commission investigates opinions and publiproposals.and. #/ 086 AT A T OEAO
O1l AEAOU ET OOE OO0 Otdpdsalsdéon buppbrting INCQs' adtiviles through grant
competitions (until 15 June of the current yeary?2

Based on this investigationthe Parliamentary Commission generates and sends tthe CMRUzits
budget request forthe inclusion of amounts of funds into adraft state budget ofthe RUzfor the next
year (until 20 June)323

The CM RUz considers the budgetrequest within one week and decides whether to include the
requested resources tahe draft state budget ofthe RUzfor the next years?2+

Within ten daysof the approval of the state budget ofhe RUzthe Fund submits tothe Parliamentary
Commission its proposals on organization of grant competitions and allocation of grants to NCOs
within the approved budget32s Within five daysof receiving the Fundd @oposals, the Parliamentary
Commission determines the priorities, conditions and amount of financial resources allocated for
organizing grant competitions326

The Fund organizes grant competitionsaccording tothe Regulation onCompetition Procedure and
Selection of Fojects (hereinafter - Regulation on Gompetition),327 which stipulates competition
procedures. According to the Regulation on Competition, the selection of projects submitted toa
contestand winners are determined bythe Parliamentary Commission 328

For the preliminary review, selection, and evaluation of projects received frorNCG and other civil
society institutions, the Parliamentary Commission formsexpert groups, with experts specializingin
relevant areas,and extensive professional and life experience?

The competition is open toNCG and other civil society institutions, meeting the competition
requirements. After publication of an announcementNCG and other civil society organizations
wishing to participate in the contest apply for a grantApplicants canapply to the executive officeof

211 pPAT AE@ 0O¢8 4EA COAT OO Al 1T AAOEIT T OAEAI A8
322 Article 4.2. of the Regulation.

323 |pid, Article 4.3.

324 |bid, Article 4.4.

325 |pid, Article 4.5.

326 |bid, Article 4.6.

272 ACO1 AGETT 11 OEA 001 AAAOOA T &£ #11 AOGAGET ¢ OEA #1101 PAOE
#EOEI 31 AEAOU )1 OOEOOOGEI T O ET S5UAAEEOOA i! DPAT AE@ O
Commission dated October 2, 2008).

328 Article 3 of the Regulation on Competition.

329 The Regulation on the Independent Expert Group on the Qualitative Selection of Projects of [NNOs] and
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the Fundfor further clarification and information about the competition and samplesof competition
documents330 Grant applications may be submittedn an electronic form 33t

The preliminary screeningof applications for a grantfor compliance with established documerdtion
is carried out bythe Executive Officeof the Fund. The Executivéffice ofthe Fund does the following

1 publishesanannouncementof acompetition in massmedia;

91 accepts applications ofNCG and other civil society institutions to receive a grantand
provides for their accountability, security,and confidentiality;

9 organizes collection, compilation and execution of the necessary documentation for

preliminary screening and evaluationresults by the expert commission;

coordinates activity of attracted experts;

transmits all necessary tender documentationto the Parliamentary Commission for its final

decision;and

1 executescontractual work with awinner.332

T
1

A competition publication (announcemend in the mass media must contain the following
information:

subject and priorities of submitted projects;

form of conducting the competition;

size of allocated grants;

conditions of registration for participation of NCG and other civil society institutionsin the
competition, as well asthe procedure for itsconduct, and

9 time and place othe competition.332

1
1
T
T

The Regulation on Competition determines the rules of competition, according to whichthere are
defined terms for considering applications for grants and projectsby NNGs and other civil society
institutions, and execution of necessary deumentation by the Executive Office of the Fund.
Applications for grants andrelated projects areacceptedin accordance withthe requirements of the
Regulation andannouncedconditions of the competition. Failure to comply withthe requirements of
the Regilation and announced conditions ofthe competition results in the submitted documents
being discardedwithout consideration. The Executive Office of the Fund records grant applications
in a laced and numbered registration book.A written notice is sent to applicants and project
implementers that theyare not admitted for participation in the competition because of the delayed
submission ofnecessary documents.

The procedure for evaluation of competitive projectss defined as follows:

E In carrying out preliminary screening and evaluation of projects, the Parliamentary
Cammission may formexpert groups.

E Evaluation and selection of competing projects by the Parliamenta§ommission is executed
transparently and openly. If needed, the ParliamentaryCommission is entitled to hold a
private discussion. For each competition project, a reasoned decision is taken by open vote.

330 Articles 7-8 of the Regulation on Competition.

3 AA O4EA 3AiPIA ' pPI EAAGCEIT A O 0AOOGEAEPAOGEIT EIT OEA
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332 Article 13 of the Regulation on Competition.

333 |bid, Article 14.
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E During the selection and assessment of applications for the grant, project reviewhe
Parliamentary Commission may involve applicants, reqest additional information, and
receive further clarifications.

F Having considered conclusions ofthe expert groups, the Parliamentary Commission
determines winners ofthe competition and decides on financingor NNO projects and other
civil society institutions.

F The decision ofthe Parliamentary Commission on winners ofthe competition is recorded in
a protocol and is sent tahe Executive Office of the Fund for financing ofthe projects.

E Within three days from the date ofthe determination of winners by the Parliamentary
Commission the Executive Office ofthe Fund publishesthe results ofthe competition in mass
media andon its official website.

The Executive Office of the Fund, based orthe Parliamentary Commissiond @ecision, ensuresthe
preparation and conclusion of agreements on grant allocation to suppoMNGs and other civil society
institutions. 334

According to gant competitionsdresults, a grant agreement is concludetietween the Fund andan
NCQ The results of grant competitionsare covered in mass media. The Fund finances winners of
grant competitions according to theterms and conditions laid down ina grant agreements3ss

4. SSC

30DPDT OO0 dctiaties it th©férm of SSCds carried out under the scheme according tthe
Attachment #3336 to the Procedure3s?

The procedure for the distribution of SSCss governed bythe Regulation on the SSCAllocation
Procedure amongNNGs andCther Gvil Society Institutions 338 (hereinafter z Regulation o the S&).

The Parliamentary Commission investigates opinionsand public offeringsof. #/ 086 AT A 1T OEAO
society institutions, as well asbodies of state power and control onthe implementation of socially

important projects in localities (until June 15)33° Based on this investigationthe Parliamentary
Commission determines the amount offunds, generatesthe budget request and sendsit to the CM

RUz by20 June for incluing it into the draft state budget ofthe RUz for the next year+ The CMRUz
considersthe application for one weé and decidesvhether to include in the state budget ofthe RUz

the volume of project funds for the following year @ntil 1 July):34

Within ten daysof the approval of thestate budget ofthe RUz, thé=und submits to theParliamentary
Commissionits offers onSSG@llocation amongNCG within the limits of the approved budget®#2 The
Parliamentary @mmission, five days after thereceipt of Fundd O B O | aPdroea the(phorities,

3ICNL3T T A ) OOOAG T &£ , ACAl 2ACcOI AGEIT T 1,Mm4118/ 06 ! AOEOEOEA(
335 Articles 4.7.z7 4.9. of the Regulation.
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339 Article 4 of the Regulation on the SSC.
340 |bid, Article 4.3.
341 |bid, Article 6.
342 |bid, Article 9.
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conditions, and amount of funding, as well adetermines to which NNG& SSCs are allocated. Thaind
concludes contractswith selected NNO§43

Based on a contract signed witlan NCQthe Fund finances the SS@nplementers. SSCs implemented
by NCG are covered in massnedia3#

The Regulation onthe SSGlescribes theresponsibility of NCOs which receive SSCkhe leaders of
NCOs which receivechn SSCare responsible for the proper and intended utilization of allocated
funds, as well as for qualiaitive and timely execution of socially important works andactivities, stated
in the contract. Thosewho violate the requirements of this Regulationare liable in accordance with
legislation4 The liability depends on the type of offense committed. Negligence without causing
much damagdeads to adisciplinary sanction,material damageleads to a liability undercivil law, and
criminal liability is invoked for embezzlement of funds

NCG that have received funds for the implementation o6SCgeport to the Fund onutilization of
allocated resourcesaccording tothe order and terms specified intheir contract. Eachquarter, the
Fund submitsreports on utilization of allocated fundsto the MoF in accordance withthe reporting
order for budget organizations Resources, which were allocateut not usedfor the implementation
of the SSC, areeturned to the Fund at theend ofthe performance period.

Responsibility to control the targeted and proper use of allocated fundbelongs to theFund.346

Reporting and monitoring oftargeted use offunds is stipulated in the Regulation34” Quarterly, NCOs
that were granted budgetfunds report to the Public Fundin terms and ina due manner, onthe

implementation of events at the expense of grants an@SCsas well asthe utilization of funds
received. Inits turn, the Fund, after summarizingthe reports submitted by NCG, submits s report

to the MoF on the use of budgetary fundis terms anda duemanner, asprescribed for the budgetary
organizations34s

Control over therevenues andthe targeted use of fundsallocated to support . # / &ivities may
also be carried outby the Accounting Chamber othe RUzupon a claim brought by ayroup of deputies
numbering not less than onetenth of the total number of deputies of thd_egislative Chamber.34°

Control over compliance of NCG0 activities with legislation and their statutory obligations is
performed by the MoJ250

The annual budget allocation of fundsiecessaryto support the NCG and civil society institutions is
carried out upon a request form the Parliamentary Commission during the preparation, review,
discussion and approvalstageof the state budget. At the same timeat the end ofthe reporting year,
the remaining unused funds allocated to NCG are not returned to the budget but used for their

343 |bid, Article 10.
344 |bid, Article 11.
345 |bid, Article 12.
346 |bid, Article 15.
347 Regulation on competition(Appendix to the minutes of the meeting of the Parliamentary commission # 1
dated 11.07.2008 with amendments and changes as of 02.10.2008. Minutes of the meeting of the
Parliamentary commission # 2).
348 Article 6.1. of the Regulation.
349 Article 6.3. of theRegulation.
350 Article 6.4. of the Regulation.
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intended purpose in thefollowing year. When allocating funds from the state budgetthe MoF is
entitled to take into accountbudget funds which remainedunusedby the end ofthe fiscal yearss:

2. Foreign Funding
In this section we partially used materials from ) # . , (:3 qulgdioa’giqlm, Some Issues of Legal
2ACO1 AGET T T A& Countried 6f CenthaDAS|éh padtiEukaOsedfidn 1, subsections 1.1, 1.2

and 1.3. €hapter "Uzbekistan"). The text has been edited andmended in accordance with current
legislation.

In general,RUzlaw does not prohibit NCG to receive funding from foreign sourcesArticle 29 of the
Law on NCG352 allows NCG to receive foreign aidif it is not prohibited by other legislative acts of
the RUz

A ban on foreign fundingexists only for political parties and mass movements that pursue political
goals. They ae forbidden to receive financial or other material assistance from foreign governments,
international organizations, legal entities of foreign statesand their representative offices and
self-government bodies, religious organizations, anonymous personsr personsusing apseudonym.
Upon receipt of these funds, theyhould be returned, andif an attempt to return them fails, they
should betransferred to the state3ss

1. Types of foreign aid

According to RUz legislation, foreign aidarriving into the RUz for non-commercial purposes, is
defined as(@ash and material resourceslirected towards the implementation of scientific research,
scientific-technical and innovation programs and projectsreceived bylegal entities and individuals
in the form of grants from international and foreign organizations and foundations, as well as in the
form of gratuitous humanitarian and technical assistancein the framework of international
agreements in the field of scientific and technical cooperatio@®s4

Grants, humanitarian aid and technical assistance are the kinds of foreign aidtipulated in

5 UA A E E QyBlAtibnd Gthell types of foreign aidare not defined in the legislation, but are also
subject to registration and reportingby their recipients. According to theOrder of Minister of Justice
Opux | OACE®RADORAp AU* OT A calittppes ofOrpnetary, fGrius and property

received byNNGs from foreign cauntries, international and foreign organizations, foreigrcitizens,or

other personsat their direction, are subject toapproval, registration, and reporting.

Definitions of agrant anda humanitarian aid are statedin the Tax Code othe RUz%5 as follows:

1 a gant is property provided gratuitously by countries, governments, international and
foreign government agencies, as well as international and foreign negovernmental

351 Article 7.2. of the Regulation.
352 See footnote 2 above.
353 Article 18 of the Law on Public Associations dated 15 February 1991, # 224lI.
354 The Procedure on Issuing Conclusions on Monetary Funds and Equipmemhported from Abroad in the
Framework of Grants from International and Foreign Organizations, Foundations and International
Agreements on Scientific and Technical Cooperation // registered at the MoJ of the RUz on 18 May 1998 N
438 (hereinafter - the Procedure on Issuing Conclusions).
35 The Tax Code of the RUz is approved by the Law of the RU28rDecember 2007 # ZR.36.
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organizations, included in the list established by the Government of the RUn the RUz, the
well as property, provided gratuitously by foreign citizens andpersonswithout citizenship,
to the RUz and the Government of the RE2.

1 humanitarian aid is targeted gratuitous assistancein order to provide medical and social
assistance to socially vulnerable groups, support to social institutions, prevention and
elimination of consequences of natural disasters, accidents and catastrophes, epidemics,
epizootics, and other emergencies. Humanitarian aid is provided in the form of medicines and
medical supplies, food, consumer goods and other goods, including equipment, vehicles and
machinery, as well asvoluntary donations, works performed, and services rendeed,
including transportation, maintenance and storage of humanitarian aid, anid distributed by
the Government of the RUz through its authorized baes:357

The legislation providesfor 15 kinds of humanitarian aid, but we list only those that ar@ertinent to
NCG:

9 informational support;
9 social help; and
9 educational, religious activity.

With regard to technical assistance, therare more than 10types, but the most important for NCG
are:

consulting services (expert work); and
education/training. 3>

=A =4

2. Registration and reporting requirements for foreign aid recipients
041 O 4rdnfs thedMCOseed to go through the following procedurs:

1. Adonor must approve its project officially through the MFA with the government agencies,
which havecompetercy in the sphere ofgrant implementation and gettheir due permission
via the MFA. Documentsshall besubmitted to the MFA by the donor according to aprocedure
specified inanintergovernmental agreement, or inacorresponding memorandum concluded
between an irternational organization and a state authority (CM Rz, ministry, department).

2. Then all the documents from the donor (the projectand its justification, consent [of
government] bodies) are sent to the Banking Commissioraétate collegial bodywhoselegal
status and operatioral procedure are not regulated by normative legal actehich are openly
accesible). It considers arequest within the period from oneto eight months. Ifthe Banking
Commission agrees (confirms the feasibility of the project), the donor is entitled to transfer
money to the account o grantee.If the Banking Commission rgects the request thegrantee
shall be notified by the Banking Commissionabout the refusal, with theformulation that the
grant acquisition and implementationis “inappropriate ."

356 Article 22 of the Tax Code of RUz.

357 |bid.

358 Rules for completing the reporting forms to be submitted by recipients of humanitariaaid and means of

technical assistance to the Treasury of the MoF of the RUz // registered at the MoJ on 02.02.2009 N 1892.
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3. The recipient (NCQ can open a special grant account only in the offices of the NatiorBank
of the RUz forforeign economicactivity or state joint-stock commercial bank "Asaka'3s®

Judicial oradministrative procedures for challenging a decision of the Banking Commission is not
provided by legislation, asthe refusal is given in the form of a notice from the&eommission, which
does not possess a status oflagal entity."360

According to the recent changes introduced in somenormative legal acts regulating NCQ@uwctivity,
there isenhanced control over foreign aickst As a resultan NCO hato approve the receipt ofmoney
and property from foreign states, international and foreign organizationsand foreign nationals or
by other persons on their behalf with the MoX¢&2 This is not about providing notification, but
obtaining approval for the receipt of aid (i.e., gettingermission). In addition, if they do not fulfill this
requirement, NC@ can bethe subject to administrative liability in the form ofimposition of afine on
OE A .offidials fiom 15 up to 30 times the official minimum wage.3s3 If an NCQreceives assistance
from foreign donors, it should continue to inform the judicial authorities ofits activity at the expense
of foreign funds and grans on a quarterly basis, or more frequentlyat the request of the MoJor its
territorial departments 364

After getting approval from the pstice authorities, receiving the consent of thdBanking Commission

and transfer of grant funds toits bank accountand prior to the start of activities under this grant, a

grant recipient should obtain a conclusion for compliance of received monetary, material, and

technical resourcesto the goals and objectives othe grant from the Committee on Coordination of
Development of Science and Technology under the CM RUz (hereinafielCommittee)3s5 The

conclusionis issued by the Committedbased on thewritten request of agrant recipient (executor of
the scientific research, scientific-technical and innovatve programs and projects). The grant
recipient must attachthe following documents to the application:

9 copies of the documents certifying the allocation of grants from international and foreign
organizations and bundations (contract, scientific research project submitted for the
conclusion of the grant,estimated schedule of work, cost estimatesand other documents
defining the purpose of the work);

1 extracts from the approved international scientific-technical and innovatve programs, for
the performance of whichfunds or equipment (equipment, materials, systems and means of
information al and office equipment)were received and

359 Decree of the CM RUz on Measures to Improve the Effectiveness of Registration of Financial Resources of
Technical Assistance, Graa and Humanitarian Aid, Received from International, Foreign Governmental and

Non-CT OAOT i AT OAT / OCAT EUAOEI T Oh AAOAA 1 &AAOOAOU ¢mmt O

3 ICNL3T T A ) OOOAOG T &£ , AcCAl 2AcOI AGEITT 1,88 . #/ 06 ! AOEOEOEA

361 The Law of the RUz on Introducing Amendments and Additions to Some Legislative Acts of the Republic of
Uzbekistan, adopted on 26 April 2016.
362 Article 8 of the Law on NCOs; The Order of the Minister of Justice of the RUz on Approval of the Regulation
on the Order of Coordinating the Bceipt of Money and Property from Foreign States, International and
Foreign Organizations, Foreign Nationals or on their Behalf by Other Persons by NNOs with the Registration
Authority AAOAA moe8puMH, mpge OpuX
363 Part 5 of Article 239 of the Code of the RUz on Administrative Liability, approved by the Law of the RUz
AAOAA ¢¢ 3APOATI XRO pwwt O ¢mpuy
364 The Decree of the President of the RUz on Measures to Further Improve the Activity of the Ministry of
Justice of the RUz date@d3.08.2011 N PR 1602 (as amended on 15.05.2015); Regulation on the Ministry of
Justice of the RUz (Appendix to the Decree of the President of the RUz dated 23.08.2011).
365 The Procedure on Issuing Conclusions.
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91 other documents, certifying and allowingo conduct a reviewof received monetary material,
and technicalresourcesfor research worksfor their compliance with the goals and objectives
of the grants or international scientific and technical programs and projects of international
agreements on scientific and technical cooperatio#t®

The applicant isresponsible for the accuracy of the information andhe documents submitted to the
Committeeto issuethe conclusion.

Within 15 days from the date ofthe submission of theapplication, the Committee conducts the

scientific and technical review of the submitted documents, resuling in an issuance of the
conclusion3s?” The Committee examinesthe submitted documents to determine if the stated

resources andequipment correspond theaims and objectives othe grants from international and

foreign organizations and foundations, and international scientific-technical and innovaton

programs. Experts of the specialized agencies and organizations of the Risay be involvedin the

review. The applicant shall bear the costs for the conduct of the revieand preparation and issuance
of the conclusionin the amount often times the minimum monthly wage .38

Based on the results of the review, the conclusion is issued on letterhead of the Commiiterd
signed byan authorized person not later than ten working daysfrom the date of thereceipt of the
complete application with the required documents for the examination (for legal entities and
individuals).s36®

The MoF is assignedto coordinate the delivery of humanitarian aid andthe means oftechnical
assistanceandits timely clearance as well asto arrange accounting and controlover their intended
utilization. Within the MoF, a Departmentwas created forcoordination, accounting and control over
the targeted utilization of humanitarian aid andthe means oftechnical assistance (hereinafter the
Department) 370

In accordance withits assignment, theDepartment performs the following functions:

1 formation of aunified database of humanitarian assistance antheans oftechnical assistance
for funding priority proje cts and activities together with the Ministry of Economy, the
Ministry of Foreign Economic Relations, Investment, and Trade, and other interested
ministries and departments;

1 development of an effective coordination mechanism for the formation cdpplications and
inclusion ofhumanitarian aid andmeans oftechnical assistancen a unified database;

9 creation and regular update of the database of donor organizations that provide
humanitarian aid and means oftechnical assistancdogether with the Ministry of Economy
and Ministry of Foreign Economic Relations, Investment, and Trade;

1 development of comprehensive measures to enhance cooperation with dongrsn
cooperation with the relevant structures of concerned ministries and departments;

366 |bid, Article 2.1.

367 |bid, Article 2.2.

368 |bid, Article 2.3.

369 Appendixes 2 and 3 to the Procedure on Issuing Conclusions.

370 The Decree of the President of the RUz on the Establishment of the Department on Coordination,

Accounting and Control of Targeted Use of Humanitarian Aid and Means of Terdah Assistance of the

-ETEOOOU 1T &£ &ETATAA 1T £ OEA 2APOAI0ESA 1T £ SUAREEOOAT R AAO.
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9 coordination of formation and direction of requests for humanitarian aid andmeans of
technical assistancdor the ministries, departments, organizationsand institutions;

1 development and approval of the reporting forms on humanitarian aid and means of
technical assstance;

1 collection of information on humanitarian aid and means of technical assistanariving into
the country through the Treasuryof the MoF, its analysis and synthesisand preparation of
analytical and reference materials;

1 implementation (systematically) of the effective monitoring of targeted use of humanitarian
aid andmeans oftechnical assistanceand

9 provision of practical assistance tothe ministries and departments with the clearance of
humanitarian aid andmeans oftechnical assistancerriving into the RUz3"

TheTreasury of the MoF isassignedto perform complete and systematic registration anéiccounting
of all humanitarian aid andmeans oftechnical assistance, includingn non-material form, arriving
into the RUz72

The Main Control and Review Department of theMoF is assignedto audit and control the targeted
useof resources,and prevent financial irregularities in the attraction and utilization of humanitarian
aid andmeans oftechnical assistance?3

There is a fixedprocedure, according to which the recipients of humanitarian aid and technical
assistancehave to submitto the Treasuryof the MoF statements fortheir personal bank accounts, as
well as information on humanitarian aid and means of technical assistanceciuding in non-material
form, according to forms and within timerames establishedby the MoF.This procedure is defined in
the Rules ofSubmission of Bank Statementsand Information about Humanitarian Aid and Means of
Technical Assistanceby the Recipients of Humanitarian Aid and TechnicalAssistanceto the Treasury
of the MoF (hereinafter - the Ruleg) 374

The recipients of humanitarian aid andmeans oftechnical assistance (hereinafter grantees) have to
submit bank statements and information about humanitarian aid and technical assistance
(hereinafter - information) to the Treasury of the MoF in a specific format3’s For humanitarian aid,
information to the Treasury of the MoF must be submitted by thehumanitarian aid grantees who
are directly defined in the programs and agreements with foreign states, international and foreign
organizations,and other legalentities andindividuals, orin the decisions ofthe Headof the Gomplex
for Education, Health, and Social rBtection of the CM RUzresponsible for the coordination of

371 Paragraph 5 of the Regulation on the Department on Coordination, Accounting and Control of Targeted

Use of Humanitarian Aid and Means of Technical As6AT AA T £ OEA -1 & 1T £ OEA 25U j
$AAOAA 1T &£ OEA O0OAOGEAAT O 1T £ OEWo5e5U AAOAA ¢t .1 OAI AAO
372 paragraph 4 of the Decree of the President of the RUz on the Establishment of the Department on

Coordination, Accounting and Control bTargeted Use of Humanitarian Aid and Means of Technical

Assistance of the MoF of the RUz.

373 |bid.

374 Rules for Completing the Reporting Forms that are Submitted by Recipients of Humanitarian Aid and

Means of Technical Assistance to the Treasury ofthe MOFE OEA 25U j ! DPPAT AEG O o O1 OE
December 2008, approved by the MoF # 119, Central Bank of the # 387 the State Statistics Committee # 6,

the Ministry of Foreign Economic Relations, Investment, and Trade # H{3/14 -8052 and the State Custms

Committee #01-:02/5-pph j OACEOOAOAA AO OEA -1* 11 -theRuBsBadOAOU ¢mmo
Completing the Reporting Forms).

375 |bid, paragraph 1.

b
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activities related to humanitarian aid. Fortechnical assistancethe granteesspecified in the decision
of the international financial and economic institutions and international governmental
organizations on provision oftechnical assistancemust submit the information 376

The following information is provided to the Treasury ofthe MoF by the grantees

1 Information about the attracted humanitarian aid and means of technical assistance,
including humanitarian aid andmeans oftechnical assistance irthe natural form (Annex 1 to
the Ruleg, submitted by post or courier to the relevant department othe Treasury of the
MoF at the location of a grantee on theday after the approvalof the program anddonor
agreements or decisionsof the Head of the Complex for Education, Health, and Social
Protection of the CM RUz responsible for the coordination of activities related to
humanitarian aid, as well as the decisions of the international financial and economic
institutions and international governmental organizations on provision of technical
assistances’?

1 Information about arrival of the humanitarian aid and means of technical assistance,
including humanitarian aid and means of technical assistance the natural form (Annex 2 to
the Ruleg), submitted by post or courier to the relevant department othe Treasury of the
MoF atthe location of agrantee on the day afterthe arrival of humanitarian aid andmeans of
technical assistance?s

1 Information on utilization of humanitarian aid andmeans oftechnical assistance, including
humanitarian aid and means of technical assistance ithe natural form (Annex 3to the
Rules), submitted by acourier to the relevant department of the Treasuryof the MoF atthe
location of a grantee on the day ater the utilization of humanitarian aid and means of
technical assistanceé™

Managers and chief acountants ofthe grantees are responsible for the completeness and accuracy
of the information provided to the Treasury of the MoF.380

3. Funding from local non -governmental sources
1. Entry and membership fees
There are no oncepts defiring entry and membership fees irthe RUzlegislation.

Membership andentry feesexist as a source of funding for organizationalegal forms ofNCG which
have memberships. Membership organizations inthe RUz are public assodations, religious
organizations, asociations (unions) and parties. According to Article 29 of the Law onNCOs,
membership and ently fees are recognized as sources dfCOproperty, "if they are provid ed for in
the charter,” which in turn stipulates the necessity to introducerelevant provisions in the charter.
The charter may containsuch provisions as timing,amount, and order of paying membership fees.
Paymentof membership feesin the form of finandal means and as property in the natural form can
be stipulated in a tarter, by an executive body, or bya general meetingof members ofan NCOThe

376 |bid, paragraph 2.
377 |bid, paragraph 7.
378 |bid, paragraph 9.
379 |bid, paragraph 13.
380 |bid, paragraph 5.
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property transferred as afee belongs toan NCQ i.e., NCOmembers loe ownership rights over the
property transferred as membership and enty fees.

2. Voluntary contributions and donations

The concept ofa"donation” is defined in Article 511 of the Civil Code of theRUz, according to which
a donation is recognizedas giving something away for commonly useful purposes. Further, this
Article states that donations may be made to citizens, medicaind educational institutions,
institutions of social protection and other similar institutions, charitableand educational institutions,
foundations, museums and other cuiliral institutions, PAs,and religious organizations, as well as the
state and othersubjectsof civil law. At the same timethere is no need foranyone's permission or
consent to accept donations.

Donation of property to acitizen must be, and to aegalentity, may be, due tothe use of the property
for a specific purpose In the absence of such conditiondonated property is considered to be an
ordinary gift, while in other cases, the donated property is used arecipient in accordance with its
purpose.st

Alegal entity receivingadonation, which is given for a certainpurpose,should keep separate records
of all transactions onutilization of donated property.3s2

Improper use of donated property notin accordance witha purpose intended byadonor, or change
of apurpose while violating the rules stipulated by law, entitles the donortheir heirs, or other legal
successor to demand the abolition afuchdonation.383

Sources of donations are not limitedi.e.,that donations may be acceptedfrom any legal entities and
individuals. A donation recipient may refuseadonation. When giving a donation, a donor magpecify
a purpose and an order of the use of property, donated to an NN®ut donations can be madéor

overall statutory objectivesas well.

3. Charity

The conceptof "charity" existsin the Law of the RUz on Charity 334 (hereinafter z Law on Charity)as
"voluntary disinterested assistance (activity) of legal entities and individuals, expressed ite form
of gratuitous transfer or transfer on preferential terms of property, including money, to other legal
entities and individuals, or in the form of performance of works for them, rendering services and
providing support for charitable purposes”

Both individuals and legal entities (includingNC®) can be engaged in charity in the RUAL the same
time, the Law on Charity specifies thatthe transfer of financial and other material resourcesand
providing assistance inother forms to commercial organizations, political parties, and movements,
is not considered ascharity.38s

Additionally, the Law on Charity defines a chariaable organization as G non-governmental non
commercial organization, established forperforming charitable activity in the public interestand for

381 Article 511 of the Civil Code of the RUz (part two).
382 |bid.
383 |bid.
384 | aw of the RUz on Charity dated 2 May 2007 # ZRaé.
385 |bid, Article 4.
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certain categories of legalAT OEOEA O Al3& an& $els i Eetaih ApecDlidrities in the
formation of property of such organizations.For example, unlike other forms ofNCG, charitable
organizations have the right to collect funds through the conduct of campaigns attractng
philanthropists and volunteers, including the organization of recreational, cultural, sportingand
other eventsin order to collect donations and alsoto receive income generated from loteries and
auctions in accordance with ¢gislation.s7

The legislationhas established a number of requirement$or charitable organizations. A charitable
organization is entitled to use not more than 20% of its funds spent in one fiscal yeafor the
maintenance of the organization (including all costs associated wiils activity) . This restriction does
not include remuneration for persons,participating in the implementation of charitable programs 388
A charitable organization can reimburse volunteerOQ &xpenses related totheir activity with the
organization (businesstravel, transportation, and other expenses)Charitable donations transferred
to charitable organizationsshould be used only for charity purposes and cannot be used fotheir
maintenance. The poperty of a dharitable organization cannotbe sold or transferred to the founders
or members of the organization on more profitableconditions than for other persons3se

In order to ensure control over the activities of chariy organizations, the Law onCharity hassetthe
following rules:

91 Donors, transferring property, including money, to a charitable organization have theright
to demandareport on the intended utilization of suchproperty.

1 A dharity organization has to provideaccess to its annual rports.

1 Information on the size and structure of income and expenses afcharitableorganization, all
assets, number of employeestheir salaries, and attracted volunteers should not be
confidential.

1 ludicial officials are eligibleto sendtheir representatives to participate inthe events held by
a charitable organization, and receive explanations from members of the organization and
other citizens on matters related to compliance with the charter ofthe charitable
organization 3%

It should be noted that in practice,NCGQ are usually not created in the form of charitable
organizations. This is due to the absence of preferences for charitable organizations and their
donors that would justify restrictions on the activities and speciatequirements for reporting and
internal management of charitable organizations

4, Income from entrepreneurial activit y

The concept of@ntrepreneurial activity dis defined in Article 3 of the Law ofthe RUz on Guarantees
of Freedom ofEntrepreneurship39t as "an initiative activity carried out by subjects of entrepreneurial
activity in accordance withlegislation, aimed at generating income (profit) at their own risk and on

386 |bid, Article 3.
387 |pid, Article 10.
388 |bid, Article 9.
389 |bid.
39 |pid, Article 16.
391 The Law of the RUz on Guarantees of Freedom of Entrepreneurship dated 25 May 2000, #169
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their own financial responsibility8 ®his law defines subjects of entrepreneurial actiiy A Oleg&)
entities andindividuals registered inAT A OOAAI EOEAA xAU AT A AQMAMAOOET C .

The legislation allows NCOs ¢ engage in entrepreneurialactivity.3®3 However, there are certain
conditions that must betaken into account According toArticle 31 of the Law onNCG, NCG have
the right to engage in entrepreneurial activity within the limits set by their statutory objectives. In
our opinion, this provision can be interpreted in such a way that theharter should contain all
intended types of entrepreneurial activity, and the direction of this activity should be linked with the
main statutory objectives ofan NCO.

Article 17 of the Law of the RUz on Public Associations of RUz gives the following definition of an
entrepreneuriA 1 A A ©ublid BsSddidtion&hall carry out production and other entrepreneurial
activity in accordance with the procedure determined by lawand create enterprises and self
supporting organizations that have the rights of alegal entity only for the purpose of fulfilling
statutory tasks Income from production and other entrepreneurial activity of PAs cannot be
redistributed among the members participants) of these associations andhall beused only to carry
out statutory tasks; it is allowed for PAsto use their fundsfor charitable purposes, even if it is not

specified in their charters.o

The Law on NCOslefinesan NNG#4 as an organizationthat cannot distribute any income (profit)
between its participants (members)

5. Tax benefits for NCG and their donors

The Tax Code of the RUzgreinafter - the TC RU gives the following definition ofan NCOGegal
entities that do not have making a profitasthe main objective of ther activity and donot distribut e
income amongtheir participants (members)6The TC RUz lists théollowing organizations as NC&
(udget organizations, includingbodies of state power and administration,non-governmental non-
commercial organizations, including international organizations, that have passed state regstration
I ACEOI®AOET 1 860

NQOs payall taxes, butthey enjoy certain preferences

The legislation providesfor tax preferencesfor recipients of foreign aid:

1 The total annual income of individuals for tax purposes does not include the amount of money
received as grants from international and foreign organizations and foundations, as well as
in the framework of international agreements in the field of scietific and technical
cooperation on the basis of the Committee's conclusioriBhis preferencealso applies to grant
performers: individuals, who received income from granteesandlegal entities, on the basis
of contracts concluded with grantees to performworks and provide services on project
implementation.397

392 |pid, Article 4.
393 Article 31 of the Law on NCOs.
394 |bid, Article 2.
35The4 A@ #1 AA T &£ OEA 25U j AbPbOi OAA AU OEA ;18 1 &£ OEA 25U
396 |bid, Article 17.
397 Paragraph 3.1 of the Procedure on Issuing Conclusions.
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1 Equipment (tools, materials, systemsand means of information and office equipment),
delivered in the framework of the scientifictechnical and innovation programs and projects
carried out in the RUZrom grants of international and foreign organizations and foundations,
as well as international agreements on scientific and technical cooperatida exempt from
customs duties, VAT, and excise taxjmposed atcustoms clearanceos

1. Income tax

The rate ofthe income taxis approved by Governmentdecreeon anannual basis.In 2016, the base
rate of income tax for legal entities (with the profitability of up to 20%) is 7.5% a taxableincome.39
When the profitability is over 20%, legal entities must pay 50%of the profit that exceeds the 206
level of profitability .

Under this type of tax the TC RUzrovides a number of benefits foNCG. According to Article 129
of the TC RUz, the following types of incomshall not be regarded as taxpayer income:

1 received gants and humanitarian aid;and
9 funds received by NCOgor the maintenance and implementation of statutory activities,
received with an intendedpurpose and (or)gratuitously.

In addition, Article 132 of the TC RUHists "other income," which are also notsubject to taxationfor
NCOs, such asmcome from participation in joint ventures (Paragraph1l), dividends and interest
(Paragraphl14), and royalties (Paragraph15).

Article 159 of the TC RUz also provides that the taxable profit of legal entities may teeluced by

the sum of deductions from profit of enterprises owned by religious and public associations (except
for trade unions, political parties and movements)and charitable foundations, directed at the
implementation of statutory activities of these &sociations and foundations.

2. Benefits for donors

As we pointed out aboveRUzlegislation provides for a reduction of taxable income of legahntities,
which provide sponsored and charitablehelp. Thus,Paragraphl of Article 159 of the TC RUzllows
legal entities to reduce their taxable incomeby the amount of @ontributions and funds in the form
of sponsored and charitable help toecological, recreationaland charitable foundations, institutions
of culture, health, labor and social protection, physicalulture, and sports, educational institutions,
thantwoDAOAAT O T £ OEA OAGAAT A ET AT I A86

3. VAT for NCOs

NCOs do not pay VAT, with the exception tafrnovers from the sale of goods (works, services) within
the framework of entrepreneurial activity.401

The taxable base is determinedbased onthe costsof sold goods (works, services) without including
the VAT into it. When selling goods (works, services) belowheir production cost or purchasng price

398 |bid, paragraph 3.2.
391 pPAT AE® O ¢y OF OEA $AAOAA T &£ OEA 00AGEIFHAT O T £ OEA 25
400 This paragraph as edited by the Law of the RUz dated 30.12.2009 N Zp41.
401 Article 197 of the TC RUz.
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of goods (including costs associated with the acquisition of goods), angthen transferring goods
(performing works, rendering services) for the needs of ataxpayer, as wel as when transferring
goods (works, services)gratuitously, the taxable base- for the purposes of taxation- is determined
based on the cost of goods (works, services) dhe purchasing price of goods (ncluding costs
associated withthe acquisition of gpods)402

The following turnovers, particularly relevantto someNCG, are exempt from VAT:

@5) sanatorium, spa,wellness,tourist, and excursion services, as well as services of institutions
of physical culture and sports ...

sanatorium, spa and wellness services include services provided Isanatoriums,health centers,
resorts, boarding houses guesthousesandrecreational areas, children's holiday camps and other
organizations of rest in theframework of their core activity, regardless ® whether they are legal
entities or structural units of legal entities;

tourist and excursion services include a complex of tourist and excursion services part of a
travel voucher for the provision of travel servicesincluded in the tour. The complexof tourist

services include transporttion services, services for accommodation, meals, excursions,

organization of cultural, sporting programs and other services specified in the contracfor their
provision;

services of institutions of physical culture ad sportsinclude services forthe conduct ofsporting
events, festivals, sport and entertainment events, calendar and matchmpetitions, held in sport
facilities, classes ophysical culture and sport intraining groups and sport teams, schools, health
oriented clubs, general fitness, healthpromoting, swimming, jogging andhiking, athletic,
rhythmic and therapeutic exercisesand services forprovision of sporting technical equipment,
trainers, training equipment, forms and other services providedo visitors of suchsport facilities,
included in the cost ofadmissiontickets (seasoral tickets);

23) goods (works and services) acquired by legal entitieat the expense ofloans (credits),
provided by international and foreign governmental financial organizéons under the
international treaties of the RUz, and alsthose receivedat the expense ofjrants8 6

Additionally, the following import is exempt fromVAT:

@) goods imported as humanitarian aid, in therder determined by the O RUz

4) goodsimported for the purpose of charitablehelp, including technical assistancguy states,
governments,and international organizations;

5) goods imported by legal entities at the expense of loans (creditgrovided by international
and foreign governmentfinancial organizations under international treaties of the RUz, and
also imported at the expense ofyrants;

6) medicines and medical (veterinary)products, as well as raw materials imported for the
production of medicines andmedical (veterinary) products according to alist established by
legislation. This exemption does not applyto the medicines and medical (veterinary)
products, which are also produced inthe RUz, according to the list approved by the CM
RUzg2

402 |pid, Article 204
403 |pbid, Article 211.
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The VAT rate is 200.404
4. Land,property and other taxes and obligatory payments, affecting GDs

Articles 257, 265, 279, 295, 312, 316 and 3250f the TCRUz underA CAT A O A itaxpay@rshGdp
release NC® from paying the following taxes:

tax for the use of water resourcesArticle 257);

property tax of legalentities (Article 265);

land tax (Article 279);

tax on improvement and development of social infrastructure Article 295);

compulsory contributions to the Pensionfund (Article 312);

compulsory contributions to the Republicanroad fund (Article 316);

compulsory contributions to the extrabudgetary Fund of reconstruction; refurbishment and
equipment of secondary schools, professional colleges, academic lyceums and medical
institutions (Article 325-1).

MAMTNMANEMNN

However, if NCG are engaged in entrepreneurial activity, they pagll generally established taxes,
and they do notenjoy the abovdisted benefits.

In addition to the abovementionedtaxes,Article 329 of the TC RUz provides for exemption from
paying state feesin courts of general jurisdiction for the following legal entities:

18) non-governmental non-commercial organizations - when appealingin court against the
unlawful decisions of state bodiesand acts (or inaction) of their officials that violate their
rights and lggitimate interests;

19) PAsof disabledpersons, as well as their institutionsor educational and industrial enterprises
and associations- on all types of claims.

However, there are certain problems that somewhat contrdict these benefits.

As we have already pointed outNC® have the right to engage ientrepreneurial activity (Article 31

of the Law onNC@), and to direct profit receivedto the statutory objectives (Article 29 of the Law
on NCG). However,when engaging in entrepreneurialactivity, NCG are required to pay generally
established taxes ando submit appropriate reports required for large-scaleenterprises. Even if the
numberof AT . #/ 8 O iAthr&lorfike AeksOnsand the income from entrepreneurial activity
comesonce or two timesa year and is fully directedat the statutory non-profit activit y.

At the same timethere is a simplified taxation procedurefor commercial organizationsin the TC
RUz, which applies tanicrobusinessesand small enterprises. Thus, in accordnce with Article 350

of the TCRUz, Onicrobusinessesand small enterprisesare defined adegal entities with a number of
employees meeing the criteria established by lawo (i.e., with a number of employees up to 25

people).

This situation puts NCG in disadvantageous position in comparisonwith other legal entities. In
performing entrepreneurial activity, an NCO acts as a subject sfnall-scale entrepreneurship
because thestaff of an NCOgenerally does not exceed 5 peons. However, according to the
explanatory letter of the Mo& | O3 "-01-B2-1#/642), the State Statistics Committee othe RUz
i Op-@i-10/145),AT A OEA 3 OAOA 4 A 283838 tatedl 20.0802087), Gedalpentifies,

404 hitps://www.mf.uz/media/filenf news/stavki nalogov 2016.pdf
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not related to the subjects of smalkcale enterprise pusinesg, have tosubmit financial statements
in accordance with the established procedure and represent statistical reports their full volume in
accordance with the Program of statetatistE AAT x| OEO8d

As a result of this approach to the taxation, in contrasbtsubjects ofsmall-scaleentrepreneurship,
NCG pay all generally establishedtaxes and submitreports in accordance with the established
procedure, ie.,on amonthly and quarterly basis This hugelyincreases the taxourden and reporting
requirements on NCG, althoughNCG direct all their received income from entrepreneurial activity
to support their statutory activities (rent, compulsory payments, office supplies,and similar
expenses.

When engaging in entrepreneurial activity, NCOs payh¢ following taxes and other compulsory
payments, including:

1) corporate incometax of legalentities;

2) individual income tax;

3) VAT,

4) excise tax;

5) taxesand special paymens for users of mineral resources;

6) tax for the use of water resources;

7) property tax;

8) land tax;

9) tax on improvement and development of social infrastructureand

10) tax for individuals for consumption of gasoline, diesel fuel and gas for vehicles

Other compulsory payments include:

1) compulsory payments to social funds: single social paymerijsurancecontribution s to the
Pensionfund; compulsory paymentsto the Pensionfund,;

2) compulsory payments to the Republicanroad fund: compulsory contributions to the
Republicanroadfund; fees to theRepublican oadfund;

3) state fee;

4) customs duties;

5) fee for the right of retail trade of certain types ofgoods and for provision of certain services
and

6) compulsory contributions to the development of school education.

In the simplified taxation procedure, which is set forsubjects ofsmall-scaleentrepreneurship (unlike
the NCG), the following taxes are applied:

E unified tax payment;
E unified land tax;
E fixed tax on certain types ofntrepreneurial activity.

Taxespayable under the simplified taxation procedure are paid in exchangefor the aggregate of all
generally established taxe@nd other obligatory payments.

The amplified taxation procedure is set only forsubjects ofsmall-scale entrepreneurship to which
NCG are not subject; the NCOs are includedto the group of payers ofgenerally established taxes
on income from entreprereurial activity.
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Thus, upon receipt of income from entrepreneurial activities NC@ pay the same generally
established taxes as large commercial organizations with number ofemployees ofmore than 50
persons.

6. Legal regulation of volunteers

There is no legislation on volunteering in Uzbekistan The Law @ Charity includes the term

QolunteersoasOndividuals engaged in charity in the form ofyratuitous performance ofworks, [and]

rendering of services for the benefit ofa beneficiary or a charitableorganization8*® In other words,

volunteering is related to charitable activity, and it is subject to all guaranteesand limitations

provided for charity. However, this law does not solve the problem of lack @f clear legal status of
volunteers, as well asthe requirements for their performance and proceduresfor granting them

relevant benefits.

405 Article 3 of the Law on Charity.
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