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Oil reserves nO lOnger a state secret 

An order to the effect that the Russian 
Federation’s oil reserves are no longer to be 
a state secret has been signed by Russia’s 
Prime Minister Dmitry Medvedev. Oil, 
and the gases contained in it, have been 
removed from the list of useful minerals, 
information about the reserves of which 
constitutes a state secret. “There are 
foreign investors in Russia’s fuel and 
energy complex, and Russia’s companies 
go through international audits, so this kind 
of secrecy is clearly an anachronism,” the 
Russian president Vladimir Putin observed.

As of January 1, 2012 Russia’s oil reserves 
amount to 17.8 billion tonnes in the C1* 
category and 10.2 billion tonnes in the C2 
category. Reserves of gas amount to 48.8 
trillion cubic m in the C1 category and 19.6 
trillion cubic m in the C2 category. This data 
was announced by the Russian Federation’s 
Minister of Natural Resources Sergei 
Donskoi. He added that this was the first set 
of data to be officially announced, after the 
cancellation of the top secret status.

The Minister noted that the resource 
potential for the aforementioned fossil 
fuels remained among the highest in the 
world. “I’m convinced that by disclosing 
this data we will give a powerful boost to 
investment in the extraction and re-use of 
hydrocarbons,” Mr Donskoi emphasized.

According to experts from the Russian 
Ministry of Natural Resources, the current 
reserves of hydrocarbon will be able to meet 
the needs of Russia’s economy for the next 
30 years. Moreover, thanks to intensive 
geological surveying in recent years, growth 
in reserves of fossil fuels has steadily been 
exceeding levels of extraction, the Minister 
noted. 49 sources were discovered last year.

*С1 covers sources that have been 
prospected in outline, calculated by means 
of extrapolating data about known deposits; 
C2 covers reserves that have subjected to a 
preliminary assessment.

For reference:

Russia is the world’s leading country in terms of gas supplies. In terms of oil supplies 
the Russian Federation trails Venezuela and the states in the Persian Gulf. Russia 
is second in terms of oil extraction, behind Saudi Arabia. The Russian Federation is 
second in terms of gas extraction, behind the USA.01 Brief news
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Founded in 1992, ICLC has grown to become one of the leading Russian audit companies. 
The company’s core principle in work is to assist in development of its clients’ business by 
providing a variety of prime quality services in business support:

• Statutory & ISA Audit
• IFRS consulting
• Audit of Tax liabilities
• Tax & Accounting consulting
• Legal services
• Financial, Tax & Legal Due Diligence
• Outsourcing
• Services to Foreign representative offices.

ICLC is a member of Nexia International – a worldwide network of independent accounting and 
consulting firms.

tel: +7 (495) 621-10-15, fax: +7 (495) 621-56-87
e-mail: info@iclcgroup.com, www.iclcgroup.com

In August it will have been a year 
since Russia became a member of 
the World Trade Organization, after 
spending 18 years striving to attain 
member status

INveSTINg IN RuSSIAN 
AgRICuLTuRe:  
WheRe TheRe’S A WILL 
TheRe’S A WAy
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the special ecOnOmic ZOne gives the gO-ahead 
fOr the recycling Of raw materials

The federal law “On special economic 
zones” now enables resident companies 
to get involved in recycling raw materials 
(with the exception of hydrocarbons – 
raw oil and gas). The aim of this new 
measure is to take away the restrictions 
with regard to the processing of useful raw 
materials within the Special Economic 
Zone, something that is particularly 

topical for the Far East of Russia and 
Transbaikal. At present the economy of 
these regions is focused mainly on the 
extraction and use of fossil fuels, whilst 
only a small share of the market is taken 
up by recycling processes. At the same 
time, the remoteness of the Far Eastern 
Region and Transbaikal, uneven transport 
infrastructure and limited access to the 

common energy market are leading to 
growth in production costs, which results 
in production being less competitive. 
These factors, and others, are making 
it difficult to attract investment to the 
creation of production systems with high 
added value.

small, accessible... and advantageOus

It is now much simpler for foreign 
investors to be classed as small 
businesses, and benefit from a plethora 
of exemptions as a result. In late July, 
the president of the Russian Federation 
Vladimir Putin removed the restrictions 
imposed on foreigners owning shares 
in small businesses – up until then, 
they were only entitled to own up to 
25 percent of small businesses, and if 
they took possession of more than this 
the business ceased to be regarded as 
a small business, along with the state 
exemptions and preferential treatment 
that go with it.

According to those behind the amendments, 
the restriction that was in place acted as 
a limiting factor on attracting investment 
into the Russian Federation.

Legislators did not stop there in their 
efforts to support and develop small 
businesses. At the end of July, the 
government approved a plan to increase 
the rate of growth in the economy, in which 
the issue of providing support for small 
businesses played a key role. The Ministry 
of Economic Development, which was 
behind the measures developed, proposed 
that lending be made more accessible by 

providing support to those banks which 
lent money to small businesses; and 
furthermore, that funds from the national 
wealth fund should be partially used to 
providing funding. Moreover, the Ministry 
of Economic Development is proposing 
to extend exemptions on insurance 
contributions for small businesses. And in 
order to support these business categories, 
the ministry deems it essential to set up 
a mechanism for expanding access for 
representatives of small and medium-sized 
businesses to cover state procurement.

an autOmObile market with a lOt Of pOtential

According to a study conducted by Boston 
Consulting (BCG), more cars will be sold 
in Russia than in Germany by 2020. In a 
few years’ time Russia will thus become 
the biggest player in Europe’s automobile 

market, selling over 4 million cars each 
year. At the moment there are roughly 290 
cars per 1000 head of population (with 
outdated models accounting for many of 
these), whereas in Europe there are 560 

cars for every 1000 residents, which points 
to the high potential for growth in Russia’s 
automobile market in the next few years. 
These were the conclusions unveiled today 
by experts from BCG.

For reference:

Under the Russian legislation, the special economic zone (abbreviated as SEZ) is a restricted area with a special legal status and 
financial incentives for investors from Russia and overseas. Companies residing in the SEZ can make use of the following tax breaks:

–  tax “holidays” — partial or full exemption for investors from having to pay taxes on their assets and property, VAT, etc.

–  partial or full exemption from import dues on semi-finished goods, raw materials etc. imported for use inside the zone;

–  partial or full exemption from export dues on products manufactured inside the zone;

–  investment subsidies, government exemption loans, reduced tariffs on utilities and rent costs for production facilities.

Boston Consulting bases its conclusions 
on forecast growth of roughly 6% a year in 
the Russia’s car market, with 4.4 million 
cars sold annually by 2020. Russia is going 
to have the biggest market in Europe for 
cars, and the fifth-biggest market in the 
world. Moreover, BCG’s experts point out 
that in 2020 Russia will not only be selling 
foreign-made cars: the government will 
be able to attract the world’s leading car 
manufacturers using its own production 
capabilities, and thanks to this more and 
more cars are going to be made in Russia. 
Thus far, significant investments have been 
made in Russian companies by foreign 
companies such as General Motors, Ford, 
Renault and Fiat.

statistics fOr the first six mOnths Of the year: 
the ministry Of ecOnOmic develOpment  

is cOunting On an imprOvement

The breakthrough from stagnation to 
growth has not yet taken place in the 
Russian economy, but the Ministry of 
Economic Development is hoping that 
June 2013 will see the end of the negative 
trend that has lasted for the entire first half 
of 2013, according to the deputy head of 
the Ministry Andrei Klepach. According 
to him, Russia’s GDP rose by 1.7% per 
annum in the first half of 2013. In June 
2013 Russia’s economy grew by 1.5% 
compared to last June, but there was a 
zero growth once seasonal and year-round 
aspects had been factored in.

According to Russia’s Ministry of 
Economic Development, in the 2nd 
quarter of 2013 Russia’s GDP rose by 
1.9% per annum. Mr. Klepach pointed 
out that according to the Federal Service 
of State Statistics (Rosstat), the Russian 
economy grew by 1.6% per annum in the 
first quarter of 2013.

As the deputy minister explained, the 
growth in the Russian economy in June 
was characterized by an upward trend in 
consumer demand. Turnover from retail sales 
in June 2013 rose by 0.8%, taking account 
of the seasonal and year-round factor. Mr. 
Klepach noted that the growth in retail sales 
was slowing: whereas in the first quarter 
of 2013 it stood at 4% per annum, in the 
second quarter it had fallen to 3.5%. “Be that 
as it may, retail sales and consumer demand 
are still the driving force of our economy,” the 
deputy minister added.

June of this year was a disastrous month 
in terms of investment. According to 
Rosstat, investment in Russia’s main 
capital fell by 3.7% in June in comparison 
with June 2012, and by 2.4% taking into 
account the seasonal and year-round 
factors, according to the Ministry of 
Economic Development. “If we compare 
that to the first half of last year, it’s a fall 
of 1.4%,” Mr. Klepach points out. The 
reason for this was the sudden collapse 
in the construction sector in June. The 
Ministry of Economic Development 
remains optimistic, however, that the 
second half of the year will balance 
the situation out with regard to 
investment, and that there will be a 
positive outcome at the end of the year. 
The ministry forecast growth of 4.6% 
in this figure.

Moreover, the deputy minister said 
that in August 2013 the ministry would 
be adjusting its forecast for the flow of 
capital out of the Russian Federation 
in 2013, in favour of an increase. 
According to the current official 
forecast, capital outflow of 30 billion 
dollars is expected.

According to the expert, under the draft 
version of the forecast this figure may 
reach 50 billion dollars. “The draft version 
currently stipulates about 50 billion 
dollars,” he says. The deputy minister is 
nonetheless hoping to see slower capital 
outflow in the last part of 2013.

He notes that in June 2013, based on data 
regarding the balance of payments, capital 
inflow into the Russian Federation was 
recorded, but that does not mean that an 
upward trend has as yet been established. 
Mr. Klepach explained this as a standard 
effect related to the payment of dividends 
by Russian companies. In July, the deputy 
minister expects to see capital outflow from 
the Russian Federation.

Plant of the company Volkswagen in Kaluga, russia
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Sergei Sobyanin’s two and a half 
years in office have made a favourable 
impression on the vice president of 
“Fondservisbank” Valery Golev. “We 
mustn’t forget, though, that he hasn’t 

had nearly enough time in office for us 
to be able to draw conclusions on what 
he has achieved, or give an objective 
assessment. All the more so given that 
here in Russia, Moscow isn’t so much a 

city as a state within a state,” he adds. “As 
for the work he is doing to turn Moscow 
into an international financial centre, 
what you have to understand is that you 
don’t do that by putting up skyscrapers 
and keeping the streets clean, but by 
ensuring that the law is scrupulously 
upheld at all times. The City of London 
in the 19th century serves as a classic 
example. If Sergei Sobyanin manages to 
make sure that all the existing legislation 
is complied with, no additional measures 
will be needed in order to turn Moscow 
into an IFC.”

Sergey Kulikov, 
Economic Commentator f 

or Nezavisimaya Gazeta 
Еxclusively for Russian Survey 

an amnesty fOr russian business

In July the State Duma declared an 
economic amnesty - something that has 
never happened before in Russia’s history. 
Russia’s business ombudsman Boris Titov 
and those behind the amnesty estimate 
that as many as 100,000 people could 
stand to benefit, either by being released 
from prison, or seeing investigations into 
their activities, or charges against them, 
dropped. The chairman of the State 
Duma’s Committee on Civil, Criminal, 
Arbitrational and Procedural Legislation, 
Pavel Krasheninnikov, is less optimistic: 
he expects something in the region of 
10,000 businessmen to be affected.

On July 2, 2013, the State Duma 
approved the version of the economic 
amnesty introduced by the President, 
after three readings by a two thirds vote in 
the space of one day. It covers 27 articles 
of the Criminal Code, such as art. 146 
“Infringement of copyright and related 
rights”, and art. 194 “Avoiding customs 
payments”.

The creators of the amnesty had 
particularly high hopes regarding article 
159 “Fraud”. It had been dubbed a 
“rubber” statute because it entitles 
the law enforcement agencies to hold 

businessmen accountable under any 
pretext. But this statute did not make it 
onto the list. Only those accused under 
articles 159.1 “Fraud in the field of 
lending” and 159.4 “Fraud in the field of 
entrepreneurial activity” can look forward 
to an amnesty. These articles themselves 
only saw the light of day on January 1, 
2013, after six new sub-headings were 
drawn up under the general aegis of article 
159 “Fraud”. 

Naturally, the majority of those charged 
with fraud are charged under the main 
statute. And now, in order for the amnesty 

sObyanin, the king Of the rOad 

the capital’s mayOr is living up tO expectatiOns

In September, Muscovites will go to 
the polls to elect a mayor. When asked 
to assess the performance of Sergei 
Sobyanin, who is seeking to extend his 
time in office, most independent analysts 
in Russia are fairly generous in their praise 
of the city’s mayor. At a time when he has 
had a huge amount of administrative work 
to handle, along with all the problems that 
go with it, Mr. Sobyanin has managed to 
show himself in the best possible light 
within a relatively short space of time. 
Having said that, there are still a fair few 
problems that need dealing with – not 
least seeing through the idea of setting up 
an International Finance Centre (IFC).

Many experts agree that Mr Sobyanin 
has managed to make some headway 
with regard to the traffic jams that clog 
up Moscow – a problem which never 
seems to go away.

According to Timur Nigmatullin, an analyst 
from the Investkafe agency, Sobyanin 
definitely deserves credit for arranging 
separate lanes for public transport on major 
highways. “There are plans to make sure 
80% of Moscow roads have these lanes by 
the end of 2013,” the expert continues. “To 
date 158 km of roads with special lanes for 
public transport have been opened.”

According to data published by the 
Moscow government, the average speed of 
public transport increased by 7.3%, whilst 
passenger numbers were up 23.2%.

Mr. Nigmatullin also points to the 
significant fact that there has been a 
sharp increase in the pace of construction 
work on the Moscow metro. “At present 
there are 313 km of lines, and 188 
stations,” he informs us. “But the 
Moscow government plans to construct 
64 more stations and 137 km of track 
by 2020. According to data from the 
Moscow government, the current pace of 
construction on the metro has overtaken 
the records set under the Soviet Union. 
Whereas 13 km of track were constructed 
in 2011 and 2012, in 2013 alone 14 km 
of track will be laid down.”

Sergei Sobyanin can also be credited 
with refurbishing the city’s parks, 
constructing parking areas in residential 
areas, installing cycle lanes, and working 
on infrastructure projects on the Moscow 
Ring-Road (MKAD) and the major 
highways.

“On a separate note it’s worth pointing 
out that during Sobyanin’s time in office, 
unemployment in Moscow has fallen 

dramatically,” Nigmatullin adds. “In 
2012 it stood at just 0.44%. Whereas in 
early 2010 it was at around 0.93%.

As for the idea of the IFC, it is under threat 
for several reasons. And this is through no 
fault of the mayor, but for objective reasons, 
and it is down to the federal government to 
deal with these problems.”

For her part, Daria Zhelannova, a senior 
analyst at Alpari, feels that the outlook 
is somewhat brighter, and points out 
that in recent years Russia has got much 
closer to its goal of creating the IFC. 
“During his time in office, Sobyanin has 
set himself a whole range of tasks which 
are going to help Moscow achieve a new 
status,” she says. “Firstly, he played an 
active role in the bail-out of the Bank of 
Moscow, which meant that we were able 
to save the city’s budget and maintain the 
flow of funding, thus avoiding panic. And 
let’s not forget that at the outset, VTB 
was fairly sceptical about the deal to buy 
out the bank.” Secondly, she points out 
that a range of measures have been taken 
to ease the capital’s travel problems.

And in her opinion the IFC is certainly a 
realistic idea. “There is still a long way to 
go, of course, but it’s clear that progress 
has been made: on February 15-16, 2013 
Moscow hosted a meeting of finance 
ministers and the heads of the central 
banks of the G20, as part of Russia’s 
chairmanship of the world’s most 
influential international organization,” 
Zhelannova adds. “I would add that 
Moscow is already a financial centre for 
the CIS. So this task is the one that will 
be solved, as well.”

Mayor of Moscow sergey sobyanin

reference:

Founded in 1995 as the joint-stock commercial “Moscow Municipal Bank – Bank 
of Moscow”.

In April 2010, Yuri Luzhkov, who was mayor at the time, signed an order that the 
bank should be supported using funds from the city budget. According to this order, 
7.5 billion roubles had to be set aside from the capital’s budget for 2010.

In early April 2011, 20.32% of shares of the bank belonged to Andrei Borodin and 
Lev Alaluev. According to media reports, when Borodin, who had been the Bank’s 
president, left, more than half of the bank’s portfolio of loans consisted of loans issued 
to companies in which Borodin had an interest. The total amount of lending by the 
bank to companies linked to Borodin exceeded the bank’s own capital.

if sergei sobyanin manages to make sure  
that all the existing legislation is complied with,  

no additional measures will be needed in order  
to set up the ifc
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to adopt a different mindset. He points 
out that judges “won’t be punished or 
even get a talking to” for handing out 
tougher sentences. Whereas lighter 
sentences are bound to provoke suspicion 
of corruption. 

The number of cases brought against 
members of the business community 
first began to increase sharply in 2005. 

In the space of two years, the number 
of financial crimes was up by a quarter. 
“In the YUKOS affair, a large number of 
illegal practices were tested out, which 
were then extended throughout the 
country and used as precedents by the law 
enforcement agencies,” asserts Tamara 
Morshchakova, a former judge in the 
Constitutional Court. 

It was then that calls first began to be 
made for an amnesty on those charged 
with financial crimes. But at a meeting 
with Vladimir Putin, who was then 

Prime Minister, Sergei Borisov, the 
head of the public association of small 
and medium-sized businesses “Russia’s 
Supports”, suggested instituting a 
business ombudsman. Russia got its 
business ombudsman in June 2012. The 
first person to be appointed to the post 
was Boris Titov, head of the organization 
for medium-sized businesses, “Business 
Russia”.

Almost his first suggestion after his 
appointment was to hold an amnesty 
for those charged with financial crimes. 
Although under the Constitution amnesties 
are declared by the State Duma, there can 
be no doubt the decision was taken at the 
very top - in the Kremlin. On May 23, 
Putin personally rejected the first version of 
the amnesty proposed by Titov, describing 
it as “undercooked”. But on June 21, at 
the economic forum in St Petersburg, the 
president announced that he supported 
a truncated version of the amnesty. This 
caught even Titov by surprise, as he 

admitted to the press. The new version 
had been reduced in size by almost half: 
there were initially 52 statutes in Titov’s 
draft law. A week later, a draft order on the 
declaration of an amnesty was taken before 
parliament on behalf of the president for 
the first time. 

During discussions in the State Duma, 
the order on the declaration of an amnesty 
was beefed up a little more: several 
articles from the Criminal Code, which 
the amnesty initially extended to cover, 
were removed from it. 

The initial results of the amnesty are 
less than impressive. In the space of 
a month, 29 businessmen have been 
released from jail, 61 have had the 
charges against them dropped and 10 
have had suspended sentences or other 
types of sentence dropped. The business 
ombudsman had been expecting around 
5000 to 6000 people to be released from 
prison. 

Andrei Susarov 
correspondent from 

Finmarket Informational Agency,  
Exclusively for Russian Survey

to take effect on them, they will be 
required to go to court to have their cases 
reallocated. That will be far from easy: 
in the first month, only 8 entrepreneurs 
managed to achieve this. The amnesty will 
last six months.

the first month of the 
amnesty saw 8 people 
released from prison

Only those facing their first criminal 
charge are entitled to take advantage of 
the amnesty. It does not extend to those 
who have committed a violent crime or 

threatened to do so. A mandatory condition 
of the amnesty is that damages are paid. 
According to data from the office of the 
ombudsman for business, businessmen 
under investigation have paid out 43 mln 
rub. in compensation ($1.3 mln).

None of those in prison as a result of 
prominent cases, considered by many to be 
political, come under the amnesty: neither 
Mikhail Khodorkovsky, nor Platon Lebedev. 
They were charged under different articles.

The struggle with  
the business world

For a country which first set about 
constructing a market economy just 
21 years ago, the task of narrowing the 
scope of criminal legislation as part of 
the regulating of business activity is 
extremely topical. The transition to a 
market economy began at a time when 
almost all business activity was banned. 
Up until 1993 there had been a statute 
which forbade citizens from engaging 
in operations involving foreign currency 
without going through the state banks. 
Under the Soviet Union, the maximum 
sentence for this crime was the death 

penalty. The first amnesty, which was 
termed a political and financial amnesty, 
was declared in early 1994 by the State 
Duma, which had just undergone a rebirth. 
But the key changes to the financial and 
criminal legislation came later. 

The fact that the changes to Soviet 
legislation could not keep pace with the 
growth in market relations, and often got 
in their way, was not so much the issue. 
To this day, a negative attitude towards 
businessmen persists in the public 
consciousness, reinforcing and unofficially 
justifying a repressive attitude to them on 
the part of the law enforcement agencies. 
So when the law enforcement agencies 
find themselves unable to bring charges 
under one statute, they immediately hit 
upon another one. 

Russian business itself has learned to 
use the repressive approach of the law 
enforcement agencies as a weapon in the 
struggle to beat off the competition

Support for the amnesty is by no 
means unanimous among the public. 
According to a survey conducted by the 
Levada Centre, just 7% of Russians 
are “categorically” in favour of it, with 
another 25% “somewhat” in favour; 47% 
said they were against it. 73% of those 
questioned were of the opinion that it was 
not possible to make millions in Russia 
without being dishonest. According to 
another social survey centre, VTsIOM, 
33% of Russians were prepared to back 
the amnesty for businessmen, while 36% 
were against it.

en route to an amnesty

During Dmitry Medvedev’s presidency, 
sentences for financial crimes were 
made much more lenient. Specifically, 
a ban was brought in on arresting those 
accused under business statutes, the 
sentences for financial crimes were cut 
drastically, and courts were allowed to 
give sentences below the lower threshold. 

A person accused of financial crimes (or 
bribe-taking) for the first time was able 
to avoid a criminal sentence by paying 
full damages, plus five times that amount 
to the state as a penalty.

Admittedly, Russia’s General Prosecutor, 
Yuri Chaika, spoke out against this last 
measure just recently. He described it as 
an ineffective piece of legislation: of the 
19 billion roubles ($0.6 billion) worth of 
fines imposed by the courts for two years, 
only 19 million roubles ($0.6 million) 
were actually paid into the budget. And 
he suggested getting rid of the measure.

In late 2011, representatives of the 
business community demanded that 
the state bring an end to its repressive 
approach to regulating business and 

narrow the scope of criminal legislation 
in the financial sector. Back then, the 
experts put together a report which 
stated that for ten years from 2000 to 
2009, 14.87% of business owners had 
been brought to account to face criminal 
charges. Roughly 70,000 criminal cases 
were brought each year in the financial 
sector. Per head of the population, this 
was three times greater even than in 
Kazakhstan. In two thirds of cases, 
the business against whose owner a 
criminal case was brought eventually 
went bankrupt. 

According to data from the former 
deputy chairman of the Supreme Court 
Vladimir Radchenko, there were 100,000 
businessmen and women behind bars at 
that time. Of these, 21% had been in 
business for less than 10 years; 47% 
had been in business for between 10 and 
20 years; and 32% had been in business 
for between 20 and 26 years. 

Mikhail Fedotov, chairman of the 
President’s Council on the Development 
of Civil Society and Human Rights and an 
advisor to the head of state, is convinced 
that the law enforcement agencies need 

MAin MAin

“The amnesty is a sensible move, which gives an indication of the state’s attitude to 
business in general. The amnesty covers accused who do not pose a threat to the life 
or health of other people, and have not caused particular harm to the state, or have 
compensated the state for any harm they have caused. In many cases they have also lost 
their business, and their means of providing for themselves and their families.

We have seen quite a few positive changes to our legislation in the last few years. We now 
have the institution of the business ombudsman, to whom entrepreneurs can appeal 
when their rights have been violated. There is far more public accountability. A huge 
number of irregularities in the actions of civil servants has been revealed, and cases 
brought. I think we will continue to see such changes.

For example, in the Criminal Code there is a statute “Hindering legitimate 
entrepreneurial activity”, under which not a single case has been brought. It is aimed 
at those in positions of responsibility. There is a real need to bring a big case to set an 
example, and bring a civil servant to account, to show that the statute is back in play. We 
need to balance the rights and liability of businessmen and civil servants. Civil servants 
must take responsibility for everything they sign.

Will those entrepreneurs who are let off under the amnesty get back into business? 
Entrepreneurs are the kind of people who will always try to get their business going, 
come what may. It’s not right to generalize; they have all been through a lot in their 
various ways, but most of them can’t get along without generating various kinds of 
added value.”

Andrei shubin, director of the Centre for 
Analysis of Business Problems, “russia’s 
supports”

but it doesn’t end there. russian business itself has learned to use the 
repressive approach of the law enforcement agencies as a weapon in  

the struggle to beat off the competition. “80% of “entrepreneurial” cases 
have at their heart internal disputes between businesses. it is only at a later 
stage in the process that the law enforcement agencies get involved - either 

at  the request of one of the parties, or because they notice a conflict  
of some  kind - and start to make use of this conflict to suit their objectives,” 

boris titov, the ombudsman on business law, recently revealed in  
an interview he gave to the newspaper kommersant

in the yukOs affair, a large number of illegal 
practices were tested out, which were then 

extended throughout the country and used as 
precedents by the law enforcement agencies
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“This is the first amnesty specifically targeting financial crimes. Although past amnesties 
marking certain dates, such as the anniversary of victory in the Great Patriotic War, also 
touched upon financial statutes. 

Compared to what was proposed in the draft version initially put forward by the 
ombudsman for entrepreneurs’ rights Boris Titov, the amnesty has been somewhat 
truncated, and targets an extremely small number of people, who have either been 
charged or are being charged. But that’s no bad thing. It’s a compromise: from the 
state’s point of view it’s an act of forgiveness for those who have committed financial 
crimes. 

It would be impossible to wipe out their criminal responsibility under the financial 
statutes altogether. But pressing criminal charges must be the state’s last resort in 
response to any actions by guilty parties which may amount to violations of the law. In all 
such cases it must be established that such individuals had the premeditated intention 
(mens rea) to commit the crime, as an essential ingredient of it. 

The problem is that as a rule, the law enforcement agencies jump to the conclusion that a 
crime has been committed purely on the basis that there may have been an infringement 
of the law. The subjective element of the crime, the issue of whether or not there was a 
clear intention to commit a financial crime on the part of the person responsible for the 
infringement, is totally overlooked by the law enforcement agencies when they bring 
criminal cases.” 

“The amnesty sends an important signal not only to entrepreneurs, but also, to a far 
greater degree, to the law enforcement bodies. It is a signal that the President intends to 
change the way they operate. What comes next will be no less important: to what extent 
the law enforcement agencies become more pliable at the hands of business and society. 

The actual drafting of the amnesty: the form it took, the way it was discussed and altered, 
and truncated, and the fact that it is now on a totally different scale from that initially 
planned - that reflects the fact that this was a situation that needed to be looked at 
objectively, due to serious conflicts of interests between various factions within the elite 
in Russia. 

On the one hand there is business, on which the country’s economic growth depends. 
And we’re not talking about companies owned by oligarchs, but the second tier, which 
expanded throughout the 2000’s and can invest in Russia if the conditions are right. It is 
these companies that have come under the greatest pressure from the law enforcement 
agencies. On the other hand there are the men in epaulettes, who act not in the interests 
of society or the state, but in their own private interests.

We have yet to see any reshaping of the way the law enforcement agencies operate. It is 
still a closed system involving strong corporate traditions, and it doesn’t like putting its 
dirty washing out in public. Change will not be possible unless we clean up the system 
and get rid of those who are only working for their own interests.”

Andrei Yakovlev, director of the 
institute for the Analysis of Companies 
and Markets at the Higher school of 
economics 

Maksim Koshkin, lawyer and director of 
practice at the criminal law firm for the 
protection of business “Pepeliaev group”

investing in russian agriculture:  
where there’s a will there’s a way

r
ussia’s agrO-industrial cOmplex has always been a sOmewhat risky business: lOw 

levels Of prOfitability are exacerbated by lOsses brOught abOut by cOrruptiOn, 

and the sectOr bOasts very few qualified experts. but in spite Of these difficulties, 

experts predict that we are gOing tO see grOwing interest in russia’s agricultural 

industry nOw that the cOuntry has jOined the wtO and agreed tO play by the rules in 

fOrce arOund the wOrld.
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In August it will have been a year since 
Russia became a member of the World 
Trade Organization, after spending 18 
years striving to attain member status. 
Despite its long preparation period and 
the country’s strong desire to become 
a member of the WTO, only a handful of 
sectors have been able to derive a benefit 
thus far. The majority of the key sectors of 
Russia’s economy are faring badly and only 
seem to be getting worse, and the biggest 
victim turned out to be agriculture, in 
which the constraints were removed in one 
go, rather than gradually.

It must be said that the level of state 
support for agricultural manufacturers is 
significantly lower than in Europe. Whereas 
in Europe it’s possible to get a loan at 3-4% 
interest, in Russia the interest rate is likely 
to be at least 15-16%. At present, most of 
the subsidies that people in the agricultural 
sector receive go towards covering their 
debts and paying their lease.

Almost every branch of the agricultural 
industry has felt the impact of the blow 
either directly or indirectly. Pig farming has 
suffered as a result of a reduction in tariffs 
to zero. Cheap import prices, which cannot 
now be limited by protective dues, have put a 
whole raft of businesses in central Russia – 
a key area for Russia’s pork industry – 
under threat.

The dairy sector has been affected almost as 
badly: imports of butter have risen by 80%, 
cheese and tvorog – by 8%, and milk – by 
14%. Russian manufacturers have lost a 
total of 20% of the dairy products market, 
and their profits have fallen by 10% by 

comparison with 2012. According to experts 
from the National Union of Milk Producers, 
‘Soyuzmoloko’, milk production fell by more 
than 10-15%.

Russia had been so eager to join the WTO, 
but turned out to be completely unprepared 
for the opening of its borders to imports. 
Government-approved programs have been 
set up to train 400 WTO experts a year. That 
is not nearly enough: when China joined 
the organization, it already boasted 25,000 
experts, including 6000 lawyers.

why did russia need 
to join the wtO? 

that is the question 
still bothering both 
consumers and the 
companies on the 

market

Loans and leases: the pillars  
of the agricultural industry

Prior to Russia’s membership of the WTO, 
a sufficient flow of funding was ensured 
by state support, under the agriculture 
development program. Mikhail Losev, 
the deputy director of the Department 
of Economics and State Support for the 
Agro-industrial Complex, at the Ministry 
of Agriculture, told RS that at the end 

of 2012 the total amount of investment 
in the sector stood at over 1.8 trillion 
roubles. For every rouble of state support 
in the form of investment loans, there 
were over 5 roubles of private investment 
in main capital. The biggest flow of 
investment was seen in the first year of the 
state program’s implementation, in 2008: 
11 roubles of investment for every rouble 
from the state.

Loans and leases also played their part. 
In the space of 5 years, Rosselkhozbank 
provided 667 billion roubles-worth of 
loans for investment projects, while 
Sberbank provided over 503 billion roubles 
for project financing. Rosagrolizing 
provided agricultural manufacturers with 
approximately 40,000 pieces of machinery, 
with a total value of over 65 billion 
roubles, and also supplied over 266,000 
animals for breeding, with a total value of 
approximately 16 billion roubles.

Be that as it may, the plan for the agricultural 
industry that was supplied by the government 
was left unfulfilled: in 5 years, the volume 
of agricultural production rose by 116.8% 
rather than 121.7% as stipulated by the 
plan, plant production rose by 114.6% rather 
than 115.9%, and animal breeding rose by 
114.9% (as opposed to 127.7%).

The fact that the targets were not met could 
be put down to “unfavourable weather 
conditions and a shortfall in financing for 
particular measures”. “There were years 
when the harvest was good and years when 
it was bad. In 2008, the grain harvest and 
the harvest of leguminous cultures reached 
the record level of 108 million tonnes, 

MArKeT BreAKDOwn MArKeT BreAKDOwn

whilst in 2010 only 61 million tonnes were 
collected, and in 2012 – 70.9 million 
tonnes,” Mr Losev explains.

Foreigners in russia’s 
agricultural industry:  
the odd ones out

“There aren’t all that many foreign 
investors in our agricultural industry,” 
asserts Evgeny Ivanov “There are 
practically none in the beet and sugar 
industry, for example.” The companies 
Cargill and ED&F Man Sugar were 
recently forced out of production entirely 
in Russia. Admittedly the former still has 
its glucose and treacle plant in Efremov, 
so they are still in the market for sugar 
alternatives and starch sugars (No.1 in 
this market). Moreover, a plethora of 
international traders have brought their 
sugar operations in Russia to a close, 
according to the expert. Only a handful 
remain, and they no longer have any 
sugar-related assets in Russia – all they 
have is their trade itself, a small office and 
a rented warehouse.

The French company Sucden acquired 
several sugar plants in Russia in the 
2000’s, and built three production areas 
covering 75,000 hectares, which provided 
approximately 30% processing capacity. 
According to the company’s financial 
director Gleb Tikhomirov, the company 
has already poured $60 million into the 
agricultural project, and now plans to 
invest $7 million a year. Tikhomirov cites 
the low cost of renting land as one of the 
advantages of working in Russia, whilst 
the drawbacks include the shortage of 

experts and the constant need to struggle 
against theft.

On the whole, food production is less 
attractive to foreign investors than 
food processing. But many processing 
companies are turning into de facto 
producers. The French company Bonduelle 
decided to construct a jam factory near 
Krasnodar, along the same lines as 
its factories in Hungary and Italy: the 
company purchases produce from the 
farmers, who supply sweetcorn and peas to 
the firm. But outsourcing of raw materials 
production has suffered a setback, despite 
the efforts that were put in over three 
years. The recommendations made by 
French technical experts were not put into 
effect, and imported machinery was not 
used for its intended purpose. Ultimately, 
Bonduelle had to alter its strategy and rent 
over 3000 hectares in order to grow its own 
vegetables.

food production is less 
attractive to foreign 
investors than food 

processing

You can count the number of successful 
companies on the Russian market that 
have received foreign investment on 
the fingers of one hand. The company 
Russian Farms, which belongs to 
someone who, though born in Russia, is a 

US citizen – Andrei Danilenko – began 
to do business back in the mid-’90s, with 
small pilot projects involving the rearing 
of large, horned cattle and the planting 
of food crops and vegetables. It is now 
a business with a turnover of 1 billion 
roubles, with assets in the Belgorod and 
Moscow Regions and in the Stavropolsk 
Territory.

CECAB Group, one of Europe’s leading 
players in the production and processing 
of conserved and frozen vegetables, 
launched the firm “Conserves of Kuban” 
in the Krasnodar Region. The Danish 
company “DAN KUB” is implementing 
a project in the same place, involving the 
refurbishment of a pig farming complex to 
incorporate 2,600 sows, with a capacity of 
60,000 animals a year.

Incidentally, there aren’t many foreign 
investors in the meat industry either, 
particularly in pig farming. The high risks 
in the industry can be put down to African 
swine fever, an epidemic which first reared 
its ugly head in the country years ago and 
refuses to go away. Outbreaks of ASF 
among wild boar have now been recorded 
in 15 regions. The acting Director of the 
Veterinary Department at the Ministry 
of Agriculture, Svetlana Dresvyannikova, 
accounts for this by saying that private 
farms feature heavily in Russian pig 
farming. 33% of all pig farming takes 
place here, and the risks of contracting 
and passing on the virus are between 67 
and 100%, Dresvyannikova says that 
what further complicates the issue is the 
fact that there is as yet no cure for the 
disease. And in addition to swine fever, 

Plant of the company “Danone” in Chekhov District, Moscow region



R
U

SS
IA

N
 S

U
R
V
E
Y

   
|  

 S
e

p
te

m
b

er
 2

0
13

R
U

SSIA
N

 SU
R
V
E
Y

   |   S
e

p
tem

b
er 2

0
13

12 13MArKeT BreAKDOwn

there is also a need to battle against foot-
and-mouth disease.

The market that is most attractive to 
investors is the dairy market. It includes 
Nestle, Danone-Unimilk, Armann, Valio 
and Kampina. A supply system was set 
up in Russia in the early 2000’s, followed 
by food production. Admittedly, in the last 
few years some of these companies have 
implemented an aggressive policy, buying 
up existing farms rather than building new 
plants, something that has been frowned 
upon by local residents.

At the end of last year, as a result of an 
overall reduction in consumption, leading 
foreign companies have seen their share 
of the dairy and juice markets in Russia 
fall, but their market-share remains 
impressive. By way of example, Danone-
Unimilk’s share of dairy products fell from 
23% to 21.6%.

the dairy market holds 
the greatest appeal for 

investors

Alexander Korbut, vice-president of the 
Russian Grain Union: “In the field of grain 
production, there are relatively few foreign 
investors, but there are some.” “There 
are also farmers who have come in from 
other countries, foreign investors, and 
companies which have bought up bundles 
of shares from a range of processing 
companies and grain elevator companies, 
and are now increasing their capacity and 
their production of the produce for which 
demand is high.” In 2012, the Japanese 
company Mitsui & Co purchased 10% 
of the ‘Sodruzhestvo’ group, a minority 
share in which had been acquired by the 
World Bank’s International Financing 
Corporation (IFC). The daughter company 
of the Singaporean company Olam – 
“Outspan”, which obtained the core 
production facilities “Azov grain terminal” 
last year, was among the top three suppliers 
in terms of grain exports. The amount of 
grain exported in the current agricultural 
year stood at 1.33 million tonnes, or 9% of 
the total volume of supplies in Russia.

The share of foreign capital in the meat 
industry has been, and remains, very 
modest. No less than $20 billion has 
been put into poultry farming and pig 
farming in the last 10 years, but according 
to the National Meat Association, 
foreign investment in animal rearing 
and the meat industry accounts for no 
more than 4-5%. “Several years ago, 
foreign investors were more than happy 

to put resources into acquiring shares or 
constructing new venues in all three of 
the main sub-industries: poultry farming, 
pig farming, meat production from large 
horned cattle, and the meat processing 
industry,” according to Sergei Yushin, 
chairman of the board of the National Meat 
Association. “The investors also came from 
a wide range of countries: the USA, France, 
Brazil, Germany, Spain, Denmark, India, 
China, Thailand, Finland and several other 
countries.” In recent years, some investors, 
primarily Americans, have decided to cash 
in when they have reached maximum 
growth, and have sold their poultry farming 
assets – with considerable success, 
according to Yushina. Some people, such 
as the French, decided that the Russian 
market was not for them, and left for this 
reason. Others found that their business 
was coming up against real difficulties, and 
cancelled the projects they were working 
on. But as the expert says, there have also 
been those who believe in long-term future 
growth and have even stepped up their 
investment, despite current losses and the 
lack of clarity after Russia joined the WTO 
and the Customs Union was set up.

The pluses and minuses  
of working in russia

Mr Korbut acknowledges that the scale 
of direct foreign investment is clearly 
insufficient to meet the needs of Russia’s 
agricultural sector, or to strengthen the 
country’s position in the global agricultural 
production market. One clear plus point 
is the active backing of the state, and its 
readiness to promote Russian products in 
the domestic markets.

Andrei Danilenko, the owner of Russian 
Farms and chairman of the Governing 
Board of the National Union of Milk 
Producers “Soyuzmoloko”, asserts that 
the milk market also has good potential 
for growth and is therefore attractive to 
investors. “The level of consumption of 
milk and dairy products in Russia currently 
stands at around 250 kg a year per head 
of the population, and could grow by 
300-330 kg over the next few years,” 
claims the expert.

A factor which could limit growth in foreign 
investment, as he sees it, is the shortfall in 
raw materials, i.e. the deficit in the supply of 
untreated milk to the market. The situation 
has been exacerbated in the last year as a 
result of the drought, Russia’s admittance 
to the WTO and the altered terms of 
support for the sector from the state. As 
a result, untreated milk production fell by 
5%, and imports rose. Investors decided 
not to invest in the sector due to the high 
risks and the extended period of time 
required to make projects profitable: over 
15 years. And unfortunately the problem 

with raw materials may in the long-run 
impact negatively on the investment appeal 
of the milk industry.

Alexander Korbut highlights the lack 
of development in the institutional 
environment as the main drawback in the 
grain sector. The lack of regulation of land 
ownership disputes, and the lack of clarity 
in administrative procedures, also have a 
role to play. “These are drawbacks for any 
investment in Russian agriculture, not just 
in the grain sector,” the expert explains. 
The specific nature of the problem is 
that there is a lack of transparency in the 
state’s policy with regard to agro-industrial 
exports, and for foreign investors, that is 
something they look for: being able to sell 
produce in global markets that are clear 
and transparent. Incidentally, in 2012-
2013 the state indicated to the market that 
it would not interfere in regulating grain 
exports without good reason – and that is 
a positive “message” both for the market 
and for investors.

The meat sector is not popular among 
investors either. Firstly, there are plenty 
of countries where meat production makes 
greater economic sense, countries with 
clear competitive advantages in the shape 
of a modern production-processing-
distribution chain. “Everyone has heard 
about the plans of Chinese pork producers to 
buy up the American company Smithfield, 
the world’s biggest meat producer,” 
says Sergei Yushin, the chairman of the 
board of the National Meat Association. 
“The Brazilians, particularly JBS, have 
been buying up shares in beef production 
practically throughout the whole world. 
American companies have entered the EU 
market with varying degrees of success.”

An important factor has been the shortfall 
in local, qualified staff, the expert notes. 
The unfavourable situation with regard to 
animal diseases is becoming an ever more 
significant factor in terms of the analysis 
of the potential for investment in animal 
rearing in this country. Moreover, Russia 
has very limited prospects with regard 
to bringing its production to external 
markets, and that has had a significant 
impact on future profitability.

The lack of developed infrastructure and 
the poor quality of the roads – all this 
puts the major foreign players off coming 
to Russia. Mr Yushin cites the advantages 
as well, however: the poor competition. 
A large amount of production still takes 
place at relatively outdated firms, at 
times in violation of legislation regarding 
protection of the environment and of 
animals. High-tech companies are getting 
ahead of the competition from the outset, 
they certainly have good prospects due to 
the combination of lightweight goods and 

dangerous production techniques. And we 
are talking about hundreds of thousands, if 
not millions of tonnes a year.

institutional problems  
at the Ministry of Agriculture

Mikhail Losev from the Ministry of 
Agriculture highlights seven key problems 
in Russia’s agriculture industry. Firstly, 
the sector does not have sufficiently stable 
financing, due to market instability, price 
fluctuations and the shortfall in private 
investment. Secondly, manufacturers of 
agricultural products have limited access 
to sales markets. The infrastructure is 
outdated, and with each passing day 
the monopoly enjoyed by the major 
retail networks grows stronger. Thirdly, 
agriculture has fallen off the pace from the 
technical and technological standpoint, 
due to the manufacturers not having 
enough profits at their disposal with 
which to carry out modernization. We are 
therefore seeing stagnation in machine-
building for agriculture, and in the food 
production industry.

The fourth point is that the pace of social 
development is slower in agricultural 
areas. The fifth point is that there is a 
shortage of qualified workforces in all the 
agricultural production and processing 
branches within the sector. The sixth 
point is that practically all beef in Russia 
comes from milk-producing herds, which 

require high production costs, and food 
costs are twice as high as normal. The 
seventh point is that there is practically 
no system of land-improvement works 
whatsoever. Essentially, that means 
that Russia has to build everything from 
scratch, and even to train its own experts.

“The problem boils down to the relatively 
high risks and the low profit levels,” 
according to Mr Ivanov. The picture is 
made more complex by the agricultural 
industry’s high dependency on state 
regulation (especially with regard to 
sugar, rice and meat) – dues, quotas 
and subsidies, which often change, plus a 
customs regime that is far from watertight 
for many products – it is hard to forecast 
profitability or how long it will take to 
get a return on long-term investment 
projects. Sometimes, those investing in 
the agricultural industry therefore opt for 
Ukraine rather than Russia, despite higher 
levels of corruption, the expert adds.

The greatest drawback, Mr Losev 
concludes, is the sector’s low level of 
profitability. Agricultural producers have 
grown used to hiking up their results for 
lending organizations. But if we look at the 
proportion of agricultural organizations 
that attract investment loans each year, 
it’s around 20%. At the same time, the 
number of agricultural organizations that 
are profitable has increased over the last 
five years by only 2%, reaching 80%.

Ultimately, without subsidies, agriculture 
proved to be unprofitable in 3 of the 5 years 
between 2008-2012. In 2012, profitability 
in Russia stood at 4.8% on average in 
Russia, and taking the subsidies into 
account it rose by an average of 14.6%. 
To make the sector more attractive, 
and ensure that it remains attractive, 
profitability must reach 25-35% 
regardless of the direction of production 
and the investment project, but for the 
time being this does not even come into 
the equation.

Tomorrow will be a brighter day

Mikhail Losev asserts that the Ministry 
has decided to attract investors to the 
sector by stimulating not only the 
production of raw materials, but of a high-
quality end product, and by focusing less 
on providing subsidies (on which 70% of 
resources were spent under the old State 
program) and more on direct payments 
to the producers of agricultural products 
(subsidies per hectare of arable land, 
per kilo of milk produced). Moreover, 
the Ministry of Agriculture promises to 
pay more attention to structural issues 
within the sector and to put resources into 
developing the territory’s infrastructure 
and bringing in innovations.

Subsidies have been promised for the 
dairy sector, which has been in an 
ever worsening condition. According 
to Vladimir Labinov, the Director of 
the Department of animal rearing and 
breeding at the Ministry of Agriculture, 
they will only be given to producers of 
finest quality milk. The state programme 
will see the state subsidizing interest 
on loans, financing programs aimed 
at developing animal rearing for dairy 
products, and reimbursing insurance 
costs, up until 2020.

“Once Russia entered the WTO, Russian 
producers began to pay more attention to 
the quality of their products, because at 
present that is the main advantage that 
Russian products have over their rivals,” 
asserts the General Director of the 
Institute of Agricultural Marketing, Elena 
Turina. “Russian consumers are paying 
more and more attention to content, 
freshness and the quality of the product. 
This has even enabled them to increase 
sales to Russian producers.”

russian agriculture  
has its plus points, 

including low levels  
of competition

MArKeT BreAKDOwn
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“Before we entered the WTO, it was 
often said that our companies were afraid 
of competition,” explains the deputy 
speaker of the Union of Federations, Ilyas 
Umakhanov. “It is not the competition 
that scares them, but the lack of a level 
playing field. We simply can’t provide 
them with exactly the same amount of 
sunshine and humidity that they have in 
Holland, so we have to find other ways of 
evening things up.”

Evgeny Ivanov from the Institute of 
Market Studies for the Agricultural 
Industry is determined to be upbeat. 
“Russia’s admittance to the WTO and its 
probable admittance to the Organization 
of Economic Cooperation and 
Development gives us cause to hope that 
we will see greater interest in Russia: the 
country will begin to play by the rules in 
effect throughout the world.” “In addition 
to that, the rebalancing of state support 

for agriculture in accordance with the 
WTO’s rules, will mean that different 
conditions will be in effect as early as 
2014-2015.”

Maria Zhebit, 
IA Interfax Correspondent 

Exclusively for Russian Survey

dOmestic and cOmmunal services in russia. 
grOwth in the sectOr is being hindered by 

cOrruptiOn and depreciatiOn in the majOr funds 

Domestic and communal services is an 
area that has shown stability in terms 
of demand for services, and whilst this 
is important to investors, it does not 
amount to a guarantee that they will make 
a return on their investment. In order for 
good returns on investment to be made 
in the sector, cost savings must be made 
in the use of infrastructure. This means 
that equipment and networks must be 
modernized, within the fixed maximum 
rate. In Russia there is yet another 
problem, in addition to those mentioned 

above: high levels of corruption, which 
the authorities have as yet been unable 
to overcome. On the one hand, investors 
certainly have their place in the sector, but, 
on the other hand, the right conditions for 
investment have yet to be put in place.

A series of significant amendments have 
been made over the last two years to 
the plan of action, approved by the RF 
government in 2011, to attract private 
investment in the domestic and communal 
utilities market, but doubts remain as to 

whether the end result will actually be 
achieved.  

This is the view of Mikhail Mamaev, the 
General Director of the Financial Scientific 
and Innovation Institute for Economic and 
Legal Studies, at the Financial University 
under the RF government, and the long-
term rates proposed in the plan in order to 
ensure stability are fixed, and inflation won’t 
be going anywhere. Maintenance costs for 
infrastructure, in addition to modernization 
costs, are on the rise, in addition to prices for 
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the relevant materials and services. Moreover, 
the low level of collection rates for payments for 
domestic and communal services, particularly 
in the regions.   

“Investors will be fully dependent on civil 
servants, primarily when economically 
justifiable costs are determined, and for that 
reason illegal, corrupt payments will become 
an integral part of expenses. As a result, 
competition in the sector is unfair, and is 
characterized by the lack of a level playing 
field for companies attempting to break into 
the market for these services, and this is 
leading to a spike in prices,” Mr Mamaev 
suggests. “Moreover, civil servants from local 
authorities will be able to transfer liability for 
accidents and other unforeseen situations to 
the private sector.”  

Given that it takes at least 10-15 years to 
secure a return on investment in the domestic 
and communal services market, and that the 
government’s plan of action stipulates a period 
of at least 3 years for fixing rates, decisions on 
whether or not to invest will be strongly affected 
by the lack of clarity about the rules of the 
game further down the line, as set by the state. 
Experience over the last few years, particularly 
in the field of electricity, points to the fact that 
these rules are not going to change in favour of 
investors. Long-term financing of investment 
projects in the domestic and communal 
services sector is possible in Russia only if 
the state gets involved, taking account of the 
fact that depreciation in the main funds is over 
60% according to experts.  

Encouraging private companies to enter this 
market now using administrative funds, usually 
described as “quasi-market” relations, would 
not be viable in the long run. Private ownership 
can be effective, but not when the private 
company’s income is subject to state regulation 
by means of rates - not in the conditions that 
apply in Russia, at least. The privatization of 
the electricity network, and specifically the 
energy sales complex, showed this to be the 
case. Given the lack of clarity regarding the 
future rate, which depends first and foremost on 
political conjecture (and on whether promises 
made during the election campaign are kept), 
the private sector will seek a guarantee that the 
funds at its disposal can be safeguarded, inter 
alia by putting them towards modernization 
rather than investing them.

Management of domestic and communal 
services facilities must therefore be in private 
hands, whilst the facilities themselves should 
be held by municipal authorities. 

According to Mikhail Mamaev, it would make 
sense to allow unallocated state funds to be 
put towards modernization of equipment 
and communications in the field of domestic 
and communal services. The most suitable 
resource would be the RF Pension Fund, 
with the relevant legislative base created, 
including by means of specially created funds, 
and subsidies in the form of reduced interest 
rates for long-term bank loans in the field of 
domestic and communal services.    

the entire sector seems 
to suffer from a total lack 
of transparency, and, to 
an even greater extent, 

corruption

Cheap and long-term loans can also be 
provided by means of attracting cheap, long-
term loans by issuing special long-term bonds, 
guaranteed by municipal authorities. Banks 
that are partially state-owned could act as the 
customers for such bonds, which would mean 
they were effectively investing in the field of 
domestic and communal services. 

Daria Pichugina, an analyst at the Investkafe 
agency, also notes that the sector’s main 
problem is the depreciation of its primary funds. 
“Many buildings in Russia are in need of major 
repairs, while piping and sewage systems are 
also in a sorry state,” she maintains.  “The 
whole system is ineffecient, there aren’t enough 
people employed in it, and moreover the sector 
is seen as one of the most corrupt in Russia.” 

Narek Avakyan, an analyst from the financial 
company “AForex” also highlights the problem 
of corruption.  

“I consider this sector to be one of the most 
inefficient in the entire Russian economy. 
With the exception of electric energy, the 
whole sector seems to suffer from a total lack 
of transparency, and, to an even greater extent, 

corruption, to be frank,” the expert warns.  
“In many ways it is a closed system, and it is 
not very welcoming to investors: only about 
25% of companies in the sector are public 
companies, or at least make their reports 
public. At the moment I can’t personally see 
any particular trends or tendencies in this 
sector, because there is simply no growth at 
all.  There are a number of reasons for this. 
Firstly, there’s no competition: paradoxical as 
it may seem, it would be fatal for this sector 
to have a large accumulation of unsupervised 
companies, because it is an industry based on 
infrastructure, and you can’t just open up an 
electric power station somewhere as you would 
a supermarket - it’s a much more complex and 
costly process. Secondly, for this reason local 
monopolies are effectively being formed, which 
are only partially regulated. That’s precisely 
why the so-called rate system for pricing of 
companies’ services in this sector is in place. 
And this system is also extremely inefficient, 
because not only are rates for domestic and 
communal services growing at more than 
twice the rate of inflation, but there are fewer 
and fewer incentives for the providers of 
these services themselves to break into sales 
markets, and increase output and efficiency, 
because they already face a guaranteed annual  
increase of 15% on rates. Given that communal 
services are socially significant, there is no 
price elasticity of demand (i.e. demand has no 
direct correlation with pricing).”  

In other words, Mr Avakyan adds, the cash 
flows of communal services companies are 
increasing by 15% year on year, without any 
efforts being made to improve efficiency from 
their side.  “In future, I think this sector is going 
to be reformed, and it may be that a single 
communications company will be set up, in 
the form of a natural monopoly. And that would 
be the best solution, because it would make it 
much easier to regulate the rate policy, whilst 
simultaneously targeting inflation”, he adds.

There are some serious problems with rates, 
too - the manner in which they are determined 
is far from transparent. 

Sergey Kulikov, 
Economic Commentator  
for Nezavisimaya Gazeta 

Еxclusively for Russian Survey 

MArKeT BreAKDOwn
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OutsOurcing services fOr russian  
and fOreign businesses

Much has been said about the advantages 
of outsourcing, and it is a service that can 
be of particular use for those just starting 
out in business. Many of the problems 
that arise when a business is getting 
going can be solved by good outsourcing. 
The audit company ICLC has provided 
outsourcing services for both Russian 
and foreign companies for over 10 years. 
ICLC provides the following services in 
this field:

Accountancy and tax returns:

• general accountancy services or 
accountancy for specific areas of activity, 
and the provision of accountancy (or 
financial) reports in accordance with the 
Russian Accounting Standards;

• accountancy and the provision of 
accountancy (or financial) reports 
in accordance with the International 
Standards for Financial Reporting;

• the supply of specific reports in 
accordance with the ISFR requirements;

• the provision of tax declarations for all 
taxes paid by organizations;

• the provision of accountancy (or 
financial) reports and tax declarations 

based on report registers compiled by 
the customer;

• management and the provision of 
internal (management or corporate) 
reporting for members/shareholders in 
the approved form. 

salary calculations:

• calculation of salaries for the customer’s 
employees, with payment dates and 
frequency set out by the customer;

• deduction of individual income tax and 
insurance contributions from payments 
made to employees;

• calculation of holiday pay and 
compensation for unused holiday;

• calculation of benefits, including 
payments for temporary inability to work 
and payments made to employees with 
children;

• calculation of holiday pay and 
other payments set out in the RF 
legislation when an employee leaves 
the company; 

• maintenance of registers recording 
salary payments and other payments to 
employees, and registers for tax deductions 
and dues on the payments stated;   

• provision of quarterly and annual 
reports on taxes and fees deducted from 
payments made to employees; 

• preparation of data about personalized 
reports to the RF Pension Fund.

Maintenance of workforce 
reports:

• preparation of human resources records 
and documentation;

• maintenance and storage of employment 
booklets for the staff of client companies;

• development of local regulatory 
acts, including the rules for internal 
distribution of labour, the provisions 
on employees’ personal data, mobile 
communication, business trips, trade 
secrets etc.;

• preparation of draft employment 
agreements;

• provision of documents at the request 
of staff regarding their activity (evidence 
of place of work, evidence of number of 
years in employment, etc.); 

• preparation of the other documents set 
out in the rules and practice of human 
resources operations. 

main changes in the law Of the russian 
federatiOn frOm may 13, 2013 tO august 2, 2013

1. information about alcohol 
supplies to be broadcast using 
telecommunications channels

On October 1, 2013, a new procedure 
for providing notification about the 
start of retail sales of alcohol in the 
Russian Federation will come into 
force. The notifications will need to be 
provided to Russia’s regulating body for 
alcohol, Rosalkogolregulirovaniye, by 
legal entities responsible for supplying 
particular lines of alcoholic drinks on 
RF territory, in the form of a digital 
document signed with an enhanced 
digital document signature, via 
telecommunications channels, including 
the “Unified portal for state and municipal 
services (and functions)”. Within 1 
business day of receiving notification, 
Rosalkogolregulirovaniye will send 
confirmation that it has received the 
notification to the organization, in digital 
format. The information about alcoholic 
products contained in the notification 
will then be entered into the register. 
The information contained in the register 

can be accessed on the official website of 
Rosalkogolregulirovaniye.

2. Preparations underway for the 
FiFA world Cup in 2018

A federal law has been signed on the 
planning and staging of the FIFA World 
Cup in the Russian Federation in 2018, 
regulating the planning and staging of 
the FIFA football world championships 
in Russia in 2018, and the FIFA 
Confederations Cup in 2017.

Specifically, the law regulates:

• rules governing entry into the Russian 
Federation and exit from the Russian 
Federation, and immigration records for 
foreign citizens and stateless individuals 
in connection with the planning and 
staging of the tournament;

• aspects of employment laws in the 
Russian Federation in connection with 
the planning and staging of the event;

• aspects of the provision of security 
in connection with the planning and 
staging of the championships;

• aspects of currency exchange and 
financial transactions in connection with 
the planning and staging of the event;

• aspects of the provision of public 
transport by road and rail during the 
championships;

• aspects of the protection and use of 
FIFA’s commercial rights in the event.
The federal law will come into force on 
the day of its official publication, with the 
exception of certain provisions which are 
due to come into force on a different date.

3. rF and UAe: agreement on 
the avoidance of double taxation 
ratified

sculpture related to 2018 FiFA world Cup, 
saransk
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An agreement has been ratified by Russia 
and the United Arab Emirates regarding the 
payment of income tax on investments by the 
states that are parties to the agreement, and 
their financial and investment institutions. The 
agreement was signed on December 7, 2011 
in Abu-Dhabi.

The agreement covers the tax on profits paid 
by organizations in Russia, and the corporation 
and income taxes which nominally exist in the 
UAE, including the provincial income taxes 
paid in each of the Emirates. The agreement 
is aimed at avoiding double taxation on passive 
income (income that stems from investments, 
loans and ownership of real estate).

4. rF and Mongolia. Agreement on 
temporary employment ratified

An agreement designed to provide effective 
regulation of the flow of migrant workers and 
achieve the optimum relationship between the 
number of workers, the fields in which they 
work and the nature of the workforce, and the 
socio-economic development of the parties 
and the provision of favourable conditions for 
the movement of the workforce around the 
states that are party to the agreement. The 
agreement stipulates that employees must 
have a work permit, issued in accordance with 
the legislation of the host country, in order to 
undertake paid work. If an employee is found 
to have carried out paid work, or is currently 
carrying out paid work, in addition to the work 
for which the work permit was issued, or to have 
moved to a different employer, this permit will 
be cancelled and the employee will be obliged 
to leave the host country within 15 days of the 
date their work permit is cancelled.

5. A simplified procedure for 
obtaining citizenship

Under the changes made to the law “On 
Citizenship in the Russian Federation”, 
those involved in the State programme for 
the support for voluntary relocation of ethnic 
Russians to the Russian Federation, as well 
as members of their families arriving in the 
Russian Federation with them, will be able 
to benefit from a simplified procedure for 
obtaining Russian citizenship, without the 
mandatory 5-year period of residency in Russia 
and without having to obtain a residency permit 
in the Russian Federation, and also without 
having to provide proof of a legitimate source of 
income, or having to confirm their ability in the 
Russian language.

Moreover, amendments have been made to the 
Federal Law “On the Rights of Foreign citizens 
in the Russian Federation”, concerning 
issues related to the cancellation of temporary 
residency permits or residency permits, issued 
to those taking part in the State programme 
and their family members. Specifically, these 
documents may be cancelled, if it is established, 
inter alia, that during the 5 years preceding 

their application for a temporary residency 
permit or residency permit, the aforementioned 
individuals were deported from the Russian 
Federation; provided falsified or misleading 
documents, or gave false information about 
themselves; or have been convicted of a grave 
or particularly grave crime in the Russian 
Federation for which their sentence has not yet 
been fully served or has not yet been cancelled.

6. Control over financial operations

In order to limit capital outflow from the 
Russian Federation, the list of currency-related 
operations subject to financial control has 
been expanded. Cross-border transfers of RF 

currency from one resident to another, and 
transfers of RF currency by a resident, from 
one account to an account opened outside 
the country, or from one of their accounts to 
another when both accounts were opened 
outside the Russian Federation, are now 
classed as currency-related operations.

7. education certificates with 
enhanced protection

By the Order of the Ministry of Education and 
Science of Russia on the approval of the form for 
certificates certifying documents from foreign 
states confirming level of education and/or 
qualifications on the territory of the Russian 
Federation, the form for certificates certifying 
documents from foreign states confirming level 
of education and qualifications on the territory 
of the Russian Federation was approved. The 
certificate is a form with category “A” protection 
against falsification, prepared in accordance 
with a common template.

8. Leaving the russian Federation at 
your own expense

Foreign citizens or stateless individuals who 
do not have a legal basis for residing in the 

Russian Federation and who have been ordered 
by a court order to return to their country of 
citizenship may now arrange their departure 
from the country voluntarily and at their own 
expense. Any costs incurred in connection 
with their departure are not categorized as cost 
obligations of the RF, but are covered using 
other sources, and the readmission procedure 
temporarily ceases to have effect.

A three-year ban is imposed on entering the 
RF in respect of foreign citizens and stateless 
individuals, who were sent to a foreign state 
as part of a readmission procedure, but with 
regard to whom the readmission procedure has 
been cancelled.

9. no work until you turn 18

Foreign citizens may only be employed in the 
Russian Federation if they have reached the 
age of 18. An exception to this rule is in place 
for cinemas, theatres, theatre and concert 
organizations, circuses and sportsmen and 
sportswomen aged under 18.

The RF Labour Code has also had an 
amendment introduced into it, under which the 
general regulations for negotiating employment 
contracts will not apply to contracts with foreign 
employees.

10. work and study

It has been stipulated that the employer 
and the customer benefiting from work (or 
services) are entitled to hire and employ 
foreign staff without permission to hire and 
employ foreign staff, if the foreign citizens 
are attending a course of study in the RF at a 
professional educational institution or a higher 
educational institution, for a main professional 
education programme which is accredited at 
state level.

LAw DiGesT

setting up a business in russia.  
where tO start?

t
O set up yOur Own business in russia, yOu must first register with the tax 

authOrities. this is sOmething yOu need tO dO regardless Of whether yOu intend 

tO carry Out yOur activity as an OrganiZatiOn Or On yOur Own. it is nOnetheless 

very impOrtant tO make the right decisiOn when it cOmes tO the fOrm yOur business is 

gOing tO take. as fOr the subtle nuances that need tO be taken intO accOunt - read On.
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individual entrepreneurs: is there 
any money in it?

Russian legislation provides potential 
entrepreneurs with two options when it 
comes to setting up their business. The 
first is to create a legal entity. The second 
is to start up as an individual entrepreneur. 
Let’s have a look at the pros and cons of 
each option.

The first, most obvious and 
unquestionable advantage of not setting 
up a legal entity (i.e. working as an 
individual entrepreneur, or IE for short) 
is that you are not required to establish 
share capital - i.e. the amount of initial 
investment in the business is reduced 
by at least 10,000 roubles. Secondly, 
individual entrepreneurs are not required 
to maintain accountancy records - a 
simple profit and loss book suffices, 
and this also helps to reduce costs. 
Moreover, entrepreneurs are not obliged 
to open bank accounts specifically for 
their activity - they can continue to use 
accounts they have opened in the past, 
as long as the agreement they have with 
their bank allows them to do so. Another 
advantage of setting up a business as 
an individual entrepreneur that must be 
mentioned is the vastly smaller amount 
of reporting that needs to be done to 
the various state bodies, compared with 
legal entities. The fifth advantage of 
operating as an IE is that in most cases 
the administrative penalties imposed 
on entrepreneurs, for breaches of the 
legislation, are significantly lower than 
those imposed on legal entities. And 
last but not least, it is much simpler to 
register as an entrepreneur than to set up 
a legal entity - the number of documents 
that need to be provided is far smaller. 
And the fees charged by the state are just 
800 RUR, as opposed to 4000 RUR for 
legal entities. 

But being an IE has its drawbacks, too. 
There aren’t many of them, but they 
mustn’t be taken lightly. The main one 
is probably the fact that entrepreneurs 
must assume responsibility with all their 
property, including property that is not 
part of their entrepreneurial activity, even 
if it was acquired before they registered 
as an entrepreneur. Another serious 
disadvantage of operating as an IE is 
that it rules you out of being able to carry 
out certain types of activity (e.g. retail 
sales of alcohol). And finally, the third 
drawback to setting up as an individual 
entrepreneur is that the legislative basis is 
seriously under-developed. Specifically, 
entrepreneurs often face situations 
when the legislation only applies to 
organizations, leaving entrepreneurs 
unable to apply them without going 
through the courts (e.g. the application 

of certain VAT exemptions, records of 
costs for income tax, etc.).

Legal entities: they come in all 
shapes and sizes

Experience shows that after weighing 
up the pros and cons set out above, new 
entrepreneurs often decide not to put all 
their property at risk, opting instead to set 
up their own firm. And it is then that the 
next major question arises: what form their 
organization should take precisely.

Russian legislation provides a fairly broad 
range of options. If we examine the relevant 
section of the RF Civil Code, we see that 
in terms of commercial activity it allows for 
administrative cooperatives and associations, 
manufacturing associations, and state, 
municipal or unitary enterprises. So what is 
the best solution? Let’s examine the issue.

Let’s start with the last ones mentioned 
above: SUEs and MUEs, as the names 
suggest, bear no relation to private 
business whatsoever. So let’s throw those 
ones out.

Next up are cooperatives. These, although 
suitable for private business, are so beset 
by difficulties in terms of setting them up 
and conducting activity that they have not 
become widely used in practice. We would 
not recommend them to entrepreneurs 
who are just starting out.

Administrative cooperatives and 
associations are catch-all terms for the 
following types of legal entities: full 
cooperatives, trust-based cooperatives, 
private limited companies, companies 
with additional limitations, and joint-
stock companies. Of these five forms, 
however, those best-suited to life have 
trumped the others in practice - just as 
in Darwin’s law of natural selection. And 
there are just two in that bracket: limited 
liability companies (LLCs) and joint-
stock companies (JSC). It is in these 
forms that most companies in Russia 
operate at present.

It is not hard to see why this has happened. 
The key thing is that neither at an LLC, nor 
at a JSC are the shareholders responsible 
for these associations’ liabilities, nor 
do they bear the risk of losses related to 

their activities - only to the value of the 
shares of portion of the company owned by 
them. Whereas at other forms of company 
and association, the situation is rather 
different.

Thus, shareholders at full cooperatives bear 
joint additional liability for their property, 
in accordance with the cooperative’s 
liabilities. At a trust-based cooperative, 
only the shareholders (full co-owners) 
carry out entrepreneurial activity on behalf 
of the cooperative, and are responsible for 
its obligations with all their property, whilst 
the other shareholders bear the risk of losses 
incurred as a result of the cooperative’s 
activity, up to a maximum of the amounts 
paid by them as contributions, but do not 
take part in the entrepreneurial activity. As 
for companies with additional liability, the 
shareholders are jointly liable, with their 
property, for the company’s obligations, to 
an identical amount with regard to the cost 
of shares determined by the association’s 
charter. That’s one side of the picture.

On the other hand, there is no compensation 
for bearing the risk, with their property, 
of the cooperative’s obligations, whilst 
members of cooperatives and companies 
with additional liability have no particular 
advantages over members of shareholders 
of LLCs or JSCs. So it turns out that LLCs 
and JSCs offer the ideal balance of risks 
and freedom to conduct activity.

Let’s take a more detailed look at these two 
forms. 

LLC or JsC?

So, in practice, anyone deciding to do 
business in Russia, after setting up their 
firm, needs to choose between these two 
types of company - an LLC or a JSC. And 
in order to make this choice, you have to 
have a clear understanding of the pluses 
and minuses.

A common feature of both LLCs and JSCs 
is that you need to have share capital 
which is divided up between the company’s 
shareholders. This share capital determines 
the minimum size of the company’s property, 
which acts as a guarantee for lenders. As 
you would expect, it falls on those who set 
up the organization to transfer the sums 
required to this share capital. Share capital 

in OUr OPiniOn

can be paid for either in cash or in property. 
It’s worth noting that this property is 
transferred to the organization, which then 
becomes its owner.

Another significant aspect regarding 
share capital is that any property received 
in exchange for payment of it does not 
necessarily need to be held for the duration 
of the organization’s operations. It can be 
sold, rented, recycled and so on. Equally, 
there is no need to keep the money that 
comes in to the share capital in a reserve 

bank account of any kind. Having said 
that, it’s important that the value of the 
company’s shares does not fall below that 
of its share capital. 

Share capital is not, therefore, capital or 
property in the original sense of these 
words, but something abstract, which 
determines, on the one hand, the amount 
of liability of the shareholders or members 
with regard to creditors and, on the other 
hand, the rights of these shareholders or 
members with regard to managing the 
business and receiving dividends and part 
of the company’s property in the event 
of insolvency. When the organization 
is being set up, however, this abstract 
concept has a very real quality to it: the 
founder (or founders) are obliged to hand 
over to the organization some form of 
property or money. 

Now for the differences. The most marked 
difference between a shareholder company 
and a limited liability company is in the way 
the rights that the shareholders have in the 
organization are established. Shareholders 
in joint-stock companies obtain bonds - 
shares. It is these bonds that determine 
their rights with regard to the organization 
(the right to take part in management, the 
right to receive dividends or property in the 
event of insolvency, etc.). Of course, the 
more shares a shareholder has, the more 
influence he or she can exert on the way the 
business is run. Russian legislation also 
allows for shares to be issued in a paperless 

form, i.e. the shareholders’ rights are 
certified not by a piece of paper, but by an 
entry in the relevant shareholder registers. 

Accordingly, choosing a JSC as the form 
your organization takes will mean you are 
required to record the share issue, register 
it, and maintain a log of shareholders 
(at small JSCs this can either be done 
without external help, or by outsourcing 
the task to a special organization). But in 
any event this all involves extra costs.

An advantage of having shares is that you 
are able to disposal of them freely and 
rapidly - shares can change owner several 
times a day - without needing to make 
any changes to the charter documents 
or to the state register of legal entities. 
It is sufficient to enter into an agreement 
and introduce relevant changes to the 
shareholder register.

Things are a little different when it 
comes to the proportion of share capital 
at companies with limited liability. In 
this case, no bonds are issued. The 
rights of the company’s shareholders are 
set out in the Unified State Register of 
Legal Entities - this reflects who owns 
what share, and how big their share is. 
Accordingly, if the shareholder decides to 
sell its shares or dispose of them in some 
other way, changes will need to be made 
to the official register. But that’s not the 
only difficulty that presents itself. Unlike 
share sale-and-purchase agreements, 
transactions aimed at transferring 
a portion or part of a portion of the 
company’s share capital are subject to 
mandatory notarial certification. In other 
words, you have to spend a bit of money 
in order to get your money.

Alexey Kraynev, 
Tax lawyer 

Exclusively for Russian Survey

in sUMMArY

LLCs have a more simple and 
transparent structure. All the 
information regarding its shareholders 
is contained in the state register. 
This significantly reduces the risk of 
disputes about whether a particular 
portion of share capital is owned by one 
individual or another. And the fact that 
transactions related to the transfer of 
the rights to a portion of share capital 
must go through notarial certification 
means that the risk of raids on the 
organization are greatly reduced. The 
flip-side of this is that there is a more 
complex procedure for disposing of 
your portion of capital, which costs 
time and money, and this makes it 
more difficult to obtain financing by 
selling your share.

In a shareholder company, by contrast, 
the simplicity with which shares can 
be disposed of enables you to attract 
capital quickly if necessary. But at the 
same time, the structure itself is less 
transparent. Moreover, the activity 
of JSCs is more complex from a 
legal point of view, and in most cases 
requires that a lawyer be brought in, to 
ensure everything is properly managed 
and documented: appointing new 
directors, holding AGMs, maintaining 
a register of shareholders and so on. 

in OUr OPiniOn

a common feature of both llcs and jscs is that 
you need to have share capital which is divided 

up between the company’s shareholders

accordingly, choosing a jsc as the form your 
organization takes will mean you are required to 
record the share issue, register it, and maintain a 

log of shareholders

at llcs and jscs, the shareholders are not 
responsible for these companies’ liabilities, nor 
do they bear the risk of losses related to their 
activities - only to the value of the shares of 

portion of the company owned by them
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in the land Of magnOlias,  
where the waves rOll in …

“there is nO mistaking this city: 

 its rOads all lead dOwn tO the sea. 

 fOr sOchi is cheerful and pretty, 

 its fOuntains sing Out merrily!”

O
n september 26-29, the xii internatiOnal investment fOrum will take place in 

sOchi. during the fOrum, a whOle range Of tOpical issues will be discussed: hOw 

cOuntries with trOubled investment climates can attract fOreign investment, 

the standards fOr attracting investment in the russian regiOns, the prOspects fOr 

grOwth in siberia and the far eastern regiOn, and, Of cOurse, with the winter Olympics 

Of 2014 just arOund the cOrner, issues related tO spOrt and tOurism.

dmitry medvedev, russia’s prime minister, will give a speech at the Opening Of the fOrum.

last year’s fOrum was attended by 7300 delegates frOm 55 russian regiOns and 40 fOreign 

states. 82 cOntracts, wOrth a cOmbined tOtal Of mOre than 50 billiOn rOubles, were 

signed at the xi fOrum by federal subjects Of the russian federatiOn and majOr cOmpanies. 

Sochi is a resort-city on the Black Sea 
Coast of the Western Caucuses, in Russia’s 
Krasnodar Region. Sochi is the biggest 
resort-city in Russia and Europe and a 
major economic centre on Russia’s Black 
Sea Coast. It is unofficially referred to as 
Russia’s summer capital, southern capital 
or resort capital. 

A brief history of sochi

The land that constitutes present-day 
Sochi was first settled over 100,000 years 
ago. Sochi played a hugely important role in 
ancient times. Evidence of this can be seen 
in the finds unearthed by archaeologists, 
who have found a large number of caves, 
dolmens, ancient tombs, ruins of temples 

and monasteries, stone monuments, traces 
of settlements, and burial grounds. 

It is thought that the first settlers came to 
Sochi from Asia Minor via the Colchis region 
some time between 400,000 and 350,000 
years ago, i.e. during the Early Acheulian 
Age. The most famous stone monument 
of the Stone Age, the Akhshtyrskaya Cave, 
was erected 250,000 years ago. 

In their time, these areas have seen plenty 
of people come and go, and a huge amount 
of history. The Black Sea Coast of the 
Caucasus was also colonised by the Greeks 
at one stage, and later by the Romans. After 
the Roman-Persian Wars, the Emperor 
Justinian managed to sign a pact in 562 

which saw the Western Caucasus come 
under the rule of the Roman Empire. This 
gave rise to the strong military and cultural 
influence that the Roman Empire had on 
the Black Sea Coast of the Caucasus.

Following the Russo-Turkish War of 1828-
1829, the area that is now present-day 
Sochi became part of the Russian Empire. 

The city of Sochi was founded on April 21, 
1838 as the Fort of Alexandria. During 
the Caucasian War, the following forts 
were also established in the area that is 
now present-day Sochi: the fort of the 
Holy Spirit (1837), which would later 
become the district of Adler, and the forts 
of Lazarevsky and Golovinsky (1839), 

which later became the settlements of 
Lazarevskoye and Golovinka. The purpose 
of reinforcing the area was to provide a 
bulwark against the slave trade and prevent 
illegal sales of weapons to people living in 
the mountains. 

A population shift began in these areas in 
1866. Settlements were formed in Sochi 
by Russians, Ukrainians, Belorussians, 
Armenians, Georgians, Greeks, Estonians, 
Moldovans and others. In the late 19th 
century and early 20th century, hotels, 
sanatoriums and country cottages began to 
be constructed in Sochi, whilst new roads 
were laid, parks and gardens were established 
and the first resort institutions were opened. 

The city first became known as Sochi in 1896. 
No-one can be sure of the precise origins of 
the name of Sochi, which sounds so strange 
to the Russian ear. According to the Turkish 
historian and geographer Evliya Çelebi, the 
city was named in honour of an Adygean tribe, 
the “Socha”, which had once lived in the area. 
As for the Roman chronicles, they refer to the 
inhabitants of the eastern coast of the Black 
Sea, the Sagidians, or the “sachi” in Latin. 

In the late 19th century and early 20th 
century, the fertile lands of the Black Sea 
Coast began to attract increasing numbers 
of industrial pioneers and entrepreneurs. 
By a decree dated May 23, 1896, the Black 
Sea District, which was part of the Kuban 
Region, was made part of the independent 

Black Sea Governorate. It was the smallest 
of Russia’s governorates (6887.5 sq. km). 

It was at that time - the late 19th and early 
20th centuries - that Sochi’s architectural 
image was formed, which boasted the 
particular features and diversity that were 
unique to the resort cities on the coast, and 
distinguished them from other provincial 
regions. The core principle of the approach 
to town planning during the construction 
work in Sochi was to aim to create a resort 
that would take the form of a garden-city. Its 
architecture was characterized by the sort of 
pavilion-shaped buildings commonly found in 
parks, in which the architects’ main goal was 
to achieve harmony between the architecture 
and the natural landscape. The parks were 
the particular pride of the resort-city of Sochi. 

Sochi’s climate and natural surroundings 
helped it to develop as a resort-city. In 
1900, the Minister of Land Allocation and 
State Property, A.S. Ermolov, transferred to 
Empress Maria, free of charge, a plot of land 
in the village of Uch-Dere, near Sochi, with 
an area of 54,800 dessiatins (the equivalent 
of 1.09 ha) for the construction of an 
institute for children with impaired vision. 

In the lower section of the city, according 
to the history of the resort of Sochi, 
students from the Sochi pre-school planted 
sycamores to mark the 300th anniversary 
of the Romanovs’ home and the 75th 
anniversary of the year Sochi was founded. 

Back then, nobody could have imagined 
that these huge sycamores would go on to 
embody the city. The Sycamore Alley is the 
pride of Sochi. In the upper part of the city 
the white-stone Cathedral of St Michael the 
Archangel - one of the first such temples 
in the south-eastern corner of the Western 
Caucasus’s Black Sea Coast - was erected. 
It was built in honour of St Michael the 
Archangel, the patron saint of the Russian 
army, and a real-life figure: the Great Prince 
Mikhail, the vicegerent to Tsar Alexander II 
in the Caucasus.

Large-scale construction of a resort in the 
city began after the revolution of 1917 and 
the civil war of 1918-1920. In 1934, the 
first general plan for the reconstruction 
of the city of Sochi was approved. 19 new 
sanatoriums were built in the city between 
1934 and 1939. Sochi became a key health 
resort for the whole of the Soviet Union. 

During the Great Patriotic War, hospitals 
were set up inside sanatoriums in Sochi, 
in which over 300,000 soldiers and officers 
were treated for war wounds.

A resort city...and that’s not all

Wherever there are mountains, you will 
also find myths and legends. Sochi is no 
exception. Every single summit seems to 
have its own special legend. A good place 
to start is at the Orlinye Skaly (Eagle 
Cliffs). We are all familiar with the legend 

OH, HOw sPACiOUs is MY nATiVe COUnTrY

The resort architecture: stone flowerpots
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of Prometheus, who brought fire to the 
people and was chained to the cliff-face by 
way of punishment. But not many people 
know that it was in Sochi that Titan was 
tortured by the eagles. In honour of this, 
a huge statue of Prometheus has been 
installed on top of the Eagle Cliffs, which 
people can take photos of. 
 This particular legend has a sequel, 
too. The story goes that a kind girl came 
along who took pity on Prometheus. Her 
name was Agura. One day, Agura could 
no longer bear the moans of Titan, who 
had been chained to the cliff-face, and 
she chased off the eagles pecking at his 
liver. The sovereign eagle was enraged, 
and ordered that Agura be thrown into 
the sea. The blood that was spilt turned 
into a river. To this day the beautiful River 
Agura flows through Sochi, and the Agura 
Falls are another of the area’s main tourist 
attractions. 
 Anyone who read fairy-tales in their 
childhood knows about live water. Sochi 
also has a source of live water, and its 
name is Matsesta. The legend has it that 
Matsesta was the name of a beautiful girl 
who, hoping to restore her parents to good 
health, set off to pay her respects to the 
Spirit of the mountains and convinced 
him to give the people a source of live 
water. Matsesta is now a huge health spa 
complex, visited by hundreds of people 
seeking to benefit from its cures each year. 
Matsesta is a source of unique sulphurous 
waters, and transformed Sochi into a site 
of pilgrimages for holidaymakers in need 
of the curative power of nature. 

The Matsesta Caves are considered 
unique: they are hydrothermal-caustic, 
i.e. they were formed by hot underground 
water. The sources of the waters in 
Sochi are situated in the mountains, in 
ecologically pure areas, characterized by 
therapeutically significant concentrations 
of boron, increased concentrations of 
fluorine and a host of biologically active 
elements, such as iodine, iron, bromine, 
silicon etc., which provide curative and 
prophylactic action for a broad range of 
medical conditions.

the city’s natural 
beauty is its biggest 

tourist attraction! 

If you feel like keeping cool on a hot day, 
the Yew and Boxwood Forest is well worth 
a visit. Here you’ll find over 60 species of 
trees and shrubs. 

The Yew and Boxwood Forest is a sort of 
living museum and a reservoir for relic 
plants, which has remained virtually 
unchanged since pre-historic times 
(around 30 million years ago). It has an 
area of 302 hectares. The forest boasts 
yew trees with berries (a coniferous tree 
which produces cone-berries rather than 
cones, also known as a red tree due to 
the colour of its wood) and ever-green 

boxwood trees, the wood of which sinks in 
water. Boxwood trees are also known as 
iron trees due to their density. 

The forest is part of the Caucasian State 
Natural Biosphere Reserve. The Caucasian 
Reserve is an incredibly rich source of 
bio-diversity, which is unparalleled in 
Russia. It serves as an international 
model, as an area of untouched natural 
beauty, which has preserved its original 
landscapes with their unique flora and 
fauna. In 1979 it was granted the status 
of a biosphere reserve, and became part 
of the International network of biosphere 
reserves, while in December 1999 it was 
added to the UNESCO list of worldwide 
natural heritage sites.

One of the key tourist attractions is rightly 
considered to be the Arboretum park, 
founded in 1892 by S.N. Khudyakov, the 
author of the famous “History of Dance”, 
and the publisher and editor of the “St. 
Petersburg Gazette”. Here you will see 
a huge number of incredibly diverse 
plants from every corner of the planet, 
and diverse, rare species of animals and 
birds. Many tourists enjoy paying a visit to 
Sochi’s rosary, which boasts an incredible 
number of species of rose, of rare beauty. 
The astounding sculptures and fountains 
blend in perfectly with the rest of the 
park, and are among its most beautiful 
attractions. 

Sochi’s most popular mountain with 
tourists is Mount Akhun. It is 663m 

OH, HOw sPACiOUs is MY nATiVe COUnTrY

View of the resort part of sochi from the park “Arboretum’

above sea level. Its viewing platform 
offers beautiful panoramic views of the 
mountains, which are dazzlingly white in 
the winter and a colourful patchwork in the 
summer, the open expanse of the Black 
Sea, and offers a glimpse of the Atskhu 
Gorge, the Orlinye Cliffs, and the grey 
peaks of the main Caucasian Ridge and its 
settlements. 

The city also has plenty to offer those who 
prefer to admire and marvel at man-made 
creations. Lovers of fine arts will find 
themselves drawn to the Arts Museum. 
This majestic palace, decorated with a 
colonnade, was built in 1936. Visitors to 
the museum can get lost in contemplation 
of canvases by Aivazovsky, Vasnetsov, 
Polenov, Shishkin and other outstanding 
Russian artists. 

Sochi has picked up more than its fair 
share of stories and legends from its 
recent history, too. Rumours abound, for 
example, about Stalin’s famous “Green 
dacha”. The dacha was built in 1937. It 
is located in an area of stunning, primeval 
beauty. It affords a breathtaking view of 
the snowy summits of the Main Caucasian 
Ridge. The dacha is surrounded by a 
fairytale forest containing relic trees. 
The “great dictator” always loved Sochi, 
and it is said that only here at his “Green 
dacha” was he able to find inner peace. 
And the ghost of Stalin haunts the dacha 
to this day - as everyone in Sochi will 
tell you!   Some people have heard him 
pacing about, while others claim to have Tower on the Mount Akhun 

Central façade of marina of sochi
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seen Josef Vissarionovich sitting next to 
the fireplace, smoking his pipe.

According to the people of Sochi, the city’s 
marine terminal is one of its most famous 
landmarks.

The port is extremely picturesque. 
Near the coast there is a round pavilion 
affording a magnificent view of the sea. 
In the central part of the terminal is the 
waiting room. The décor in this hall never 
fails to leave first-time visitors amazed: 
it boasts an abundance of sculpted 
elements, mirrors, luxurious furnishings, 
sofas, armchairs and small tables. The 
columns in the vestibule, decorated with 
majolica, and the mosaic-tiled floors are 
particularly attractive. 

The crowning glory of the marine terminal 
is a 36-metre spire. The tower below 
it has three levels, each decorated with 
sculptures. The first set of sculptures 
has the theme: “The seasons”. The 
sculptures on the second level represent 
the world’s hemispheres. The final section 
of decorative sculptures features twelve 
dolphins, resembling flames surrounding 
the main spire. 

Sochi is quite rightly considered a 
summer cultural capital, because at 
the height of summer the finest theatre 
companies in the country put on plays 
at the Winter Theatre, while famous 
artists put on shows on the stage at the 
“Festival” complex, along with plenty 
more besides.

The 2014 Olympic Games

From February 7 to February 23, Sochi 
will host the Olympic Games. Once the 
Olympic Games are over, the Paralympic 
Games will take place, at the same venues. 

Sochi will be the first city with a sub-
tropical climate to host the winter 
Olympic Games. Sochi itself will host the 
indoor events (ice-hockey, figure skating 

and speed skating). The open-air events 
(cross-country skiing, downhill skiing, 
bobsleigh and so on) will take place at the 
Krasnaya Polyana ski resort.

Krasnaya Polyana is a fairytale alpine 
land not far from Sochi. It is the most 
famous alpine skiing resort in Russia, 
and is the favourite skiing destination of 
the country’s leaders - President Vladimir 
Putin and Prime Minister Dmitry 
Medvedev! Krasnaya Polyana boasts 
skiing infrastructure unlike any other 
in Russia, and is among the world’s top 
ten skiing resorts in terms of elevation: 
1698m (from 540m to 2238m). There are 
ski-slopes of varying degrees of complexity 
in the city, suited to both professionals 
and first-time skiers. The resort is located 
40km from Adler airport and 70km from 
the centre of Sochi, and it takes 1 hour 
on average to get from the airport to the 
hotels in the resort.

There are mountains, glaciers, rivers and 
lakes, plus an exceptionally mild sea and 
alpine climate, which means that even in 
winter the slopes of the mountains are often 
bathed in sunlight; in summer the average 
temperature reaches +24° С - +28°С.

The winters here are sunny and snowy. 
During the winter months, the air 
temperatures range from: -5° to -12°С 
by night; 0 to +5°С during the day. The 
thick layer of snow on Krasnaya Polyana’s 
mountain slopes starts to form in mid-
November and lasts until early June. The 
layer of snow on the mountains is 3-7 
metres thick. The skiing season in Krasnaya 
Polyana lasts from November to June.

Olympic projects under construction in sochi. View from the airplane

Krasnaya Polyana, mountain ridge Aibga
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Useful information:

• Sochi is situated in a humid, sub-tropical 
zone. The city’s climate is affected 
significantly by the sea: in summer 
the sea has a cooling effect, while in 
winter it helps to warm the city, with the 
mountains protecting the city from the 
cold northerly winds. The climate is very 
humid, particularly along the coast. It 
is the same climate that can be seen in 
the south-east of the USA (in the states 
of Mississippi, Louisiana, Alabama and 
Georgia)

• Peak precipitation levels are seen in 
the winter season, mostly in the form of 
rain, and, less often, snow. The winters 
are warm, and the summers are hot and 
humid. Since Sochi is located near the 
Tropic of Cancer, severe frost and heavy 
snow are occasionally seen in winter, but 
they are extremely rare in the urban part 
of Sochi on the coast, and last no more 
than 1-5 days 

• Summer in Sochi lasts from April to 
October. The average temperature in 
August is +23.6 °C. Autumn lasts from 
November to January, while winter is 
short: from February to mid-March. 
The average temperature in February 
is +6.0 °C. The mean air temperature 
throughout the year is +14.2 °C, 
while the mean air humidity level is 
74%. In summer the sea port reaches 
temperatures of +28 °C

• Sochi is located in the Moscow Time 
Zone (MSD). In relation to UTC, Sochi 
is located at +4:00

• The distance from Moscow to Sochi is 
1,650 km. It takes 2.2 hours to fly here 
from Moscow, or 24.09 hours on the train

• Sochi (Adler) Airport is one of the 
biggest transport hubs for domestic and 
international flights in Russia’s Southern 
Federal Region (along with Krasnodar 
Airport). The airport is the country’s 
eighth biggest in terms of passenger 
footfall (2.12 million passengers) after 
the Moscow airports - Domodedovo, 
Sheremetevo and Vnukovo, Pulkovo in 
St Petersburg, Koltsovo in Ekaterinburg, 
Tolmachevo in Novosibirsk and 
Pashkovsky in Krasnodar

• You can get from the airport to the city 
by bus or taxi. Since February 15, 2012, 
high-speed “Lastochka” (Swallow) 
trains have been running from the airport 
to Sochi. Journey time is approximately 
45 minutes

• The city contains several branches of 
Sberbank and Gazprombank, along with 

Raiffeisenbank, Societe Generale Vostok 
(BSGV), Unicreditbank and several others

• The city offers a whole range of 
telecommunications services: mobile 
services (2G, 3G, WiMax), landline 
services (including IP-telephone 
lines), broadband internet access 
and digital TV; it has several mobile 
network operators and landline network 
operators. Landlines in Sochi have 7 
digits, and the city’s code is (862)

• The city’s transport services include 
public minibuses, taxes and buses. Hire 
cars are available. Due to the length of 
the city, trains also run from one end to 
the other. 2 funiculars and 3 cable-cars 
provide a further, more unusual form of 
public transport

• There are a total of over 400 tourist 
institutions in the city: 35 leisure 
centres, 16 guest-houses, 86 hotels, 
4 holiday homes, 17 rest centres, 
49 boutique hotels, 76 boarding houses, 
84 sanatoriums and 3 tourist bases.  
120 of these facilities (hotels, boarding 
houses, sanatoriums, holiday homes) 
boast a “star” rating, including two with 
5*, 14 with 4*, 14 with 3* and 60 with 
2* - 40 venues in total

• The city boasts hotel chains that are 
famous throughout the world: 

• Radisson BLU Hotels & Resorts 
(Radisson Lazurnaya Hotel Sochi) 

• Stein Hotels & Resorts (Grand 
Hotel Rodina) 

• Heliopark Hotels & Resorts (the 
hotel “Primorskaya”) 

• Breeze Hotel (“Breeze Hotel”)

• Swissôtel Hotels & Resorts 
(Swissôtel Sochi Camelia, currently 
under construction)

• Hyatt Regency Sochi Hotel (Hotel 
Hyatt ***** , under construction)

Did you know?

• An agreement to host a Formula-1 
Grand Prix in Sochi in 2014 was signed 
in October 2010. The first F1 race 
will take place right after the 2014 
Olympics, and the contract is set to last 
until 2020, but it may be extended later. 
The Formula-1 track will be built in the 
Olympic Park in Sochi

• Every year (in October) the festival 
“Velvet Seasons” - an international 
fashion festival - is held in Sochi. The 

festival takes place over one week, at 
the House of Fashion in Sochi and at 
Sochi Winter Theatre. The festival was 
founded in 1997 and is one of the pillars 
of Russia’s fashion industry, set up by 
Vyacheslav Zaitsev. Vyacheslav Zaitsev 
is an honorary citizen of Paris

• The Open Russian film festival “Kinotavr” 
has been held in Sochi since 1989 

• There are just 66 overcast days in Sochi 
each year. The sun shines in Sochi 300 
days of the year!

• Sochi is the second-longest city in the 
world. It stretches 145 km along the 
Black Sea Coast! Most of this vast area 
is covered in plant life

• Sochi is the home of the most northerly 
tea in the world. Foreign visitors are 
always shown to the tea houses, where 
they are treated to tea and pies, and 
jams made of figs and feijoa, nuts and 
alpine honey

• Sochi also has a Tree of Friendship. The 
Tree of Friendship was planted by the 
botanist Fyodor Zorin, who grafted the 
saplings of orange trees, mandarin trees 
and grapefruit trees to a wild lemon tree 
sapling

• Each year Sochi welcomes 5 million 
tourists, in the summer season alone

• Greater Sochi consists of the following 
resorts: Adler, Khost, Kudepsta, 
Matsesta, Sochi (the centre), Dagomys, 
Lazarevskoye, Loo, Golovinka, Vardane 
and Krasnaya Polyana. Greater Sochi 
has a population of 445,209

• Among the famous people from Sochi 
are: Andre Geim, who won the Nobel 
Prize for physics in 2010, Evgeny 
Kafelnikov, Russia’s most decorated 
tennis player, the number one in the 
world in 1999 and Olympic champion 
in 2000 in the singles, Yuri Denisyuk, 
the physicist, one of the founders of 
optical holography, and Boris Nemtsov, 
a Russian politician and member of the 
opposition

rs poll

Are you interested in Russia as a 
tourist destination? Would you like 
to attend the Olympic Games in 
Sochi? Cast your vote on our website: 
http://www.russian-survey.com
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Despite the scrupulous 
preparation of the russian 
survey by our experts, the 
information contained in the 
publication should not be 
regarded as a professional 
opinion on a particular issue. 
we highly recommend you to 
consult an expert before making 
business decisions of any kind.
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Founded in 1992, ICLC has grown to become one of the leading Russian audit companies. 
The company’s core principle in work is to assist in development of its clients’ business by 
providing a variety of prime quality services in business support:

• Statutory & ISA Audit
• IFRS consulting
• Audit of Tax liabilities
• Tax & Accounting consulting
• Legal services
• Financial, Tax & Legal Due Diligence
• Outsourcing
• Services to Foreign representative offices.

ICLC is a member of Nexia International – a worldwide network of independent accounting and 
consulting firms.

tel: +7 (495) 621-10-15, fax: +7 (495) 621-56-87
e-mail: info@iclcgroup.com, www.iclcgroup.com

In August it will have been a year 
since Russia became a member of 
the World Trade Organization, after 
spending 18 years striving to attain 
member status

INveSTINg IN RuSSIAN 
AgRICuLTuRe:  
WheRe TheRe’S A WILL 
TheRe’S A WAy
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