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INTERNATIONAL FINANCIAL
CENTRE IN MOSCOW IN
SEARCH OF WORK
Work towards the formation of an International Finance
Centre in Moscow is currently limited by institutional
concerns: the establishment of a comprehensible (to
international financiers) legal order and the necessary
infrastructure for dealing with large financial streams, as
well as improving the business and living environments.
But even that isn’t enough, experts warn. In order to avoid
falling victim to an influx of high-risk capital, it is necessary
to offer investors interesting long-term projects, preferably
not connected to the commodity sector of the economy
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VLADIMIR PUTIN’S NEW ECONOMY
in a number of industries, including

The Prime Minister also addressed tax-

pharmaceuticals,

chemistry,

related issues. “We will not increase the

composites and non-metallic materials,

tax burden on non-commodity sectors.

aerospace industry and nanotechnology.

That would be contrary to our whole policy

Another task highlighted by Mr. Putin is to

of economic diversification. However, we

attract capital from both foreign investors

have a reserve for the growth of tax revenues

and domestic businesses. He recommends

in several areas: expensive real estate,

“using tax and customs incentives to allow

luxury

investors to channel funds into innovative

rent payments in areas where they are

industries”.

currently undervalued. First and foremost,

high-tech

The Prime Minister noted that he is counting
on Russian capital to play an active role in
the privatisation and further development
of high-tech assets. At the same time it
is necessary to search for buyers among
Vladimir Putin, Prime Minister of Russia

foreign investors, those who are willing

© RIA Novosti, Aleksey Druginin

to contribute, not only by investing in the

“We need a new economy with a competitive

research and production base, but also

industry and infrastructure, a well-developed

through their contacts and their place in

service sector and efficient agriculture. An

major international markets.

economy that works on the basis of modern

The article outlined the following global

technology. We need to build an effective

steps, which are necessary to attract much-

mechanism to reinvigorate the economy,

needed capital:

to find and attract the huge necessary
material and human resources”. Those are
the words of Vladimir Putin, the current
Prime Minister of Russia, taken from an
article published in the business newspaper
“Vedomosti” as a part of Putin’s ongoing
presidential campaign.
Putin envisages a diversified economy in
which sectors other than the already modern
energy sector will be better-developed and
competitive. The shares of high-tech and
intellectual sectors in the GDP should
increase by 50% by 2020, and high-tech
exports from Russia should double.
The Prime Minister believes that the most
important factor in achieving this goal will be
the achievement of technological leadership

First: Expansion of the domestic market,
making

it

more

attractive

for

direct

investment.
Second: Improving the business climate and
increasing the country’s attractiveness for
long-term capital facilities. It is necessary to
change the whole ideology of state control
over the activities of business, starting
afresh with the fact that establishing
conditions for honest entrepreneurs is more
important than the possible risks associated
with unscrupulous behaviour.
Third: Introducing programmes involved
in investing public resources, through
pension and trust funds, as well as collective
investment funds.

consumables,

alcohol,

tobacco,

what people are calling a “wealth tax”, but
is, to be precise, a “luxury goods tax”. Key
decisions should be taken later this year,
so that next year the owners of expensive
houses and luxury cars will be paying higher
taxes. At the same time, it is important not
to get too carried away, otherwise members
of the middle class may end up falling under
these new measures”, explains Mr. Putin in
his article.
Vladimir Putin also once again raised the
issue of the fight against “one-day firms”:
“as a result of all of this, honest business will
benefit. After all, it will not have to compete
with those who thrive on fraud and cheating
the state”.
Addressing the lawmakers, the Prime
Minister encouraged them to stop adjusting
the laws to the needs of the budget deficit.
“We must once and for all resist the
temptation to adjust the tax system to meet
increasing

expenditure

commitments.

Such a policy reinforces uncertainty around
the economic environment for business,
seriously compromising the attractiveness
of our economy for investment”.

BRIEF NEWS

CAPITAL INTENSIFYING FLIGHT ABROAD
The capital is fleeing Russia. This is
the conclusion made on the basis of the
financial statistical data of the Bank of
Russia. In 2011 the capital outflows from
the country had reached a total of 84.5
billion dollars or about 5% GDP. This
is double the total of the previous year
2010 when the exodus of capital from the
country had reached 33.6 billion dollars.
That is to say, however, that the record of
the crisis year 2008 when investors had
taken approximately 133.7 billion dollars
abroad remains unbeaten.
The reasons for the capital outflow from
Russia are hardly a secret to anyone:
the second wave of crisis is cumulating
momentum. European banks desperately
need money to patch up their financial
holes, and they are selling their assets
in Russia. What’s more, the Russian
business is actively taking money onto
offshore accounts, while individuals are
actively buying currency and real estate
abroad, which is also reflected by the
Central Bank’s statistic.

Where is the money going?
The principal channels for outflow of
companies’ funds are direct and portfolio
investments abroad: this is how 70 billion
dollars were taken out of Russia over the
last year.
“The intensifying capital outflow may be
due to the active acquisition by Russian
companies of assets abroad, as this
is also written down as an outflow of
capital”, this is the analysis of the Bank
of Russia reports provided by Vladimir
Bragin, Director for Market Analysis
and Microeconomics at the Alfa Capital
Management Company.
VTB Capital analysts claim, however,
that only 25% of the sharp growth of
such investments observed in 2011 is
accounted for by real foreign companies
merger and takeover transactions. The
rest of the funds were spent on offshore
transactions. Among offshore zones
Russian companies traditionally opt for
Cyprus, the Netherlands and the British
Virgin islands, claims the bank’s report.
In 2011 the number of transactions
between Russian companies and firms
in these countries had grown manifold as
compared to 2010. The bulk of the capital

© RIA Novosti, Aleksandr Natruskin
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Sergey Storchak,
Deputy Minister of Finance

“Half of that 70 billion dollar amount
are interest payments under the
accumulated debt. This is not really
flight of capital, is it? We cannot, after
all, say this about our companies
fulfilling their obligations before
creditors.”

lost will, however, later return to Russia,
VTB Capital analysts say.

movement but is never the key factor in
this respect,” he remarked.

“The banks also contributed to the capital
outflow: they either redeemed loans, or
were themselves lending to someone
abroad,” Bragin added.

Anton Struchenevsky believes that the
key factor behind the capital flight is not
even so much any apprehension about
Russia as such, but rather of a general
atmosphere of certain nervousness, as
the global economic prospects seem to
be rather unclear. The scary stories of
2011 have contributed to the outflow
of capital from Russia, Struchenevsky
says. Investors were afraid of decline in
oil prices, and that is why they refrained
from investing, opting to stick to
foreign currency to avoid possible ruble
devaluation, should the oil prices drop
from 100 to 70 US dollars per barrel, as
many forecasts claim”, he says.

According to the Russian research
organisation “Centre for macro-economic
analysis and short-term planning”, the
bulk of the capital outflow from the banks
was on account of lending to foreign
legal entities. The banks also increased
their lending to Russian companies
via off-shores (formally such loans are
reflected in accountability as outflow and
registered as an increase of the banks’
foreign assets). Non-resident banks have
also significantly increased the credit
and deposit volumes contributing to the
negative statistic.

How much has come in?
The influx of direct foreign investment
was, according to the Bank of Russia
data, 48.5 billion US dollars. This influx
has shown its considerable impact on
the Russian economy. “2011 saw a
boost in the production of motorcars,
lorries, household appliances,” Anton
Struchenevsky, senior economist with
Troika Dialog investment company,
says. – “This is the result of foreign
manufacturers’ coming to the Russian
market, constructing and manufacturing
goods here.”

What do investors really fear?
Assistant to the President of the Russian
Federation Arkady Dvorkovich claims
that the main reasons underlying the
capital outflow are corruption and the
poor investment climate. “Political
instability does have its impact on capital

The US credit rating downgrade by
rating agencies in August 2011 caused
panic among investors. Money flowed
out of Russia into euro, since it was
deemed that if things look rotten for the
US, the developing markets will be in
far direr straits,” this is Struchenevsky’s
explanation. The deterioration on the
situation in Greece has compelled
businessmen to revert to the dollar, but
not to the developing markets.
The political risks of 2011 have had little
impact on the investor behaviour (the
protests, as we all know, only began in
December 2011). “The political factor
is not paramount now that the situation
in the developed markets, particularly
in Europe, is far more important”,
Struchenevsky says.

Spare money?
Experts, however, claim that Russia in
reality benefits from the capital outflow.
“The point of the matter is that the ruble
is fairly strong at the moment, and failing

BRIEF NEWS

“Admittedly, the capital outflow was the
reason why the autumn of 2011 was
marred by trouble with liquidity, but in
those cases where the outflow was due to
long-term lending the money will return:
this “loss” is quite recoverable,” Bragin
adds. “Moreover, foreign assets will bring
a certain interest which will return to
Russia.”

2012 forecast
Russian officials are optimistic about
Russia’s investment prospects in
the current year. Sergey Storchak,
for example, forecasts an influx of
investments in the current year, unless

Arkady Dvorkovich,
Assistant to the President
of the Russian Federation

“Investments into the Russian economy
are expected to grow by more than
5% this year. But this can only happen
once the presidential elections are
behind, since there is nothing that
investor value above predictability and
stability.”

Russia follows Europe’s lead in term of
recession.
The Bank of Russia forecasts that in
2012 the flight of capital from the country
will total 10.5 billion US dollars. Anton
Struchevsky also believes that 2012
has premises of the capital outflow
slowdown. Troika Dialog investment
company forecasts that the capital
outflow in 2012 will total 70 billion US
dollars. But the outflow may be more
moderate, Struchevsky says. It is again
not so much about Russia itself, whose
macroeconomic indicators raise no
concern of the experts, the point lies in the
investors’ fear. “They are afraid and prefer
to stick with the dollar,” Struchevsky
explains. “Or else they flee to developed
markets, to Europe, for example, where
the interest rates are more attractive.”
Ksenia Yudayeva, Senior Economist
with Sberbank, believes that in the event
of exacerbation of the recession in the

global markets the outflow of capital from
Russia will intensify. Money will outflow
in anticipation of devaluation of the ruble.
The flight of investors will, however, be
deterred by rather high interest rates.

Maria Selivanova,
Economic Columnist, RIA Novosti
Exclusively for Russian Survey

IFRS IN ACTION
The Russian Ministry of Finance has
completed the publication of the official
translations of all of the 37 international
financial reporting standards (IFRS) into
Russian, along with the 26 accompanying
comments, which altogether become
mandatory for the vast majority of
Russia’s large companies, on its website.
All the rules and regulations previously
introduced by the Ministry of Finance for
the purposes of the IFRS application in
the territory of Russia hereby lose their
force.
Beginning with 2012, the IFRS become
mandatory not only for operating banks
in Russia which widely applied them
before as well, but also for insurance
companies, and for approximately 400
public companies whose securities аre
traded on exchanging markets. The

scope of application of the IFRS is
constantly growing, with public pension
funds and investment funds, enterprises
with considerable state or foreign capital
participation, claims the director of the
Ministry of Finance’s department for state
financial control Leonid Shneidman. In
January the text of the IFRS was published
on the official website of the Russian
Ministry of Finance for public discussion,
meaning discussion by all governmental
and municipal authorities, state-financed
institutions, state academies of sciences,
extra-budgetary funds.
The Ministry of Finance acknowledges
that the transition to the IFRS will require
“quite a bit of work in conversion and
restructuring of their reporting systems”
to be done on the part of many companies
and businesses. No estimates have been

made as to what costs this would run
to for the business sector, Shneidman
confessed in his interview to Russian
Survey.
The IFRS will only be applicable to
consolidated groups. The accountability
of some legal entities will continue to
follow the Russian accounting standards,
which, however, are also going to be
brought closer to with the international
requirements. A relevant law was adopted
at the end of 2011 and will take effect
beginning with January 1, 2013.
Andrei Susarov
Tax columnist for the Moscow news
Exclusively for Russian Survey
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A moderately weak ruble is a blessing
in disguise for Russia’s economy, says
Bragin. It boosts the competitiveness of
commodities manufactured in Russia.
Moreover, some taxes, including royalties
and taxes are calculated in dollars, and a
weak ruble will thus facilitate the filling of
the budget.

© RIA Novosti, Aleksandr Natruskin

an outflow of capital, foreign currency
will consolidate in Russia. This will,
in turn, result in strengthening of the
ruble, inflationary pressure will grow,”
Vladimir Bragin explains. “The outflow of
capital turns out to be a kind of steamdump valve, releasing excessive currency
liquidity out of the country”, the expert
says. The capital outflow in 2011 has
allowed the ruble to maintain its rate
against US dollar and euro as of the end
of last year.

03

BRIEF NEWS

RUSSIAN SURVEY | March 2012

04

“PLUS” PENSION, “MINUS” CONTRIBUTIONS
The wage bill in the Russian Federation
is subject to both taxes and special
contributions, the latter of which make up
the budgets of special socially-directed
funds, namely retirement, health and social
insurance. It would seem, then, that the
wages of foreign nationals, who come to
Russia to work temporarily, should not be
affected by these contributions; however, as
of 2012, the rules have changed.

A Brief History

The accrual of social security contributions
on employer-to-employee payments in
Russia is regulated by several laws. As of
24.07.2009 the most important of these
laws has been N 212-FZ, which has long
included a general provision enabling the
levying of contributions on the wages of
foreign employees. However, that same
law also contains an exemption from such
contributions for those foreign nationals
who hold the status of “temporary
residents”*. Thus, most organisations to
attract foreign executives and specialists
from abroad (so-called “expatriates”) were
released from the obligation to accrue
contributions on their salaries and transfer
such contributions to extrabudgetary funds.
But late last year, legislators passed a law
which, at first glance, seemed to be no more
than a number of technical amendments to
N 212-FZ. However, companies who hire
foreign temporary residents are no longer
always exempt from contributions, but only
“except as provided” by other laws regarding
insurance. These “other laws” were also
simultaneously amended, now stating that
in some cases temporary residents also have
the right to social security and pensions, so
contributions should be accrued on their
incomes in Russia.

Exceptions to the Rules
What kinds of salaries received by
foreign nationals in Russia are subject to
contributions, and which are not? Well,
the general rule now is that the wages of
foreign temporary residents are subject to
insurance contributions. However, there
are exceptions to this rule. So, if a foreigner
is signed to a contract with a duration
less than six months, such contributions
are not to be accrued on a foreign
employee’s income. Foreigners working
on civil contracts (including copyright and
licensing) are also free from contributions,
regardless of the duration of their validity.
Similarly, regardless of contract duration,
contributions should not be accrued on
their income in Russia if, according to the
documents authorising their work in the
Russian Federation, the employees are
highly-qualified professionals** working in
their field of expertise.

Foreign Rate
As you can see, there are not many
exceptions, and so in 2012 the wages
of many foreign workers will be subject
to insurance contributions. At the same
time, the rate at which contributions will
be accrued is still lower than that accrued
on payments to Russian citizens. This is
because only contributions to finance the
insurance part of the labour pension will
be accrued on the income of an expatriate.
Contributions
towards
accumulating
retirement pay are not required. As well as
this, it is not obligatory to contribute to the
social security and health insurance fund.
Thus, the insurance contribution accrued

on incomes of foreign nationals temporarily
residing in Russia amounts to 26% (for
those born before 1966) or 20% (for those
born 1967 or later). For Russian nationals,
on the other hand, this rate reaches 34%.
*A

foreign temporary resident of the
Russian Federation is a person who has
arrived in the country on the basis of a
visa or possessing the right to enter the
country without a visa, having received
a migration card but not possessing a
residence permit or temporary residence
permit.
** For information on who is considered
a highly-qualified professional please see
RS, March 2011, p.8

RS’S POLL – 60 % FOR PRIVATISATION
60 % of the people who participated in RS’s
online poll (http://www.russian-survey.
com) said they would be interested in
participating in a new stage of privatisation
in Russia. It should be reminded here that
in early August Russia’s First Deputy
Minister Igor Shuvalov presented a report
demonstrating that the Russian government
was prepared to sell its stakes in Russia’s
largest companies. This follow-up took place
after President Dmitry Medvedev demanded
at the Saint Petersburg Economic Forum
in June 2011 that the Russian government
revise their ‘overly modest’ privatisation
plans. The new plans anticipate a revenue
of up to RUB 6 trillion from the sale of the
state assets (for details see RS for December
2011, page 6).
32 % of respondents said they were not
interested in privatisation in Russia while
another 8% are undecided.

As was recently noted by the Russian
Prime Minister Vladimir Putin, the planned
privatisation is structural rather than fiscal
in nature. ‘We’re selling not just to bring
in more money for the budget but primarily
to increase competition in the economy
and clear the way for private initiative. But
naturally it would be silly to sell for cheap,
ignoring the market value of the assets. No
sane proprietor would do that,’ Mr Putin
was quoted as saying.
You can cast your vote on RS’s website at
http://www.russian-survey.com! We want
to know what you think. Our next survey is
about whether Moscow will ever become an
international financial centre and if yes then
when will it happen?
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WHAT AWAITS RUSSIA IN THE WTO?
he main problem of Russia’s accession to the WTO is that Russian manufacturers are unprepared for taking
advantage of WTO membership, government officials believe. Meanwhile, manufacturers themselves are not
optimistic although Russian authorities keep on assuring them of governmental support for the most vulnerable
industries. Support commitments are in place, but specific details have yet to be revealed

The main problem we see is that our

only if their economic problems result from

industries

taking

Russia’s accession to the WTO. “This

advantage of the WTO,” Deputy Economy

also concerns industrial production. We

Minister Andrei Slepnev told a news briefing

should assess how adversely the level of

at RIA Novosti in late January, adding

customs tariff protection impacts domestic

that companies have difficulty spotting

manufacturers. If there’s no such thing as an

niches in external markets. According to

adverse impact, and a producer is found to

him, not so many industries remain that

be in the same situation as before July 2012,

may be exposed to a confined impact, for

then this is merely a desire for additional

example,

are

the

unprepared

engineering,

support. I don’t think it would be fair,”

automotive, and, possibly, wood processing

Mr. Shuvalov said. However, he did not

industries.

reveal what exactly was planned by the

As

agricultural

for

regards

agriculture,

Mr. Slepnev believes that the situation there

government to help businesses.

is good. Further opportunities come from

The World Bank estimated that accession

the fact that Russia has not made any public

to the WTO would ensure a growth of three

procurement commitments as part of its

percent in the Russian economy in the mid-

WTO membership, he said.

term.

Russian authorities state their possible

According to the first survey CEO Agenda

support but specific areas have yet to be

amid Global Risks and Elections in Russia

defined.

carried out by Strategy Partners Group

Specifically, the Russian government is

(SPG) and published on February 1, over

exploring the possibility of providing support

50 percent of senior managers believe that

for certain business sectors that may incur

Russia’s accession to the WTO will have a

losses due to Russia’s accession to the

beneficial effect on the Russian economy,

WTO, First Deputy Prime Minister Igor

and 82 percent of chief executives do not

Shuvalov said on January 31.

find it necessary to prepare for this in any

Background information:
Russia has sought WTO membership for
16 years, since the organisation’s inception
in 1995. But as early as 1993, Russia
submitted an application for accession
to the WTO’s predecessor, the General
Agreement on Tariffs and Trade (GATT).
Russia remains the only G20 member
country that has not been admitted to the
WTO. The process of Russia’s accession
to the organisation is expected to be
complete in the middle of this year, after
the presidential election.
the WTO would have an adverse impact on
the development of its economy as a whole.
Investcafe’s analyst Ilya Rachenkov believes
that it will be easier for Russian exporters to
act when legislation of different countries
is based on common rules. “Additionally,
joining the WTO makes it impossible to
place tariff barriers on Russian exports;
while in the current situation, Russia has no
effective instruments for protecting domestic
producers,” he said. “Meanwhile, the WTO
agreements do not rule out anti-dumping
and

countervailing

duties.

A

general

reduction in import tariffs will be beneficial
© RIA Novosti, Dmitry Astakhov

Igor Shuvalov,
First Deputy Prime Minister

“The Ministry of Agriculture and the
Ministry of Economic Development are
working on the sectors that may be
adversely affected by the ratification
of Russia’s protocol of accession to
the WTO. It is important to ratify
the protocol by the end of July this
year, and we are dealing with this as
instructed by the Prime Minister.”

According to Mr. Shuvalov, companies,

special way. At the same time, 24 percent of

farms, and sectors will be given support

respondents said the country’s accession to

for foreign producers as this will make their
products more competitive.”

Oil and gas
According to analysts, WTO membership
will have a zero-to-positive effect on the oil
and gas sector: Russian companies will gain
additional protection against tariff and nontariff discrimination.
At the same time, there is no point in
expecting export duties to be abolished
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because the underlying General Agreement

Russian producers are less competitive

the market has already been cornered by

on Tariffs and Trade (GATT) specifies that

than their foreign counterparts. However,

existing players. A slight positive effect will

they can be used to eliminate a critical

the WTO agreement on agriculture allows

come from the reduced duty on imported

shortage of some product in the domestic

extra tariffs if any prices of imports are much

telecommunications equipment.

market.

lower than those of domestic products. In
addition, the agreement does not prohibit

Metallurgy

governmental

support

measures

agriculture.

Russian metallurgical products are among
those suffering from the world’s severest
discrimination; therefore, when foreign

High technology
production

for

Theoretically, Russian high-tech production

Engineering industry

will be hit the hardest, because this sector
will see a maximal reduction in tariffs on

countries’ restrictions on Russian products

It is a widely held belief that the Russian

foreign imports. But there are several

are lifted, this must be a positive influence on

engineering industry will die after the

factors mitigating a possible adverse impact.

export-oriented metal and coal producers.

country joins the WTO, but this is not so.

First, Russian high-tech companies use

Indeed, very high import tariffs are imposed

foreign-made computers and production

on foreign engineering products; but Russian

equipment; consequently, reduced tariffs

Financial sector

consumers should not expect a substantial

must result in lower costs. Second, domestic

It is unlikely that the financial sector situation

reduction. For example, the current duty

producers often make licensed copies of

will change significantly. The financial

on imported three- to seven-year-old cars

foreign products, which eliminates the

services market is dominated by Russian

is 25 percent, but not lower than a certain

adverse impact of reduced import duties.

banks, and very high barriers have already

fixed amount charged for a cubic centimeter

Third,

Russian

high-tech

companies

been erected in the way of new entrants.

of engine capacity. Within seven years after

make

medium-value-added

products,

Besides, the Russian side succeeded in

WTO accession, the duty will go down to

and it is more profitable to produce them

defending the clause that foreign banks will

20 percent, and the fixed amount will be

domestically. Forth, a considerable part

not be allowed to open branches in Russia

decreased by 20 percent. It is unlikely that

of Russian high technology production is

and will continue to operate in the Russian

the duty on cars that are in use for over

connected with the public sector and public

market through their subsidiaries.

seven years will change. A considerable

procurement that are not covered by the

reduction in tariffs may apply only to new

WTO agreements.

Consumer market
“Russia’s accession to the WTO will
not bring about appreciable changes in
the consumer market situation,” Mr.
Rachenkov hopes. “In actual fact, this
sector has already been cornered by existing
Russian and foreign players, and even the
giant retailer Walmart had to abandon the
Russian market after a series of attempts
to penetrate it. Reduced tariffs on imported
foods and clothes must have a positive effect
on retailing because retailers will enjoy lower
import-related expenses.”

Agriculture
Agriculture and food processing are the
two most problematic sectors that may be
hard hit by the country’s accession to the

vehicles, but foreign brands of Russia’s
most popular inexpensive cars are already
made domestically. Russia also succeeded
in defending the high tariff on imported

It is possible to say that except certain

airplanes and large vessels. Reduced tariffs

segments of the Russian market, accession

will be imposed only on the products that are

to the WTO either will not change the

almost not made in Russia (small aircraft

situation or will improve it. When it comes to

and vessels) and on spare parts. There will

the segments exposed to the risk of Russian

be no substantial decrease in import duties

manufacturers finding themselves in a

on the other engineering products.

worse situation, the government continues
to be able to support them by imposing

Electric utilities

special tariffs or implementing public
procurement measures. As far as consumers

The electric power sector is mainly oriented

are concerned, accession to the WTO will

to home consumption, which is confined to

almost definitely have a positive effect on

Russia’s United Power System. Accession to

them: prices will have a smaller import tariff

the WTO, limited to foreign trade regulation,

component; it is, of course, unlikely that this

will therefore have a minor effect.

will lead to a fall in prices, but this will make
it possible to slow down their growth.

WTO. With a drastic reduction in the duty

Telecommunications

on imported meat products, quotas will

Joining the WTO will have a minimal

still be used to support Russian producers.

impact on the telecommunications sector:

Speaking of cereal crops, Russian production

it is unlikely that foreign telecoms carriers

fully meets the domestic demand while some

can be competitive because domestic rate

crops are exported; therefore, this sector will

plans are more attractive than what the

be affected minimally too. Problems may

largest foreign companies can offer, and

face vegetable and fruit production because

Summary

Sergey Kulikov,
Exclusively for Russian Survey
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INTERNATIONAL FINANCIAL CENTRE
IN MOSCOW IN SEARCH OF WORK
ork towards the formation of an International Finance Centre in Moscow is currently limited by
institutional concerns: the establishment of a comprehensible (to international financiers) legal order
and the necessary infrastructure for dealing with large financial streams, as well as improving the
business and living environments. But even that isn’t enough, experts warn. In order to avoid falling
victim to an influx of high-risk capital, it is necessary to offer investors interesting long-term projects,
preferably not connected to the commodity sector of the economy

idea

Finance

to

create

Centre

an

It’s good that some invisible hand has

inviting them to actively participate in

(IFC)

placed us in these rankings. It’s clear

the formation of an IFC in Moscow.

in Moscow was first proposed in 2008

that experts see potential in Moscow”,

The President attempted to pique the

as part of the development stage of

says Alexander Voloshin, the Head of the

interest of international financiers with

the first draft of the “Socio-Economic
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IFC in Russia will help to create a stable

Alexander Voloshin, Head of the IFC Development Working Group
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international confidence in our country
and its companies.
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“It should be comfortable and
enjoyable to come to Moscow”
From the presentation by Alexander Voloshin,
at the Moscow Urban Forum, December 9, 2011.

In order to develop an IFC in Moscow we
must fulfil the following three tasks. It is
entirely realistic that within the next 3-5
years we can bring the quality of financial
regulation and the level of development of the
financial infrastructure up to world standards.
Improving the urban infrastructure will be
much more difficult. The city’s problems
have been neglected for an extremely long
time, in many cases for centuries, and in
others, decades. It will take 10-12 years to
fix them.

place

at

the

St

Petersburg

Finally, there’s the overall task of improving
the investment climate, most of which can
only be done at the federal level. This is partly
a psychological and sociological problem.
This country has lived for over 70 years in the
complete absence of private property, and
recently at that. By and large, this task will
require a generational shift.
By some parameters we are already not
looking too bad. The MICEX-RTS joint
stock market is one of the ten largest in the
world. In terms of trading derivative financial
transactions we are also among the top ten
centres in the world. This may be due to the
fact that we are good in terms of mathematics
and information support from the perspective
of derivative trading. Moscow also remains
one of Eurasia’s largest transport hubs.
There are other parameters by which we will
never look good. It is unlikely that we will
ever improve the climate. Our winters will
always be quite cold. Our only hope is global
warming, which is a slow process. We do not
want to wait so long.
Moscow has to compete with other cities
for an influx of professionals. This is a global
trend; competition is becoming keener, not

backdrop of growing pressure on fiscal
business from state regulators (as a
part of the implementation of anti-crisis
programmes),

Moscow’s

proposals

were met with great interest and taken
very seriously. French President Nicolas
Sarkozy, appearing at the forum as a
How long will it take for Moscow to become a leading
financial centre?
34%

31%
25%

1. 5 year
2. 10 years
3. 20 years
4. Never

9%

1

2

3

4

This is the outcome of voting by participants in
the Moscow Urban Forum in December 2011.

for mineral, but intellectual resources. This
means that, despite our difficult climate,
we must present people with something
attractive to motivate them to come to
Moscow and work here.
In fact, nothing particularly special is needed
for the city to become an IFC. First and
foremost, the city should be suitable for a
high quality of life. The financial industry
should, without question, be one of the
dominants of the city’s development strategy.
But apart from that, the city needs diverse
business, science, medicine, a large number
of well-educated people, a well-developed
student environment, and a rich and active
cultural agenda. Visiting the city should be
comfortable and enjoyable.
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General Director of Russian Survey
Dmitry Vinokurov. This is why even a lot
of Russian businessmen are currently
carrying out investment projects outside
of Russia. According to the Central Bank
of Russia, last year alone saw over USD
84 billion leave the country. The expert
warns that there is no basis to suggest
that creating an offshore haven would
result in money flowing in our direction.
All of Russia’s problems do not hinder
the flow of investments into such highlyprofitable, mainly raw material-based
and
Dmitriy Medvedev, President of Russia, and Nicolas Sarkozy, President of France,
at the St Petersburg Economic Forum in June 2010
© RIA Novosti, Mihail Klementev

consumption-related

industries

as, for example, the automotive and
food industries, recalls Arsen Aivazov,
General Director of investment company

Guest of Honour and inspired by Russian

institutions, then the positive changes will

“FINAM”. He draws attention to numbers

initiatives,

not go unnoticed by foreign players.

from the Russian State Statistics Office,

A new edition of the Civil Code (CC),

which show that until 2010 the Russian

presented in early February 2012 by the

economy drew USD 2,150 per capita in

Presidential Council for Codification and

foreign investment, one of the highest

Improvement of the Civil Law, can be

rates amongst developing nations. “Russia

considered the first concrete result. This

needs a strong state investment policy

document came into being as a result of

aimed at expanding the range of interests

compromise with the IFC Development

of foreign investors in the real sector of

Working

who,

the Russian Federation. The growth of the

together with the Ministry of Economic

state’s share in projects helps to reduce

Development

Legal

the determination of businesses to gain

Office of the President of the Russian

as much money as possible, as quickly as

Federation, suggested the integration

possible”, says the expert.

into Russian civil legislation of the most

“The IFC’s task is not only to facilitate

important

international

access to foreign capital on the Russian

business practice. Although they were

market, but also to redistribute it across

not wholly successful in this endeavour,

the most important economic sectors for

experts say that the legal barriers are not

the country’s development. This is what

as frightening as they were.

developed countries are doing right now,

An IFC Cannot Be Artificially
Created

those interested in ‘re-industrialisation’.

discarded

his

prepared

statement and instead gave a sharp rebuff
to the attempts of individual countries to
create a hothouse environment for the
financial sector.

The Road to an IFC
Since

then,

the

work

towards

the

establishment of an IFC has included
the merging of the MICEX and RTS
stock exchanges. Joint trading began on
December 19, 2011. A law was passed
concerning

the

Central

Depository.

As of 2012 the International Financial
Reporting Standards (IFRS) have not
only been recognised in Russia, but have
even become mandatory in a number of
sectors. Precedential court proceedings
are de facto being implemented within the
Court of Arbitration.
The main efforts of the IFC Development
Working Group, headed by former Head of

Group’s
and

lawyers,
the

provisions

of

Chief

the Presidential Administration Alexander

The main problem with our economy

Voloshin, are aimed at improving the

is the lack of interesting projects into

investment climate in the country. The

which funds could be invested at a volume

first major step in this direction was the
Russian business law reform capable
of changing administrative and judicial
business practices. The founders of the
IFC decided to concentrate on creating
conditions wherein primarily domestic
business will be interested in investing in
the country’s economy. If Russian capital
stops flowing out of the country and
begins to be poured into our own financial

Dmitry Vinokurov,
General Director of
Russian Survey

Only

the

most

speculative

capital

is ejected from those countries onto
developing markets, and this can result in
the appearance of investment ‘bubbles’”,
warns Mr Avaizov.

“Russian anti-corruption laws are
constantly being tightened.
Now they’re talking about the
necessity to monitor not only the
incomes, but the expenses of officials.
But the severity of the law is offset
by the reluctance to impose it.”

MAIN
Part of the failure to restore legal order in

of Moscow’s traffic jams, not of the
imperfections in the Russian law, but
of the “great and terrible” corruption,
concludes Dmitry Vinokurov, speaking
from experience. “This issue has been so
powerfully broadcast that this is the answer
you’ll get from any foreign businessman
now, even those who have never worked in
Russia. And, unfortunately, he won’t work
in our market because he is absolutely
certain that it’s practically impossible
for the aforementioned reason”, says the
expert. Russian anti-corruption laws are
constantly being tightened. Now they’re
talking about the necessity to monitor
not only the incomes, but the expenses
of officials. But the severity of the law
is offset by the reluctance to impose it,
says Vinokurov. “And this concerns not
only the given problem, but all aspects
of doing business in Russia, making it
unpredictable”.

the country is connected with disinterest in

What business requires should
be summed up and used as a
basis for legislative initiatives
Igor Protopopov, Deputy of the Moscow City Duma,
Chairman of the Duma Commission on
Economic Policy, in an exclusive interview with RS.

What do you think hinders
foreign investors from being
active in the Russian market?
My guess is that this is affected by a whole
host of factors, and they extend beyond
Russian realities and Russian legislation.
We have undoubtedly yet to do a lot in this
area, improving both legislative regulation
of investment and taxation and law
enforcement practices, working to secure
better effectiveness of the judicial system,
enhancing the transparency of governmental
agencies’ supervision procedures, reducing
institutional
expenses
incurred
by
businesses, to mention but a few.
At the same time, finances circulate globally
in present-day conditions. Therefore,
whether any investment is attractive depends
on worldwide trends.
Investees that are found appealing by
investors today may turn out to be less
attractive tomorrow. Furthermore, capital

the process on the part of Russian business.
“The adoption of and strict adherence to
rules that are understandable to foreign
investors will significantly change the
structure of business, negatively affecting
its profitability”, affirms Mr. Vinokurov.

An IFC cannot exist in
a hostile environment,
but even in a friendly
environment it needs to
have something to do

Moscow City Business centre at sunset
that it is impossible to artificially create an
IFC. However, one can work on changing
the conditions to create an environment
conducive to its emergence.

Andrei Susarov,
Tax columnist for the Moscow News
Exclusively for Russian Survey

An IFC cannot exist in a hostile
environment, but even in a friendly
environment it needs to have something to
do. For this reason experts are convinced
can flow from country to country under the
influence of global factors. For example,
a good few subsidiaries of foreign banks
operating in Russia had to close investments
projects down to help their Europe-based
parent banks due to the euro crisis that broke
out last fall. And this example is just one of
many.
So, I wouldn’t single out any specific
reasons: you should assess the appeal of
some jurisdiction or other for investors as a
whole. This is impacted by a combination of
national regulators, national legislation, and
the global market situation.

How interested is Russian
business in changing the existing
situation and the rules of the
game?
I believe that Russian business is not
homogeneous and does not have common
interests,
including
formulating
its
requirements regarding government policy
on taxation and investment. In actual fact,
big business shares the same platform
with small and medium-sized businesses
and foreign market entrants. Moreover,
big business is not limited to companies
belonging to extractive industries and their
infrastructural chains or business resulting
from public monopolies (Russian Railways,
energy companies). It also encompasses the
metallurgical, chemical, food processing, and
other industries. Each of them has its own
requirements with respect to infrastructure,
legislation, and so forth.
The regional factor should be taken into
consideration too. Russia is a vast country,
and businesses’ interests differ, depending

on where they are based. For instance, the
capital’s businesspeople are more concerned
about urban planning policy and improved
transportation infrastructure for their
logistics.
But overall, it is possible and necessary to
have businesses’ requirements summarized
and use this summarization as the basis for
legislative initiatives.

Will it add to Moscow’s appeal
for investors as a financial center
if Moscow is turned into a sort
of offshore jurisdiction that avails
itself fully of the attraction of
these jurisdictions?
Today, the idea of an international financial
center is in the phase of studying and
discussing where it is difficult to definitely say
how this institution would influence Russia’s
attraction to investors. It’s beyond doubt
that to turn Moscow into an international
financial center will require adjusting
Russian legislation, including tax laws,
and bringing it into line with international
standards applicable to investment projects.
We already have an example of legal
regulation for such projects, Skolkovo.
To some extent, this principle applies to the
Sochi Olympics project.
What is evident at the moment is that it will
take a lot of effort to set up an international
financial center and have it integrated into
the global investment process. And the
eventual result depends directly on how the
integration will be systematized, how it will
be formalized legislatively, and how we will
succeed in implementing the initiatives for
this project with the required quality.
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from

PROBLEM
to
SOLUTION

AUDIT OF TAX LIABILITIES AND AMOUNTS
DUE TO NON-BUDGETARY FUNDS
ICLC offers an increasingly popular
service “Audit of tax liabilities and
amounts due to non-budgetary funds”
which focuses on assessing, reducing
and preventing potential loss arising
from risks associated with improper
calculation of tax liabilities and amounts
due to non-budgetary funds. These
risks include fines, penalties and other
sanctions which might be imposed by
authorities.
• calculation of tax bases on taxes most
significant for the taxpayer;
• accrual and payment of insurance
contributions to extra-budgetary funds.
The assessment by ICLC specialists
includes the following procedures:
• analysis of tax payments and insurance
contributions in the exercise of financial
and business operations of a company;
identification of potential risks;
• defining circumstances, not identified
by the company, resulting in tax and
other liabilities;
of
the
methods
of
• analysis
calculating tax payments and insurance
contributions, using benefits with
consideration for a corporate structure
and legal relations with counteragents;

• checking correctness of preparing tax
returns and calculations;
• identifying reserves, including those
with consideration for specifics of tax
planning in holdings, which mean
amounts of tax payments and insurance
contributions that were overpaid due to
insufficient elaboration of the changes
made in the tax legislation, accounting
policy for taxation purposes and lack of
sufficient corporate support.
Following the assessment top managers
are provided with a report of identified
violations as well as recommendations
on their elimination, which will enable
the company to decrease tax risks in the
future.
Having assessed the identified violations
and a general scheme of tax payments
and insurance contributions, ICLC can
propose an efficient scheme of taxation
taking into account specifics of a client’s
business.
We offer you both total analysis of the
available taxation system of the company
and optimization of separate, most
problematic sectors in the current tax
management system.

Tatyana Vinokurova
Head of Subscription service department

About ICLC
ICLC (International Consulting and Legal
Center) was founded in 1992. At present,
ICLC is one of the leading companies in
the audit and consulting market of Russia,
being invariably among TOP-20 (according
to the Russian Agency “Expert”).
Assistance in development of a client’s
business

through

providing

multi-

type services of audit and consulting in
compliance with high quality standards is the
main principle in the company’s work. For
the time of its activity ICLC has established
a reputation as a reliable business partner,
adhering to professional ethics of an auditor
and confidentiality principles in regard to
commercial information, and efficiently
solving any tasks.
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MAIN CHANGES IN THE LAW OF THE RUSSIAN FEDERATION
FROM OCTOBER 01, 2011 TO JANUARY 24, 2012
Official resource
for publishing legislative acts
Beginning with November 10, 2011 the
Official website of legal information (www.
pravo.gov.ru) is regarded as an official
resource for publishing the texts of federal
constitutional laws, federal laws, acts issued
by both chambers of the Federal Assembly
along with printed resources.

A new law
“On Accounting” adopted
On January 1, 2013 maintenance of
accounting records becomes obligatory for
organisations using the simplified taxation
system. Beginning with 2013, because of
the adoption of the new Federal Law “On
Accounting”, the obligation to apply source
accounting documents out of unified proformas albums is abolished. Branches and
representative offices of foreign companies
are relieved from the obligation to maintain
accounting records upon the condition
that they maintain records of income and
expenses in accordance with the law on taxes
and charges. Source accounting documents
pro-formas and accounting registers shall
be certified by heads of economic entities
upon recommendations of officials who are
in charge of maintaining accounting records.

Amendments to the Tax Code
for Consolidated Taxpayers
On January 1, 2012 Federal Law 321FZ of 16.11.2011 “On Introduction of
Amendments into Part I and II of the Tax
Code of the Russian Federation in Relation
to Establishing a Consolidated Group of
Taxpayers” introduced a procedure for
taxpayers consolidation with the purpose
of corporate income tax calculation and
payment.
A consolidated group of taxpayers is
a voluntary association of Russian
organisations paying profit taxes on the
basis of a relevant agreement, as well as in
compliance with the procedure stipulated
by the Tax Code of the Russian Federation.
Creation of such a group is possible
provided one of the organisations is directly
or indirectly participating in the authorised
(joint-stock) capitals of other organisations

who are members of the group, provided
the share of such participation in each of
them is no less than 90%. Each member
shall meet certain requirements concerning,
among others: the aggregate amount of
taxes paid over the year (VAT, excise taxes,
corporate income tax, royalty) — no less
than 10 billion rubles; total volume of
revenue — no less than 100 billion rubles;
the aggregate cost of assets — no less
than 300 billion rubles. Entities prohibited
from entering into consolidated groups
include residents of special economic
zones, organisations exercising special tax
regimes, gaming business entities, clearing
companies. Banks, insurance companies
and some other financial organisations may
create consolidated groups only with other
establishments of the same type.

The premium rates will be 30% for payments
exceeding 512,000 rubles. According to
the Law, the application of reduced rates
of insurance premiums will henceforth
be extended to include, among others,
organisations using the simplified taxation
system providing engineering services, as
well as organisations whose core activity
is retail of pharmaceuticals and medical
products, orthopaedic appliances, as well as
transport and communications operations.
The obligation of employer to pay insurance
premiums in respect of employees who are
foreign nationals on account of financing
the insurance component and the funded
component of a labour pension, depending
on the birth year of such insured persons,
has been introduced (read more on page 4).

VAT, Personal Income Tax
and Corporate Income Tax.
Amendments to the Tax Code
Federal Law 330-FZ of 21.11.2011 altered
the Tax Code. More specifically:
• VAT: The list of operations and services
provided by organisations performing
midstream transportations subject to the
0% VAT rate, has been extended;
• PIT: the procedure for determination
of the tax base under REPO securities
transactions has been adjusted; the list
of income not subject to personal income
tax has been updated (with severance
pays having been excluded among other
amendments);
• Corporate Income tax: standardisation
costs have been included onto the list of
costs taken into account when calculating
the income tax.
The amendments take effect on January 1,
2012.

Insurance Premiums Reduced
On January 1, 2012 a reduction of
insurance rates was introduced along with
expansion of the list of small businesses
entitle to the rates (Federal Law 379-FZ
‘On amendments made to the laws of the
Russian Federation with regard to setting
rates for the insurance contributions to be
paid to non-budget funds’ of 03.12.2011).

Federal Law “On Central
Depository” took effect
The Russian securities market now has a
central accounting institution – the central
depository. Central depository may only
exist in the form of a joint-stock company
whose stockholders are Russian legal
entities who are managing companies of
mutual investment funds, incorporated
investment funds and private pension
funds, and are professional participants of
the securities market, trade organisers and
clearing agencies, and other persons, unless
this is provided for by the central depository.
The status of central depository is assigned
by a federal executive authority on financial
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markets in accordance with the procedure
prescribed by the Law (key procedural
provisions) and by regulatory legal acts by
the Russian Ministry of Finance.

Exchange Controls Optimisation
Amendments aiming at optimisation of
exchange controls have been introduced
into the Federal Law 173-FZ of 10.12.2003
‘On Currency Exchange Regulation and
Control’.
More specifically, the amendments stipulate
the following:
• the requirements for issuing a transaction
passport have been specified. A transaction
passport shall contain the following: the
number and date of issue; information
about the resident and the foreign counter
agent; general information about foreigntrade contracts (contract date, contract
number (if available), total transaction
amount (if available) and currency in
which the transaction price is stipulated,
date of termination of obligation fulfilment
under the transaction); information about
authorised bank issuing the transaction
passport and via accounts through which
settlements under the transaction are
effected; information about re-issuance and
grounds for closing the transaction passport;
• the principle of one-time document
submission by residents and non-residents
to the authorities (the Central Bank of the
Russian Federation, the federative executive
authority (authorities) authorised by the
Government of the Russian Federation)
and to currency control agents (authorised
banks accountable to the Central Bank of the
Russian Federation, the state corporation
“Bank for Development and Foreign
Economic Affairs” (Vnesheconombank),
etc. has been introduced;
• issues related to electronic information
exchange between authorities and currencies
control agents have been examined.
The amendments (with the exception of
certain provisions) take effect on June 05,
2012.

IFRS take effect
37 IFRS standards and 26 interpretations to
the IFRS were implemented on the territory
of the Russian Federation (by virtue of
Decree of the Russian Ministry of Finance
160n of 25.11.2011).
The IFRS and interpretations to the IFRS
will take effect on the territory of the Russian

Federation on the day of their official
publication in the Financial Accounting
bulletin. Among the IFRS implemented:
International Accounting Standard (IAS)
1 “Presentation of Financial Statements”;
IFRS: International Accounting Standard
(IAS) 2 “Stocks”; IFRS: International
Accounting Standard (IAS) 7 “Cash Flow
Statements”; International Accounting
Standard (IAS) 8 “Accounting Policies,
Changes in Accounting Estimates and
Errors”; International Accounting Standard
(IAS) 10 “Events after the Balance
Sheet Date”; International Accounting
Standard
(IAS)
11
“Construction
Contracts”. Furthermore, the following
IFRS Interpretations were implemented:
Interpretation SIC 25 “Income Taxes —
Changes in the Tax Status of an Entity or
its Shareholders”; Interpretation SIC 27
“Evaluating the Substance of Transactions
Involving the Legal Form of a Lease”;
IFRIC Interpretation 10 “Interim Financial
Reporting and Impairment”; IFRIC
Interpretation 15 “Agreements for the
Construction of Real Estate”.

Business Partnerships – a new
kind of entity in the Russian
Federation
On July 1, 2012 a new type of legal entities
classified as commercial organisations
will emerge in the Russian Federation –
business partnerships (pursuant to Federal
Law 380-FZ ‘On Business Partnerships’ of
03.12.2011).
Members of business partnerships (the
number of which shall be no less than
two) must be individuals and (or) legal
entities. The federal law may prohibit or
restrict participation of specific categories of
individuals or legal entities in partnerships.
Creation of business partnerships by way of
restructuring existing legal entities is not
allowed, whereas a partnership may only be
restructured by way of transformation into
a joint-stock company. A partnership may
not be a founder or a member of other legal
entities, except for unions and associations.
A partnership is liable under its obligations
with all its assets, members of a partnership
do not incur liabilities under its obligations
and bear the risk of losses up to the amount
of contributions made by them. The Russian
government may stipulate capital adequacy
criteria for partnerships which will determine
certain types of activity.
A partnership may not issue bonds or other
issue-grade securities. It is also not allowed
to advertise its operations.
A partnership establishes a sole executive
authority (director general, president, etc)
who is elected from among the partnership
members in accordance with the procedure
stipulated by the articles of association or by
a unanimous decision of all members for the
entire term of operation of the partnership.
The
Federal
Law
‘On
Business
Partnerships’ also regulates other matters
related to partnership creation, operation
details, management, relations between its
members, restructuring and liquidation.

Law ‘On Investment Partnership’
took effect
On January 1, 2012 Federal Law 335-FZ
of 28.11.2011 ‘On Investment Partnership’
regulating the principles of a simple
partnership agreement entered into for the
purposes of exercising joint investment
activities
(investment
partnership
agreement) took effect.
The law regulates the principles of a simple
partnership agreement entered into for the
purposes of exercising joint investment
activities
(investment
partnership
agreement) in acquisition and (or) disposal
of shares (stocks) not circulating in the
organised stock (share) market, business
entities bonds, partnerships, financial
instruments under forward contracts, as
well as shares in the joint-stock capital
of business entities. In an investment
partnership two or more persons (partners)
undertake to combine their contributions
and conduct joint investment activities
without establishing a legal entity for
the purposes of making profit. Partners
participate in the agreement within the
limits and to the extent stipulated by the
Civil Code of the Russian Federation, this
Law and agreement, with only one or several
of the partners conducting joint business
of the partners on their behalf (managing
partners). Each partner is obliged to
contribute to the joint cause. An investment
partnership agreement is subject to notarial
certification.
The law regulates including but not limited
to the following:
• rights and obligations of partners, terms,
provisions and duration of the agreement,
terms for its amendment and termination at
partner’s request;
• procedure for determining the share of
each partner in the partners’ joint assets;
• conduct of partners’ joint business;
• liability of partners under joint obligations;
• the agreement termination procedure.

The Labour Code sides with
Employed Labour
Amendments regulating the examination
and settlement of collective employment
disputes have been introduced into the
Labour Code of the Russian Federation.

LAW DIGEST

Health and Safety
can be Profitable
On January 1, 2012 Federal Law of
06.11.2011 300-FZ ‘On Introduction
of Amendments to Articles 17 and 22 of
the Federal Law “On Obligatory Social
Insurance against Employment Injuries and
Professional Diseases” took effect.
Economic incentive measures to encourage
employers comply with the labour protection
requirements were developed. Employers
are now obliged to report to the SIF RF about
the results of assessment of workplaces with
regard to labour conditions and obligatory
preliminary and routine medical checks of
employees.
Moreover, the discount or surcharge
amounts to the insurance rate under
obligatory occupational injury and disease
insurance will be calculated based on the
results of the insured’s work over three years
(currently only the preceding year is taken
into account for report purposes). It has also
been established that no discount is made
upon the occurrence of a fatal insured event.

New amendments were made to
the RF Code of Administrative
Offences
• Administrative liability for violation
of stipulated submission periods for
accounting and reporting forms under
currency operations has been differentiated
depending on the duration of the violation.
The amendments take effect on November
18, 2011.
• Beginning with November 28, 2011 the
administrative fine for failure by residents
to fulfil within stipulated deadline their
obligation in transfer of foreign currency and

the Russian currency to their bank accounts
in exchange for work (services), results of
intellectual activity, etc, is in the form of
funds in an amount that is a multiple of the
Central Bank refinance rate of the amount
of funds credited to accounts in authorised
bank with violation of the deadline.
• The list of circumstances remitting
administrative liability has been extended to
include the following:
• voluntary cessation of misbehaviour by
the person committing such administrative
violation;
• cooperation on the part of the person
committing the violation with the authority
in charge of conducting proceedings in the
framework of such administrative violation
as far as establishment of the circumstances
of the case are concerned;
• voluntary compensation by the person
committing such violation of the damage
caused or voluntary remedy of damage
caused.
• Administrative liability was introduced
in respect of failure to submit applications,
notices (information), data (information)
to a federal executive authority in charge of
exercising control over foreign investments
in the Russian Federation.
The amendments took effect on January 07,
2012.
• The RF Code of Administrative Offences
has been supplemented with a new article
stipulating the procedure for notification of
persons involved in the proceedings in the
framework of administrative violation.
The amendments took effect on January 07,
2012.

On April 1, 2012 the new norms of the UrbanPlanning Code of the Russian Federation
specifying the grounds and the procedure
for conducting state and non-governmental
expertise of project documentation and
results of engineering surveys, including
accreditation of the right of legal entities to
conduct non-governmental expertise, will
take effect.
The Urban-Planning Code of the Russian
Federation may be supplemented with a
chapter taking effect on January 1, 2013,
stipulating key requirements to the building
and constructions maintenance, including
obligations of persons responsible for such
maintenance and management.
On July 1, 2013 norms introducing joint
and several-basis responsibility in place
of subsidiary responsibility of members
of self-regulated organisations operating
in construction business for damage
caused through poor-quality design and
construction will take effect.
Some other amendments concerning
primarily the list of items organisation and
conducting of state expertise of project
documentation of which is the responsibility
of Russian state authorities was introduced
into the Urban-Planning Code of the
Russian Federation and a number of
legislative acts.

5 years imprisonment for setting
up one-day firms
Amendments to the Criminal Code of the
Russian Federation and Article 151 of the
Code of Criminal Procedure of the Russian
Federation have taken effect.
Creation, registration or restructuring of
legal entities using fake identities (so-called
“fly-by-night companies”) is punishable
with prison sentences of up to 5 years.
Also, criminal liability was introduced
in respect of illegal issue or acquisition
of identity documents, as well as use of
illegally-obtained personal data, if such acts
were committed for the purpose of creating a
legal entity with the intention of committing
one or several crimes involving financial
operations or transactions involving
currency or other assets.

Basic requirements for the
operation of buildings and other
amendments to the UrbanPlanning Code
Amendments have been introduced into
the Urban-Planning Code of the Russian
Federation and separate legislative acts of
the Russian Federation.

The procedure for selling land
has been extended
Amendments have been made to articles 2
and 3 of the Federal Law on the Introduction
of the Land Code of the Russian Federation
and several statutory acts of the Russian
Federation.
The current procedure for selling land plots
that are state or municipal property to legal
entities that own buildings and installations
located on the land plots has been extended
until July 1st 2012
The procedure that must be followed by
legal entities that want to re-register their
right to use land indefinitely as a long term
lease or buy the land has also been extended
until the same date.
The procedure under which citizens and
legal entities can be given forested land plots
without going through the state cadastre
procedure (except for cases where forested
land is to be used for recreational purposes)
has been extended until January 1st 2015
The application of plans of forested land
plots (instead of cadastre plans or passports
if no cadastre records were kept of the land
before the specified date) has also been
extended until January 1st 2015.
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The new version of certain provisions
gives a more detailed description of some
of the conciliation procedures, as well
as established procedural terms more
favourable for employees:
• the term for acceptance and examination
of demands received from trade unions
and communication of decisions made was
reduced from one month to three weeks;
• an employer is now obliged to inform of the
decision made on the basis of examination of
employees’ demands within 2 business days
from the date of their receipt (the previously
stipulated term was 3 business days);
the term for examination of a collective
employment dispute with the involvement
of an intermediary (previously – up to 7
business days from the date of inviting the
intermediary) is now up to 3 business days
at the local social partnership level, and up
to 5 business days at other levels of social
partnership.
Furthermore, the legislators have given
special attention to the provisions of
the law on labour arbitration, as well as
to negotiations on refusal by one of the
parties from participation in conciliation
procedures.

13
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Owners of incomplete construction projects
whose title to the project was registered
before January 2012 are entitled to lease
the land plot on which the construction site
is located and which is state or municipal
property without having to go through
a tender selection procedure, following
instead the same procedure that is used by
owners of buildings and installations.
From April 1st 2012 a new regulation goes
into effect that specifies the grounds on
which state authorities can unilaterally
terminate land lease agreements entered
into before January 2011 for the purposes of
construction or renovation of real properties
in Moscow and Saint Petersburg in the
event of significant violations of the lease
agreement or significant changes in the
circumstances that the parties presumed
when entering into the lease agreement.
Such significant changes and violations now
include failure to adhere to construction
deadlines or lack of construction permit after
five years have passed from the conclusion
of the lease agreement. Special procedures
have been established for terminating
such lease agreements (and other similar
agreements entered into with state or
municipal organisations and authorities)
and the procedure for compensating
construction expenses.
Detailed rules have been introduced for the
state registration of title to real properties
created under a contract with a state
authority, local self government body, state
or municipal authority or a unitary company
before January 1st 2011 under which some
real property located on a land plot that
is state or municipal property was to be
construction or renovated using off-budged
financing with the floor area of the property
then being distributed among the parties to
the contract. Now state registration after the
completion of the construction or renovation
of the real property may only take place if
the Parties sign a document confirming
performance of their contractual obligations
and only in accordance with the distribution
of the floor area of the property specified in
said document.

of which was delayed. It was also stipulated
that an agreement restricting this right is
void; with the debtor and pledger being
obliged to compensate expenses sustained
by the pledge holder in connection with the
enforcement of collateral.
Other amendments concerning the
procedures for application of recovery of
pledged security
have been introduced
into various legislative acts, including
those a) regulating in detail the procedures
for forwarding by the parties of a collateral
agreement of various notices and claims,
2) those clarifying the procedure for outof-court recovery of pledged property
(enforcement inscription by a notary
included), the procedure for disposal of
pledged property (bidding, commission
contracts), 3) those defining details of
state registration of a title when the title is
transferred as a result of recovery, etc.
The amendments are to take effect on
March 7, 2012 (with the exception of certain
provisions).

Intellectual Property Court
A specialised court authorised to examine
cases related to intellectual property rights
shall be established within the system of
arbitration courts by February 1, 2013 –
Intellectual Property Court.
The Intellectual Property Court will be
authorised to examine, within the scope of its
competence, disputes related to protection
of intellectual property rights as a court of
first instance and a cassation instance.

Drivers under control
Beginning with January 29, 2012 vehicles
performing commercial transportation of
passengers and goods shall be equipped
with technical control devices monitoring
the compliance by drivers with the traffic,
labour and recreation regulations.

Security is a tight rope
Amendments were made to certain
legislative acts of the Russian Federation
insofar as the upgrading the procedure for
pledged property recovery (Federal Law
405-FZ of 06.12.2011 “On introduction
of amendments into legislative acts of the
Russian Federation with regard to the
procedure of enforced pledged property
recovery”).
The collateral agreement may contain
a provision on the procedure for selling
pledged property pursuant to a decision
of the court and (or) on possibility of
extrajudicial enforcement.
In line with other amendments introduced
into the Civil Code of the Russian Federation,
it has been established that the debtor and
the pledger acting as a third party may at
any time terminate prior to the realisation
of the collateral, discharging the collaterised
liability or the part thereof the enforcement

Damage caused as a result of Emergency at
Hazardous Facilities (Decree by the Russian
Government No 916 of 03.11.2011 “On
Approval of the Regulations on Compulsory
Insurance of Civil Liability of Owners of
Hazardous Facilities for Damage caused
as a result of Emergency at Hazardous
Facilities”).
In accordance with the approved
Regulations, the Insurer undertakes to pay
insurance compensation to injured persons
- in exchange for the payment stipulated
by the compulsory insurance agreement upon the occurrence of an insured event for
the purposes of compensating damage to
their life, health or property within the limits
of the insurance amount stipulated in the
agreement.
Compulsory insurance is applicable to the
risk of civil liability borne by the owner of
a hazardous facility located on the territory
of the Russian Federation and subject
to registration in the state register, as
provided for by the law on industrial safety
of hazardous production facilities, or to
entering into the Russian Register of Hydrotechnical construction. The Regulations
contain a list of such hazardous facilities.
The provisions contained in the Regulations
concerning the procedure for determining
the insurance compensation amount (fixed
insurance compensation amount, additional
fixed insurance compensation amount)
insofar as related to compensation of
damage to the health of the injured person,
and the procedure for payment of such
compensation, take effect on January 1,
2013.

Technical regulations can wait
The effect of the Technical regulations
on equipment safety during operation
in explosive environments, approved by
Decree of the Russian government N 86,
of February 24, 2010, has been suspended
until January 1, 2014.

List of hazardous facilities +
Insurance regulations
On January 1, 2012 the Regulations on
Compulsory Insurance of Civil Liability
of Owners of Hazardous Facilities for

OUR
OPINION

PROTECTING YOUR PERSONAL INFORMATION:
HOW TO AVOID FINES

A

s of last year a new law aimed at protecting citizens’ personal data is in full force in the Russian Federation.
According to legislators this law should protect people from intrusive proposals, spam, various agents, etc. Their
intentions were good, but in practice this has led to headaches and considerable fines for companies which had
given no thought to spam-mailing

Who is fining, and how much
At first glance the fines ordered from an
organisation that has failed to comply with
the requirements of the law on dealing
with personal information (as set forth in
the Code of Administrative Offences of the
Russian Federation) are not particularly
high. According to Art. 13.11 of the Code,
the fine in question is 5,000-10,000 roubles
(~USD 150-300) paid by the organisation,
and 500-1,000 roubles from its manager in
cases where he/she is found to be at fault for
the violation.
However, one must consider that this fine
may be imposed for each individual violation.
And, as we shall see, the rules on this matter
are set abound. Therefore, the 10,000
rouble fine could easily become 50,000 or
even 100,000 roubles, even within a single
inspection. Taking into account an entire
year, these amounts may be even more
impressive.
Despite the fact that the Federal Service
for Supervision of Communications,
Information
Technology
and
Mass
Communications
(Roskomnadzor)
is
authorised to monitor compliance with the
regime of personal information, it does not
possess the power to fine an organisation for
non-compliance. The Code of Administrative
Offences grants that power only to the
prosecutor.

Rules for All
Now, knowing how poor organisation of
work with personal data can be a threat,
we will move onto the actual rules that
govern this work. At this point it needs to be
said that these rules do not apply solely to
organisations that deal with client databases,
but are mandatory for all organisations in

which there is at least one employee. This
is because under the current law the data
received by an organisation upon hiring
an employee is also personal, and so the
organisation involved must protect this
information in full accordance with the law.
Even when an organisation stores all its
documentation the old-fashioned way,
on paper, does not eliminate the need to
organise a system of protection. The law
makes no distinction between firms that
have implemented high-tech information
systems and those who have been working
with documents on paper. Both are required
to take a number of organisational and
technical measures to protect the personal
data of employees. Please note that the
formal implementation of these measures is
exactly what is controlled by Roskomnadzor
specialists.

So what are these measures?
The first thing the inspectors will want to see
is the order from the head of the organisation
for the appointment of those responsible
for working with and protecting personal
data. As well as this, the organisation
must possess a register of the personal
information which it actually uses.
In practice, personal information usually
includes everything an employee writes about
him/herself when applying for the job, as
well as the data used later when formulating
personnel documentation. Thus, the list
of documents containing personal data
includes the application for employment,
employee profile, personal card and
personal data file, labour contract, orders,
employment history, evaluation committee
materials etc., along with a variety of records
and materials kept by the organisation for
internal use (for example, that of the parent

Taken from an online
interview given by the
Deputy Director of the
Russian Federal Service
for the Supervision
of Communications,
Information
Technology and Mass
Communications
(Roskomnadzor),
R.V. Sheredin
Garant Information
Agency, www.garant.ru
© RIA Novosti, Sergey Pyatakov

As of November 2007, when Roskomnadzor
(along with Rossvyazokhrankultura)
was granted full powers of control and
supervision over the conformity of the
processing of personal information to
the requirements of the legislation of the
Russian Federation, we (Roskomnadzor
- RS) have carried out 3,307 inspections
of operators engaging in the processing of
personal information.
As a result of these activities, over 4,500
orders to eliminate violations have been
issued, and 7,591 reports regarding
administrative offences have been
compiled and sent to the courts.
1,743 inspections were carried out in
2011, of which 954 were planned and 789
were unannounced.
While by the end of 2009 administrative
proceedings for violations of personal data
were brought against only 37 operators,
with administrative penalties totalling
slightly under 22,000 roubles, to this date
that amount exceeds 12.5 million roubles.
The number of violators is not difficult to
determine, given that the fine for a violation
is 3,000-5,000 roubles (~USD 100-150).
Such is the prevailing judicial practice.
The number of complaints (from affected
citizens – RS) is constantly growing,
from 465 in 2009 to 3,240 at the end of
2011. In response to each specific case
we have taken all necessary measures.
Approximately 900 files have been sent to
the prosecutor’s office alone.
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employees, is formulated in such a way that
the use of this information in cooperation
with a bank for payroll purposes, as well as
with government bodies, does not formally
fall under this exception. Therefore, in order
to avoid unnecessary disputes and fines, it
is recommended that such notification be
given.

What should be “stated”
in the Statute?

organisation or shareholders) or presented
to various government bodies (tax and
labour inspectors, statistics agencies).
Preparation of this list, by the way, is not
only important in terms of abiding by the
law. It will streamline the use of personal
data within an organisation. The fact is that
the complexity of protection of personal
data depends on the importance of the
information. For example, information
regarding political and religious beliefs,
personal life, health and nationality
are legally assigned to the category of
information that should be protected by
more reliable means and methods than data
simply identifying the person. Therefore, the
analysis of compiled information, and the
exclusion of data which it is not absolutely
necessary for the organisation to keep, will
significantly reduce the cost of the protection
system.
Next, a list must be prepared of all persons
authorised to work with personal data,
following which said list must be confirmed
by the head of the organisation. As well
as this, the development and subsequent
confirmation of a specialised document,
a provision for dealing with personal
information, is necessary. This document
must contain in detail the requirements for
obtaining, storage, combination, transfer
or any other use of personal information, as
well as a guarantee of its protection.
Finally, one more important point. An
organisation must notify Roskomnadzor
that it is dealing with personal information.
Although, at first glance, the law makes an
exception in the case of information on an
organisation’s own personnel, the control
agency insists on the necessity of such
notification. In doing so, Roskomnadzor is
using contradictions in the provisions of the
law. The Article, which, as we have already
said, eliminates the need to give notice
regarding the personal data of a company’s

Now let’s take a closer look at what exactly
should be recorded in the Statute on
personal data. This document is divided
into sections, regulating exactly how an
organisation should be collecting and
processing personal information; who and in
what order should have access to this data;
and what steps must be taken to prevent its
disclosure.
Let us examine each of these sections in
detail. First, in the section on the “collection
and processing of personal information”, it
is indicated that an organisation can collect
and process personal data solely upon receipt
of the written consent of the employee.
Accordingly, this section should include
the application form by which an employee
may agree to the use of this information.
Such approval should be obtained from new
employees immediately upon hiring, and
from already established staff immediately
after the approval of the provision.
The section that regulates access to
personal information specifies the access
procedure to said data for employees of the
organisation and third parties, including
other organisations. Accordingly, here
should be a list of personnel with access to
personal information. If necessary, levels of
access can also be entered here: for example,
the director and the management have
access to all personal data, the accounting
staff have only what is necessary for payroll
and taxes, HR have what is needed to
process personnel documents, etc.
This section also indicates the procedure
for processing and transmission of data.
For example, in cases where data transfer
is governed by law (such as, for example,

RS’ Opinion:

According to the law notification is not
required to be given if personal data is
processed in accordance with the labour
laws. At the same time, we believe that
the necessity to submit information on
employees, including personal data,
to the Tax Inspectorate (form PIT-2),
the Pension Fund or to the bank stems
from the presence of labour relations.
Thus, notification of Roskomnadzor is
unnecessary.
The opposite approach will lead to 100%
of employees being obliged to give notice,
which is illogical and wrong.
In judicial practice we see that the courts
refuse Roskomnadzor’s attempts to
place responsibility on employers for
failure to notify them on the processing of
employees’ personal information.
Sofia Ivanova, lawyer, ICLC
the tax authorities, statistics offices, the
Pension Fund, etc.) it is sufficient to make
reference to the data transmission procedure
specified in the laws. But at the same time,
be sure to indicate who (and according to
what procedure) has the right to prepare
information for transmission to state organs.
However, data transmission to relatives,
insurance companies, banks, charities and
non-state pension funds may be carried
out only with the written consent of the
employee for each specific piece of data.
The Statute ends with the section on
liability for violation of the rules governing
the processing of personal information.
Here, it suffices to include the norms of
the Labour Code (dismissal for disclosure
of personal data under Art. 81 LC RF),
the Code of Administrative Offences of the
Russian Federation (we are already familiar
with Article 13.11) and, if necessary, the
Criminal Code (Art. 137).

SUMMARY:

1. Any organisation with at least one
employee is required to take measures to
protect personal information. Thus, it is
the duty of EVERY organisation in Russia.
2. It is not enough to take measures
to protect the information; they must
be legally formulated, with orders and
directives given, and regulations and other
documents prepared.
3. In order to minimise risks, notification
should be given to Roskomnadzor.

Alexey Krainyev, lawyer,
Exclusively for Russian Survey
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NEIGHBORS
EMPLOYMENT OF FOREIGN NATIONALS IN UKRAINE

R

ecent years have seen a sustained growth in the number
of foreign nationals seeking employment in Ukraine. Thus,
for example, in the Lviv region alone, 289 work permits
were issued to foreign nationals in 2010 and in 2011 this
number went up to 473. The main cause of this trend is
that Ukraine has become a significantly friendlier place for
foreign investments and consequently foreign investors as
well as local entrepreneurs are seeking to employ foreign
talent to ensure high quality of management. In addition, it
is also expected that the Euro 2012 soccer championship
will make Ukraine even more attractive to foreign investors

Ukraine’s government sets immigration
quotas for each category of immigrants.
One such category is highly skilled
professionals*, who the Ukrainian economy
is lacking so sharply. Immigration permits
are issued to such people regardless of the
currently applicable immigration quotas.
According to the law of Ukraine foreign
nationals must follow a very complicated
procedure to get a job. The employer must
provide the job, get a permit to employ
a foreign national, get extensions for
the permit, pay the foreign national and
ensure good working conditions, provide
accommodation and other fringe benefits.
As for the taxes paid by foreign nationals and
for them by the employer, it has to be noted
that they are exactly the same as those paid
by and for Ukrainian citizens, including all
the social taxes.

Thus the expenses of hiring
a foreign national in Ukraine
are always higher than
the expenses of hiring a
Ukrainian national

of their own. Thus the expenses of hiring
a foreign national in Ukraine are always
higher than the expenses of hiring a
Ukrainian national.

Getting the documents
To get a permit to hire a foreign national
in Ukraine the employer must submit an
application to the State Employment Centre
or to its local branch in the region where the
employer is registered. The law outlines
specific requirements for the documents
that must be submitted to the employment
centre. These documents can be divided into
two groups:
• Documents prepared by the employer;
• Documents that must be provided by
the foreign national, including:
• Copies of diplomas or qualification
certificates;
• Copies of the pages of the foreign
national’s passport that contain his or her
identification information ;

Kristina Onyshchenko
Managing partner,
Law Nexia DK. Auditors Consultants
Member of Nexia International

*RS:

Unlike Russia, Ukraine does not have
clearly defined criteria that a person must
meet to qualify as a highly skilled migrant.
The generally accepted opinion in Ukraine
is that a highly skilled professional is
somebody with a higher education degree
and sufficient experience in the field in
which they are seeking employment.
A post graduate degree is another
advantage.

The main difference is that when hiring a
foreign national, the employer must pay the
fee for getting the employment permits for
foreign nationals and temporary residence
permits for their new hire. Furthermore, the
employer must provide the foreign national
with accommodation or reimburse them
for the expenses of getting accommodation
Ukrainian currency (UAH)
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• 2 3.5x4.5 cm colour photographs (each
photograph must be signed by the employer
and stamped with the company’s seal on the
back. It should be noted if the photographs
are not signed or stamped the application
may be turned down );
• A certificate issued by proper authorities
of the foreign national’s home country
confirming that he or she is not serving a
prison term for committing a crime and is
not currently under investigation. As a rule
such certificates that the foreign national
has no criminal record can be issued by
local police departments. It’s important
to remember that no criminal record
certificates are only valid in the territory of
Ukraine for one month after issuance. If the
foreign national is staying in Ukraine while
his/her application for a work permit is
being reviewed, a similar no criminal record
certificate must be obtained in Ukraine.
An important aspect of the whole process is
meeting the requirements for the documents.
Every document issued by another country
must be legalised or aposlilled, unless there
are bilateral agreements between Ukraine

rule this means that the document must be
duly notarised and the translation must be
signed by a certified translator.
A significant step in the process of preparing
documents for employment of foreign
nationals is the drafting of employment
contracts. There are several mandatory
requirements that must be met in an
employment contract with a foreign national
to avoid difficulties with getting a work
permit:
• The terms of the contract with a foreign
national must not be any worse than the
terms of a similar contract with Ukrainian
citizens and the pay must be at least equal
to the amount offered to Ukrainian citizens
employed in the same position;
• In Ukraine the standard work week is
40 hours regardless of whether people are
employed full time or on flexible schedules. To
avoid difficulties with getting a work permit
for a foreign national it is recommended that
certain limits be specified in the contract on
how much the employee can work every day
and that the contract explicitly specify the
employee will have a 1 hour lunch break;

Every document issued by another country must be legalised
or apostilled, unless there are bilateral agreements between
Ukraine and the foreign national’s country under which
this is not required, translated into Ukrainian and certified in
accordance with the procedure established by the law
and the foreign national’s country under
which this is not required, translated into
Ukrainian and certified in accordance with
the procedure established by the law. As a

• Every employment contract with a foreign
national is limited in time because it can
only be entered into for the duration of the
work permit;
• The employer must provide proper fringe
and social benefits to the foreign national.
All the documents must be submitted by the
employer to the state employment centre.
Once the documents have been received the
Centre will take up to 30 days whether or not
a work permit can be issued. Work permits
are issued for up to 1 year.

Visas: main requirements

National Bank of Ukraine, Kyiv

Citizens of the European Union, the CIS,
US, Canada, Cyprus, Japan and a number
of other countries do not need a visa to travel
to Ukraine and can stay in the territory of
Ukraine without a visa for 90 days within
a 180-day corridor. In addition, the CIS
citizens can extend their stay for another
90 days if necessary. However, oftentimes
visas are needed to sort out problems with
staying in Ukraine. For example, when the
period of visa-free stay has expired but the
foreign national has to stay on in Ukraine for

Night Kyiv. Arena-City entertainment centre
various reasons, the only option is to get a
short term visa.
Under the amendments made to the
Ukrainian visa regulations, there are three
types of visas that can be issued to foreign
nationals entering Ukraine:
• Transit visas (type В) are issued to foreign
nationals and people without citizenship
who are travelling through the territory
of Ukraine to another country or who are
transporting cargo or passengers by road.
Transit visas can be one-time, two-time
and multiple entry which can be issued for a
period of up to 1 year. In any case the stay in
the territory of Ukraine cannot exceed 5 days
on a transit visa;
• Short term visa (type С) is issued to
foreign nationals and people without
citizenship who need to stay in Ukraine for
up to 90 days within 180 days after their
first entry into Ukraine. Short term visas
can be one-time, two-time and multiple
entry, valid for 6 months or any other period
specified in the documents on the basis of
which it is issued. The maximum period of a
multiple entry short term visa cannot exceed
five years. Short term visas make sense
for tourists or business travellers. Type C
visas are often obtained by people seeking
employment in Ukraine who plan later to
get a work visa;
• Long term visa (type D) is issued to

Ukrainian visas cost between
USD 85 and 200 depending
on the number of allowed
entries into Ukraine
foreign nationals and people without
citizenship who enter Ukraine in order to get
documents allowing them to stay or live in
Ukraine for a period longer than 90 days. If
you have got a long term visa you can apply
for temporary residence permit as a foreign
national residing in Ukraine.

NEAREST NEIGHBORS

Despite the fact that citizens of most
countries do not need a visa to travel to
Ukraine and when a visa is needed there
are ample options to get one, the best way
to stay in Ukraine over a long period of time
is to get a residence permit. A residence
permit allows the foreign national to come
into Ukraine and leave it at any time during
the validity period of the permit. The first
residence permit is issued for one year, but
later on it can be extended. The law specifies
a list of grounds for issuing a residence
permit, one of these is employment, another
one is one’s family reunion.
The procedure for getting a residence
permit is regulated by a set of sub-statutory
regulations. A foreign national willing to
get a residence permit must submit an
application to the Chief Directorate of the
State Migration Service (at the moment the
new service is being created and its services
are being temporarily provided by the State
Department for migration, Citizenship
and Registration of Natural Persons).
The application package must include the
following documents:
• Application for a residence permit;
• Request of the receiving party that a
residence permit be issued to the foreign
national;
• 4 3.5x4.5 cm photographs (on matt
paper);
• Original passport (this is returned after
being checked) with a type D visa with
a special mark and copies of the pages
of the passport containing identification
information and the visa (if the residence
permit is to be issued on the basis of
employment in Ukraine);

Odessa seaport,

© RIA Novosti, Sergey Polyakov

• Translation of the passport pages with
personal data into Ukrainian authenticated
in accordance with established procedure;
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• A document of title to residential property
and an application from the foreign national
to be registered at the residence address
which has been reviewed by the State
Migration Service of Ukraine;

A residence permit allows
the foreign national to come
into Ukraine and leave it at
any time during the validity
period of the permit
• A copy of the document appointing
the foreign national to his/her position,
authenticated in accordance with established
procedure (if the foreign national has already
been hired );
• A copy of the passport of the authorised
representative of the receiving party signed
by the holder of the passport;
• A receipt confirming payment of the state
fee for the issuance of the residence permit
(USD 125)
If all the documents are in order a residence
permit will be issued within the next 15 days.
After a residence permit has been issued the
foreign national must register at the location
of his/her residence.

Taxation of foreign employees
and payment of social insurance
premiums
Foreign nationals pay the same taxes as
Ukrainian nationals. Under the Tax Code
of Ukraine any income received by a foreign
national in the territory of Ukraine is taxed
in the same way and at the same rates as

St. Sophia Cathedral, Kyiv, Ukraine
income received by Ukrainian nationals.
Thus when a foreign national is paid
compensation, the employer must deduct a
tax at a rate of 15% if the compensation does
not exceed 10 minimal compensations as
defined by the law of Ukraine as of the date
the compensation is paid (at the moment
the minimal compensation is UAH 1073,
from April 1st it will be UAH 1094) and at
a rate of 17% on the amount exceeding 10
minimal compensations (currently UAH
10,730).
As for social insurance premiums, when
paying compensation the employer must
pay the single social insurance premium
at a rate of between 36.76% and 49.7%
depending on the professional risk of the
production process. When the employee
is paid compensation a single social tax of
3.6% is deducted regardless of the amount
of the compensation.
The existing mechanisms and algorithms
for getting work permits and temporary
residence permits are fairly effective. The
amendments to the immigration law passed
in 2011 improved the regulation in this
area and provided additional instruments
for people who want to move to Ukraine
temporarily with their families after they get
a job in Ukraine. These amendments and
the state policy aimed at supporting foreign
investments are having a positive impact on
increasing the number of foreign nationals
who want to work in Ukraine.
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THE “OLD NEW YEAR” – NOW THAT’S
SOMETHING OF A RIDDLE THERE!
very year, on the night from January 13 to January 14, Russians celebrate the so-called Old New Year – a
feast that seems to be totally incomprehensible for many foreigners. Looks like no one is capable to explain
in fact – what is the difference between this feast and the traditional New Year, as we know it? Naturally,
it would seem a date discrepancy. And still, we tend to treat the old-style New Year as an independent
holiday helping us to prolong the joy and pleasure of the winter holidays. And maybe to feel them for the
first time over, - since the situations vary, - because that day is far quieter than January 1, which is drowned
in hustle and bustle. For many believers the old-style New Year has a very special meaning, since they can
only indulge in real celebration after the end of the Advent fast

Back in the pagan Rus the New Year was

is equivalent to December 19 according

particularly important to unmarried girls

celebrated on March 22 – the vernal

to the Julian calendar, while January 14 is

who were keen on fortune-telling. They

equinox day, this was due to the agricultural

equivalent to January 1 according to the

believed that whatever you manage to see on

cycle. With Christianity establishing itself

Julian calendar.

St Basil’s Day will most certainly come true.

in Rus the Byzantian calendar gradually

The Orthodox Church continues to celebrate

St Basil was held in popular belief to be

replaced the old one, and ever since the new

all religious feasts according to the Julian

the protector and patron of breeders and

year began on September 1. The confusion

calendar.

pork products, and people believed that if
pork is abundant on the festive table on the

The modern-day New Year happens to be in the midst of the
Advent fast – the 40-day-long fast in the Orthodox Church
honouring the birth of Christ. Whereas in the Julian calendar
all is just the way it should be ‑ the Advent fast precedes the
celebrations of the birth of Christ, six days after which the
coming of the new year is celebrated

eve of St Basil’s Day, these animals would

That is why, the old-style New Year day is

also a custom of going from house to house

important for people living in countries

and share potluck dishes with the hosts. On

where the church continues to live by the

the night before St Basil’s Day guests had to

Julian calendar (Belarus, Ukraine, Greece,

be offered pork pies, either boiled or baked

Serbia, Montenegro, Macedonia, etc).

trotters, and generally any dishes containing

remained for a while, and in some places
the New Year continued to be celebrated in
spring. Only by the end of the XV century
the new year was finally officially established
in Rus as beginning on September 1.
transferred to January 1 in the old calendar,

The Old-style
New Year tradition

that is to say, to January 14 in the new

In the old days, January 14 (January 1 in

calendar.

the Julian calendar) was known as St Basil’s

Almost all Protestant countries of Europe

day ‑ the commemoration of Saint Basil the

adopted the Gregorian calendar back in

Great of Caesarea – and was crucial for the

the XVIII century, dropping several extra

entire year.

days out. Russia, however, only adopted

This was the day for performing all possible

it in 1918. This switch to a new calendar

ancient rituals and fortune-telling. The

resulted in changing the New Year date.

eventide (currently falling on January

January 1 according to the Gregorian style

13) was called St Basil’s evening. It was

Peter I decreed in 1699 that the New Year be

breed in abundance and will bring profit to
their owners. That is why the main festive
course on St Basil’s Day was a pig that was
roasted whole. According to popular belief,
a roasting pig was a guarantee of prosperity
for the whole of the coming year. There was

pork.

The eve of St Basil’s Day
was the time for all possible
ancient rituals and fortunetelling. Young unmarried girls
were particularly keen on
this as they believed that
whatever you manage to see
on St Basil’s Day will most
certainly come true
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– that porridge was to be consumed in the

Basil’s Day – to cook porridge in compliance

morning. If the porridge would boil out of

with a number of rituals. On the New Year’s

the pot, or was pale and meager, and the pot

Eve, at around 2 o’clock in the morning, the

cracked, this boded no good to the masters

oldest of the women in a household would

of the house, and people awaited disasters,

bring cereals (usually buckwheat) out of

while the porridge was thrown away.

workplace to have fun with their colleagues

the barn, while the oldest of the men would

On the contrary, the tradition to make

and fellow workers.

draw water from a well or a river. No one was

dumplings containing a surprise inside

allowed to touch that cereal or water until

And now speaking of the New Year

for the old-style New Year only appeared

the furnace becomes sufficiently hot, - they

celebrations, we simply cannot omit those

recently – no one can really tell when

were just left on the table. After that, all went

universally adored characters that are

and where it originated but it was gladly

to the table and the oldest of the women

invariably associated with it. We are talking

welcomed in many homes across Russia.

began to stir the porridge in the pot while

of Ded Moroz and Snegurochka, of course!

In some places this tradition is observed in

reciting certain ceremonial incantations.

almost every household and the code is to

Ded Moroz (Morozko)

With this over, everyone would leave the

spend time making dumplings altogether,

Ded Moroz (Grandpa Frost), a truly Russian

table and the lady of the house would put

with friends or relatives, and then a merry

character, is often identified with the Western

the porridge into the oven with a ceremonial

feast is held where these dumplings are

Santa Claus. The truth is, however, that Ded

bow. Cooked porridge was taken out of the

consumed, with everyone hoping they

Moroz has just as much in common with

oven and examined carefully. If the pot was

happen to come across the surprise. This

Santa Claus as, for example, the Ostankino

full and the porridge was thick and crisp,

sportive

Tower in Moscow has with the Eiffel Tower

this meant that the coming year will be

loved by children. Some people even bring

in Paris.

prosperous and the harvest will be abundant

dumplings they have made at home to their

Whereas the figure of Santa Claus is

fortune-telling

is

particularly

RS Reference:
Svyatki (Christmastide) –

the twelve days following the Christmas
Day and preceding the Epiphany (the
Baptism of Christ).

believed to be primarily inspired by Saint
Nicholas – who was incidentally quite a real
historical character, Ded Moroz (Morozko)
is a mighty pagan god of the Eastern Slavs.
This character comes out of legends and
myths, symbolising Russian winter frosts
– a blacksmith who binds water into ice,
generously covering the winterly nature
with silvery snow, bringing the joy of winter
celebrations, and, should the need arise,
defend Russians in a year of woe from
advancing enemies by bringing never-yetseen winter cold, freezing all living beings
into ice and breaking iron.
Frost as a natural element had been
personified by Eastern Slavs since the old
days. A cold snowy winter with hard frosts
was associated by peasant farmers with
rich harvest on the following summer. The
harbinger of this was the coming of harsh
Christmas or mid-January frosts. That is
why the Christmastide was the time for
“calling for frost”: it was invited for a ritual
meal. Food for the frost was left on windowsills and on the porch. Along with that, frost
was also asked not to come in summer to kill
the harvest.
The present-day Ded Moroz character began
to emerge in 1840 when the publication
Ded Moroz at his residence in Velikiy Ustyug
© RIA Novosti, Sergei Kompaniychenko

of а story-book entitled “Grandpa Iriney’s
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There was one other custom adopted on St
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Stories” by Vladimir Odoyevsky. Among
the fairy tales found in it was one entitled
“Moroz Ivanovich”. This was the first time
the folklore and cultic Frost-Moroz featured
in literature. Still, the image created by
Odoyevsky was yet far from the New Year
character known today.

Ded Moroz has about as
much in common with Santa
Claus as, for example, the
Ostankino Tower in Moscow
has with the Eiffel Tower in
Paris
So what does this impressively large, stately
bogatyr look like?
Ded Moroz and Shegurochka

• He’s got long, thick hair and a beard,

© RIA Novosti, Yuri Abramochkin

silvery and fluffy, like snow – they are a
symbol of his powers, prosperity and wealth;

• His hat is of a semi-oval shape, the kind

• The sack with gifts. Many children believe

• Always wearing a long fur-coat lined with

Russian boyars used to wear;

that it is bottomless. Ded Moroz never lets

thick fur. This is quite understandable, isn’t

• Felt boots, of course! The famous valenki!

anyone near his sack taking out all gifts

it – you can’t do without it in the midst of

It is, after all, 40 °C below outside! But once

himself. He never looks into it but always

a bitterly cold winter! His fur-trimmed coat

inside, Ded Moroz may well change into white

guesses straight away which present is

was almost always white, it was only in the

winter boots embroidered with silver ;

expected by each and every child – but little

Soviet times that this was replaced by the

• The magic twisted cut-glass staff;

“revolutionary” red;

wonder it is! He is a real wizard, after all!!
Ded Moroz travels across the vast icy
spaces on foot or in a three-horse sleigh. Or,
else, he travels in some mysterious way of
which we are not to know anything. No one
really knows how he gets into the house,
but everyone can see that he HAS BEEN
HERE...
Ded Moroz leads a healthy lifestyle – he
does not smoke a pipe, nor does he wear
glasses. 
Just as is due to any Slavic god, Ded Moroz
is severe but fair. Despite his enormous
powers of freezing every mouse and man
on earth, he, nevertheless, embodies all
warmth of the ancient pagan Slavic soul,
and can only be compared to the warmth of
the sun.
It is hard to say for sure where the Russian
Ded Moroz lives, as the legends are many
and all disagree on this account. What is for
sure is that he lives somewhere in the Far
North where winter reigns the year round.
In our day and age Ded Moroz has,
however, found permanent “residence” in

Reproduction of Palekh lacquer miniature ‘Snegurochka’, artist Kaleria Kukulieva
© RIA Novosti, Lev Ivanov

the ancient town of Velikiy Ustyug in the
Russian North (Vologda region). The point

CULTURE&CUSTOMS
Still, strictly speaking, Snegurochka, as

“Velikiy Ustyug – the homeland of Ded

we know her today, is a literary character.

Moroz” is underway there. Further still,

In 1873 the great Russia playwright

the framework of the project now includes,

Alexei Ostrovsky wrote a play entitled
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since 2005, the celebration of Ded Moroz’s
official birthday: November 18, - this is the
day when, as scientists claim, the vast part
of the country’s territory is already covered
with permanent snow and first mighty frosts
come.
You may be free to think whatever you like
of it, but what is beyond all doubt is that
visiting the abode of the real (!) Ded Moroz
and getting the long-desired present from

A custom went in the
northern regions of the
pagan Rus to make idols
of snow and ice. And the
legends and lore of those
times contained quite a
few mentions of an ice girl
suddenly coming alive

him is a universal dream of every child! And
isn’t it just wonderful that children have now

“Snegurochka” in which Snegurochka was

been given such a marvellous opportunity to

presented as the daughter of Ded Moroz

have exactly that. And if one cannot travel

and Vesna-Krasna who perished during

Icy artwork of Snegurochka
in Sokolniki Park, Moscow

to meet Ded Moroz, they can simply right

the summer ritual worship of Jarilo, the

The Russian fairylore Snegurochka is an

a letter to him and send it to a very simple

god of the sun. Later on Snegurochka was

amazingly positive and gentle character.

address “Russia. Velikiy Ustyug. For Ded

transformed by writers and poets into Ded

Nowhere across the Russian folklore can

Moroz”. And Ded Moroz, - a hard worker

Moroz’ granddaughter.

you find even a hint at some evil feature in

that he is, – will by all means respond and

The enchanting story about Snegurochka

Snegurochka. On the contrary, in Russian

fulfil your wish! 

was met with delight by many. The famous

fairy tales Snegurochka is a character

patron of the arts Savva Mamontov decided

symbolising purity and kindness, who

Snegurochka

to stage it on the domestic scene. The play

finds herself amidst adverse circumstances

Snegurochka (Snegurka) is a unique and

opened on January 6, 1882. The sketches

and misfortunes. Even in suffering, even

truly Russian character. None of Ded

of costumes for her were made by the artist

in the midst of adversities the fairytale

Moroz’s foreign counterparts can boast of

Viktor Vasnetsov and three years later the

Snegurochka does not show a single

having such a nice companion.

famous artist made new sketches, this

negative trait.

The image of Snegurochka is a symbol of

time for the eponymous opera by Nikolai

The fairy tale about Snegurochka brought

frozen waters. She is an ever-young and

Rimzsky-Korsakov.

famous

into life by the powers of folk imagination

beaming girl dressed in white garments.

artists - Mikhail Vrubel and Nikolai Roerich

is a unique phenomenon in the global fairy-

The origins of Snegurochka go back to the

– had also done their bit as far as creation

lore treasury. The Snegurochka fairy tale

pre-Christian Slavic mythology.

of the image of Snegurochka is concerned.

has not got a single negative trait! This is

Two

other

something totally unheard of for any other
Russian folk tale, or for any fairy tale hailing
from anywhere else in the world!

***
Winter transforms the world with its frosty
breath. Everything around begins to look
like a scene from a fairy tale: fluffy snow
is falling, the earth is sleeping under the
blanket of winter is shining in the sun...
And this is when the New Year comes,
bringing

with

it

new

hopes,

new

expectations, and – invariably – belief in
miracles!
Miracles happen only to those who believe.
Do not lose faith in miracles!

Christmas divination
© RIA Novosti, Oleg Lastochkin
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