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It is presumed that RFDI will become partners with the
world’ largest investment structures and the President
expects that their total investment must exceed at
least five times the amount of money put in by the
Russian state.
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DISTURBING STATISTICS
According to the statistics published
by the Central Bank of Russia, direct
investments in Russia plummeted from a
record high of USD 75 billion in 2008 to
just USD 41 billion in 2010. Moreover,
while in 2008 reinvested revenue totalled
USD 33.4 billion, in 2010 only USD
17.3 billion was reinvested.

At the same time there was only a slight
decline in Russian investments in foreign
companies. Total investments by Russians
abroad in 2010 were USD 51.7 billion while
in 2008 they amounted to USD 55.6 billion.
Experts have concluded that Russian
business people are actively investing in
foreign assets despite the high demand for
investments at home.

HOSPITALITY OF THE IMMIGRATION LAW
A number of amendments to the Russian
immigration law have been passed to
improve the mechanism of keeping track
of foreign nationals and stateless persons.
These amendments aim to implement
a number of measures to attract highly
skilled migrants to Russia. For more on who
qualifies as a high skilled foreign national in
Russia, see RS # 1.
According to the passed amendments the
place of temporary residence of a foreign
national or a stateless person in Russia now
can be the institution or organisation where
said person is staying and/or at whose
address he/she must be registered as a
migrant.

The law also states that a foreign national
may host members of his/her family on
condition that he/she is a highly skilled
specialist and owns residential property in
Russia.
The period within which a foreign national
temporarily residing or staying in the
Russian Federation or the party hosting the
foreign national must take actions necessary
to get the foreign nationals registered with
the migration service has been increased
from three to seven days.

FOREIGN INVESTORS TO BE OFFERED TO INVEST IN JOINT
VENTURES IN RUSSIAN POWER PLANT ENGINEERING
The Ministry of Industry and Trade of
the Russian Federation has presented its
Strategy for the Development of the Russian
Power Plant Engineering Industry until
2030. The main idea behind the document
is that the nation’s power supply must be
secured by replacing imported technologies
with domestic technologies. The Ministry
believes that the main problem of the
sector is an increasing technological and
R&D dependence of Russia on imported
technologies and power equipment. At the
moment the power engineering equipment
of the vast majority of companies is obsolete
and the wear and tear of the plant and

equipment exceeds 60%. At the same time
about 80% of the new plant and equipment
purchased by power companies is imported.
The efficiency of domestically manufactured
power equipment lags behind its foreign
made counterparts, which places higher
demands on the fuel production sector.
Among the measures that should secure
Russia’s power supply in the future planned
by the Ministry of Industry and Trade are
a correction of the import tariffs on power
equipment, the creation of conditions
conducive to increasing the availability
of long term loans for Russian power
engineering companies, improvement of the

existing system of leasing equipment for the
retooling of power companies, provision of
more loans for investment projects.
Taking into account the great dependence
of the Russian power engineering sector
on foreign manufacturers and the necessity
to ensure the security of the state, the
ministry officials believe that priority must
be given to maximising the amount of
domestic manufacture of power engineering
equipment under licenses from foreign
manufacturers or as part of joint ventures
with foreign participation.
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RUSSIA TO PROVIDE FINANCIAL GUARANTEES FOR
FOREIGN COMPANIES

R

ussia needs technologies and lots of money. In such a blunt and candid way the Russian President Dmitry
Medvedev summed up the 20 years of talk about how Russia needs to improve its investment climate at
the conference of the Modernisation Commission in Magnitogorsk on March 30, 2011. He characterised
the current investment climate in Russia as ‘very bad’ and put forward ten investment ‘precepts’ that
should significantly improve it. Most of these seek to attract back to Russia those Russian investors who
have recently been choosing to invest in the west, looking back at the land of their forefathers with a
fair amount of apprehension. However, there are a few things that can potentially interest our future
foreign partners.

The Russian President characterised the current investment
climate in Russia as ‘very bad’ and put forward ten investment
‘precepts’ that should significantly improve it

Russia needs technologies and lots of money.
In such a blunt and candid way the Russian
President Dmitry Medvedev summed
up the 20 years of talk about how Russia
needs to improve its investment climate
at the conference of the Modernisation
Commission
in
Magnitogorsk
on
March 30, 2011. He characterised the
current investment climate in Russia as
‘very bad’ and put forward ten investment
‘precepts’ that should significantly improve
it. Most of these seek to attract back to
Russia those Russian investors who have
recently been choosing to invest in the west,
looking back at the land of their forefathers
with a fair amount of apprehension. However,
there are a few things that can potentially
interest our future foreign partners.

The President ordered that special officials
at a level of at least vice prime ministers
be put in charge of welcoming the guests.
In bureaucratese this means that they
must ‘monitor the quality of state services
provided at points of entry to Russia, during
the issuance of visas and work permits and
during the registration of foreign nationals
at the place of their stay or residence in
Russia’. Every region will get a special
investment representative, most likely a
vice governor, whose job will be to facilitate
the implementation of private investment
projects. Once the guests have been given
a warm welcome and put up, some of
them will be granted access to strategic
industries. For the time being this will only
apply to international financial companies
as well as Russian companies or foreign
business structures controlled by Russian
citizens. These types of organisations will
no longer have to get approval of the special
governmental commission to conclude their
deals. However, the president noted that
this is only the first step in the narrowing
down of the jurisdiction of the commission
for control over foreign investments in the
strategic sectors of the Russian economy.
But the main incentive for the most careful
investors who risked coming to Russia and
invest their hard-earned cash in production
here will be a sort of insurance somewhat
reminiscent of state guarantees. As soon
as this summer a Russian fund of direct
investments (RFDI) should be established
as a classic private equity fund. There has
already been quite a bit of progress in the
construction of this gargantuan financial
institution which is supposed to amass
at least USD 50 billion within one month

after President Medvedev’s speech in
Magnitogorsk. The idea for this fund was
first made public at the World Economic
Forum in Davos in January 2011 but it
began taking shape quite soon.

But the main incentive for
the most careful investors
who risked coming to Russia
and invest their hard-earned
cash in production here
will be a sort of insurance
somewhat reminiscent of state
guarantees
The State will not be directly involved
in the operation of RFDI. Even though
it will be established by the largest
government-owned financial institution,
Vneshekonombank, which now has the
status of a state development corporation
rather than just merely a bank. The new
equity fund will be managed by a team of
top investment professionals operating
independently from the state. Furthermore,
a large portion of the management team
of the new fund’s managing company will
be foreigners. But according to Arkady
Dvorkovich, an assistant to the President
of the Russian Federation, the government
will monitor how well the fund adheres to
the standards. And it is no wonder that the
government will want to keep tabs on the
new structure; Vneshekonombank will be
funnelling the budget funds into RFDI and
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by the end of this year the state plans to have
invested at least USD 2 billion and over the
next five years the government guarantees
to increase its investment to USD 10 billion.
According to Prime Minister Vladimir
Putin, very soon the USD 360 million of
extra revenue added to the budget from the
unexpectedly high oil and natural gas prices
is going to be directed to the new fund as
well.
It is presumed that RFDI will become
partners with the world’ largest investment
structures and the President expects that
their total investment must exceed at
least five times the amount of money put
in by the Russian state. Interest in the
new fund has already been expressed by
such companies as Apollo Management,
Blackstone, Carlyle, pension funds, Middle
Eastern National Welfare funds. President
Medvedev even discussed the possibility
of partnership in RFDI with the head of
Goldman Sachs Lloyd Blankfein during the
personal meeting on March 15, 2011.

will provide support to between 30 and 50
projects. RFDI’s interest in each project
will be limited to 10-25%. The State also
guarantees that in seven to eight years, ‘or
perhaps a bit longer,’ as President Medvedev
put it, RFDI will sell its interest in the new
company to its strategic partner.
The fund is also expected to be a good
profitable investment itself. Mr Dmitriev
estimates that it should be generating an
annual return of at least 15% and on average
about 20%. It has to be said, however, that
this level of profitability is only expected to
be achieved in about five to seven years.
According to the Vice Prime Minister and
the Minister of Finances of Russia, Alexei
Kudrin, in order to prevent the state funds
from losing value as well as from putting an
inflationary pressure on the market, until
investments in specific projects begin to be
made, Vneshekonombank will invest the
fund in various foreign assets such as bonds
of international companies and blue chip
shares.

and the Articles of Association of RFDI.
This started the registration of the fund as a
private equity fund and a 100% subsidiary of
Vneshekonombank. The registration should
complete by June 1, 2011. It is expected
that by that time a candidate for the position
of the chief executive officer of the new fund
will have been selected. President Medvedev
intends to personally present the fund at the
Economic Forum in Saint Petersburg.

It is presumed that RFDI will become partners with the world’
largest investment structures and the President expects that
their total investment must exceed at least five times the
amount of money put in by the Russian state
The new fund will act as a co-investor in
any industrial projects that large foreign
companies may want to implement in Russia
provided the projects in question are deemed
beneficial for the Russian economy. Vladimir
Dmitriev, the head of Vneshekonombank,
cited the power industry, including the
nuclear power industry, aerospace industry,
agriculture and deep processing as priority
sectors. The fund will not participate in
projects aimed at the extraction of mineral
resources. Investments in a single project
will vary between USD 50 and USD 500
million. Thus, over the next decade, the fund

In his address to the lower chamber of
the Russian parliament, Prime Minister
Vladimir Putin stated that the Russian
government aims to reach a level of USD
60-70 billion in direct foreign investments
per year. According to Dmitriev, the Fund
is expected to make between USD 4 and
USD 9 billion worth of investments in various
projects, of which about USD 1 billion will
be the money provided by the State.
On April 22, the Supervisory Board of
Vneshekonombank, headed by Vladimir
Putin, approved the organisational structure

Andrei Susarov
Special correspondent
with Politics and Economics Department
of the Moscow News.
Exclusively for Russian Survey
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Potential partners of RFDI

SOVEREIGN AND PENSION FUNDS:
Abu Dhabi Investment Authority and
Mubadala (UAE)

THE PRIMARY GOAL OF RDIF IS TO
ATTRACT INVESTORS WHO HAVE
NOT BEEN PREVIOUSLY INVESTING
SIGNIFICANT AMOUNTS IN RUSSIA

A

TIAA-CREF (USA)

rkady Dvorkovich, an aid to the president, told Russian Survey about
where the money for the Russian Direct Investments Fund is going to
come from and the goals set for the fund by the government.

APG Group (Netherlands)
Caisse

des

Depots

et

other investors. Guarantees change the
incentives of foreign investors as they
protect their downside regardless of the
performance of the company. That would
mean that foreign investors may proceed
with some investments that are too risky,
for example, as their downside is protected.
The Fund will be sharing risks with the coinvestors not eliminating them. Therefore,
both the Fund and its co-investor will be
focused on the projects that can provide
good rate of return. By demonstrating that a
good rate of return can be earned in Russia,
this will encourage more and more investors
to invest.

Consignation

(France)
China Investment Corporation (China)
Kuwait Investment Corporation (Kuwait)
Temasek Holdings (Singapore)
OMERIS

and

Alberta

Investment

Management (Canada)

Are there any top priority projects? Are
there any selection criteria for which projects
will be financed by the Fund?

Qatar Investment Authority (Qatar)
Khazanah Nasional (Malaysia)
Mumtalakat (Bahrain).

PRIVATE FUNDS:

What foreign financial companies have
expressed interest in the Direct Investments
Fund? Do any of the high profile international
financial institutions such as the World Bank,
International Monetary Fund or the European
Bank of Reconstruction and Development have
any intention to participate in the Direct
Investments Fund?

Warburg Pincus

– Leading sovereign wealth funds,
pension funds, and private equity firms
have indicated their interest in RDIF.
Most of them believe that Russia presents
interesting investment opportunities but
they need a good co-investment partner
to share risks with and to start investing.
There is also interest from EBRD and other
developmental organizations and the Fund
will be working on co-investments with
them as well. However, the primary goal
of the fund is to attract investors who have
not been previously investing significant
amounts in Russia.

Eton Park Capital Management (USA)

Has the Fund been tasked with repatriating
the Russian capital invested abroad?

Goldman Sachs Merchant Banking Division
The Carlyle Group
The Blackstone Group
KKR
TPG

Hermes and Permira (UK).

Their total assets are estimated at USD
3.2 trillion.

- The Fund will be working closely with
the Russian partners as the Fund will
be investing in the Russian companies.
For now, though, the focus has been on
attracting foreign investors.
What guarantees will be available to
investors in the Fund?
– The Fund will not be providing guarantees
but will be focused on co-investing with

– The Fund needs to still be registered, hire
the investment team, and develop proper
corporate governance procedures prior to
making any investments. The Fund will be
investing primarily in the growth sectors
of modernization and innovation that have
been outlined by President Medvedev.
Among them are projects in
 Innovative energy
 Nuclear power
 Aerospace industry
 Pharmaceuticals & Healthcare
 Telecommunications and IT
As well as
 Advanced
resources

processing

of

natural

 Innovative mining
 Agriculture and food retail
 Building and construction materials
 Transportation & Logistics
The Fund will focus on some key investment
themes that would enable to achieve good
rates of return – investing in companies
that grow based on the growing purchasing
power of the Russian middle class,
investing in infrastructure opportunities
and in opportunities to substitute imported
products, etc.
Andrei Susarov
Special correspondent
with Politics and Economics Department
of the Moscow News.
Exclusively for Russian Survey
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MAIN CHANGES IN THE LAW OF THE RUSSIAN
FEDERATION BETWEEN MARCH 1, 2011 AND MAY 1, 2011
1. The Federal Law On Electronic
Signatures came into effect. The law
seeks to refine the existing legislation on
electronic digital signatures, expanding
their use and the range of acceptable
electronic signatures. Thus, the new
law regulates the use of various types of
electronic signatures; issuance and use
of signature key certificates; verification
of electronic signatures; the provision of
services by verification centres; accreditation
of verification centres.
2. A law on Clearing and Clearing activities
was passed.
The law defines the main requirements
for the clearing procedure which clearing
companies must meet, as well as the legal
foundations for the state regulation of
clearing in Russia.
3. The Bank of Russia set its discount rate
to 8% per year. In Russia the discount rate
of the Central Bank is a fiscal measure (used
in the calculation of tax and other kinds of
penalties) in addition to its function as an
economic regulator as in other economies.
4. Amendments were passed to refine
the process for keeping track of foreign
nationals and people without citizenship. To
read more on this issue, see page 1.

into effect each IFRS document in the
territory of the Russian Federation. This
process includes the official obtainment of
a document from the Fund of International
Financial Reporting Standard; expert
examination of the applicability of the
standard in Russia; the passing of a
resolution to put the standard into effect; the
publishing of the standard in Russia.

Additions were made to the list of persons
authorised to take disciplinary actions by
suspending the operations of the facility
that committed a violation. Now in addition
to courts such a disciplinary action may be
taken by:

6. Amendments were made to the Russian
Code on Administrative Violations and
the Federal Law on Health and Safety at
Dangerous Industrial Facilities.

 The heads of local federal executive
agencies supervising work-related health
and safety or their deputies.

The size of administrative fines was
significantly increased:
 For violation of health and safety
requirements officials can now be fined
between RUB 20,000 and RUB 30,000
(USD 715 – 1,073); legal entities may
be fined between RUB 200,000 and RUB
300,000 (USD 7,155 – 10,733) or may
have their operations suspended for a
period of up to ninety days.
 For violation of health and safety
requirements while handling explosives,
officials may be fined between RUB
30,000 and RUB 40,000 (USD 1,073 –
1,431) or may be disqualified for a period
of up to a year and a half; legal entities
may be fined between RUB 300,000 and
400,000 (USD 10,733 – 14,311) or have
their operations suspended for a period
of up to ninety days.
 Gross violations of the terms and
conditions outlined in their license for
the health and safety requirements for
dangerous industrial facilities officials
may be fined between RUB 40,000 and
RUB 50,000 (USD 1,431 – 1,789) or
disqualified for a period of between one
year and two years; legal entities may
be fined between RUB 500,000 and RUB
1,000,000 (USD 17,889 – 35,778) or have
their operations suspended for a period
of up to ninety days.

5. A procedure for recognising the
international financial reporting standards
in Russia was defined. Recognition of
international financial reporting standards
in Russia means that a process has been
defined for passing resolutions to put

 The head of the federal executive agency
supervising work-related health and
safety or his/her deputies.

Violations of health and safety requirements
have been included in the list of
administrative violations with a longer
statute of limitations (one year after the
violation).

7. The procedure for the provision of
notices about the start of entrepreneurial
activity has been simplified. In accordance
with the Federal Law on the Protection
of the Rights of Legal Entities and Sole
Traders in State and Municipal Supervision
certain types of entrepreneurial activity
(retail, consumer services, hotel services,
clothing manufacture, bakery, pastry and
confectionery production etc.) may be
carried out without getting permission
from appropriate executive authorities.
Now legal entities or sole traders engaged
in such activities merely have to notify the
said authorities when they commence their
operations.
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OUR
OPINION

FINANCIAL OUTSOURCING IN RUSSIA – A PROSPECTIVE
MARKET OR JUST A BIT ON THE SIDE FOR AUDITORS?

F

inancial outsourcing continues to develop rapidly in Russia. But this market is also still far from being as successful
and problem-free as both customers and providers of such services would like to see it. Mistrust of the business
sector regarding outsourced employees, low awareness of the opportunities related to outsourcing effectively
reduce the development rates for this market in the country.

It was probably the economic recession that
had given a real impetus to outsourcing
development. Many companies became
seriously concerned with the reduction of
staffing costs. However, having lost the
bulk of their clientele in voluntary audit
and consulting, some smaller auditing
companies were forced to close down.
In 2009 Russia’s financial outsourcing
market came to a standstill1. But as early
as in 2010 some of the former market
participants began to return and financial
outsourcing again found not only demand

1, 2, 3 According to research estimates by Express-obzor

but also a fairly diverse offer. Yet, if over
the period of 2006 – 2007 the financial
outsourcing market would demonstrate an
annual growth rate of approximately 30%,
such pace of development is nowhere near
realistic expectation today. According to
research estimates by Express-obzor.

The majority of financial outsourcers are
located in Moscow and St Petersburg where
their number is on average twice higher2
than in the other regions. The key branches
using the services of outsourcers are trading
companies. They account for over a half of
all customers in financial outsourcing3. The

The majority of financial outsourcers are located in Moscow
and St Petersburg where their number is on average twice
higher than in the other regions

IN OUR OPINION

What kind of services do
outsourcers offer?
Using outsourcing may bring you
considerable economy as far as labour
compensations to staff, finance, accounting
and personnel specialists are concerned.
Staff salary costs account for an average of
1/3 of the total costs incurred by an average
Russian company4. That is why, according
to different experts, economy resulting from
the use of financial outsourcing may amount
to 45 to 75% as compared to employing your
own staff. At the same time, outsourcers
themselves often warn customers that
expected economy might not exactly come
out as a result. The bigger the name of the
outsourcing company, the less hope it leaves
as to that using outsourcing will indeed help
the customer save a lot of money.
Several years back what customer
companies mainly needed was payroll
accounting. Nowadays such services are
part of the package offered by companies

4 According to estimates by Ernst & Young

specialising in financial outsourcing. Full
accounting and tax support of all operations
are also among the most popularly sought
services. Outsourcers create a set of primary
documents, draw up accounting and staff
rotation documents, take stock of the assets
and liabilities, carry out the reconciliation
of settlements with counter agents and
supervise the internal company documents
movement. If the company’s plans and goals
are to adopt the IFRS or is already using
them, outsourcers may also take up this line.

Several years back what
customer companies
mainly needed was payroll
accounting. Nowadays
such services are part of
the package offered by
companies specialising in
financial outsourcing
Outsourcing of staff records management
is closely interrelated with financial
management. In many small and
midsized Russian companies the duties
of staff managers are often the charge of
accountants. That is why the tasks normally
assigned to personnel departments

are also often done by outsourcers. In
addition to work under accounting and
personnel records automation programmes,
customers can also order an outsourcer to
take upon itself dealings with the Pension
Fund and the Social Security Fund. This
includes obtaining pension insurance cards
for the employees, reconciliations, and
resolution of issues related to refunding
sick leave benefits. All information required
by the authorities can also be compiled and
submitted by outsourcers.

Who are the players?
According to the results of a telephone
survey of 15 Russian auditing and
consulting companies randomly selected on
the Internet, they were all open to provide
services in financial outsourcing. Even those
on whose websites this type of services
was not even listed as a separate category.
Experts of such auditing companies suggest
that the cost of these services be determined
“through negotiations”. It is obvious
that such companies that are in need of
customers, are ready to take up any activity
outside of their profile field. The quality of
their work in such fields is a matter of wild
guessing then.

RUSSIAN SURVEY | June 2011

bulk of the remaining half is represented
by production, transport and service
companies. Outsourcing is also particularly
popular with foreign companies operating in
Russia. The reasons for this are obvious–
economising on staff, as well as avoiding
possible complications with the Russian
authorities.
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Such calculators not
infrequently turn out to be a
fake which reward a user’s
inquiry with something
like “You are entitled to a
discount” or “The cost of
services under your inquiry
can only be determined after
more specific calculations”
Some companies that treat financial
outsourcing as a separate service clearly
realise that. To foster confidence on the
part of potential customers they pretend
to help them with estimating the cost of
services through their websites. They set
up a so-called “service calculator” on their
website. The programme offers to specify
the company’s monthly turnover, the total
staffing and documents processed per
month, the taxation system, the number of
counter agents.
Such calculators not infrequently turn out
to be a fake which reward a user’s inquiry
with something like “You are entitled to
a discount” or “The cost of services under
your inquiry can only be determined after
more specific calculations”.

What about the rates?
Auditing companies not featuring among the
Top 100 request an average price for services
in outsourcing: from RUR 20,000 to 45,000
(USD 733-1,648) for companies whose staff
is less than 15 people and who accomplish
about 200 transactions a month. This figure
multiplies by 2,5 – 3 for companies with
staff numbering over 100 people and the
number of transactions ranging between
2,000 and 3,000 a month.
Many companies define three areas
of outsourcing: “Complete support in
maintaining accounting and tax records”,
“Accountant” and “Chief Accountant”.
Service packages are given in cost increasing
order. The first option suggests that the
customer has an accounting department of
his own, the second provides only for a staff
chief accountant, while the third envisages
giving away the entire bulk of financial,
accounting and, optionally, personnel
services. The responsibility for the accuracy
of accounting and tax records will at any rate
be with the customer’s director general.
Taxation or accounting counselling is
usually not included in service packages.
Consulting costs an average of RUR 2,000
(USD 73) an hour, although it remains
slightly unclear why would a company using
outsourcing for its accounting operations
need consulting at all.

The cost of outsourcing “package” also
normally does not include support during
tax and other inspections. The price of the
experts’ work is normally estimated at about
RUR 1,500 (USD 55) an hour. Considering
that tax inspections of companies may last for
six months or even an entire year, it appears
quite logical that outsourcers only need to
be invited for the actual communication with
tax inspectors.
Former state corporations enjoy particularly
good prospects. The confidence they inspire
stems from the traditional confidence in
structures and organisations, which are
in some way or another linked to the state
sector. The cost of services offered by such
companies is approximately in line with the
rates given above.
Some companies, which are listed among
the top 20 of the rating compiled by
EXPERT Rating Agency, are ready to offer
outsourcing services for an average of
RUR 1,500-2,000 (USD 55-73) per hour if
the company’s staff is less than 100 people.
There are also totally “low-end” offers.
Smaller companies are ready to charge
you only RUR 3,000-5,000 (USD 110183) a month for document support and
preparation of financial statements. But this
means that they will only arrive once to pick
up those documents from you. The quality
of outsourcing naturally leaves a lot to be
desired in such cases.
The companies of the Big Four offer financial
outsourcing services in Russia. Certain
specialized packages are not promoted
by these companies referring services in
financial outsourcing to the consulting
services. Unfortunately, representatives of
the Big Four absolutely refuse to disclose
the price of outsourcing services over the
phone to those companies that are not yet
among their customers.

The drawback of specialist
providers lies in the
overpricing of additional
services
In private conversations with me the chief
accountants of several major Russian
companies expressed their concern with
that fact that even audit performed by
renowned foreign players often falls short of
their expectations. The excuses to the effect
that the Russian law is so deficient that
identification of all possible tax risks that the
company might run is simply impossible,
does not cut much ice with such chief
accountants. What they need are practical
recommendations from the companies who
enjoy wide public confidence because of
big names. At the same time, companies
who need auditor’s reports from renowned
auditors to show to foreign investors willingly
choose to depend on the Big Four. However,

when it comes to financial outsourcing, they
might on the contrary be willing to choose
companies who are better acquainted with
the Russian realities and offer much more
affordable prices.
In Moscow alone there are, according
to various estimates, approximately 100
companies5 specialising precisely in
financial outsourcing. The drawback of
specialist providers lies in the overpricing
of additional services: drawing up contracts,
support during tax inspections, and legal
proceedings with tax inspections. One hour
of consultations provided by such companies
costs about 20% more than with audit
companies for whom outsourcing is just one
on the list of services.

What stands in outsourcers’ way
and what are customers so afraid
of?
Heads of many Russian companies,
though fully aware of possible benefits
related to employing financial outsourcing,
nevertheless decide against it because of
the certain specifics of tax regulation. Tax
planning schemes, which often almost verge
on tax evasion, and general directors feel that
they can only trust their chief accountants
with stuff like this. Businessmen realise
that only official accounting records can be
given away for outsourcing processing. But
even if the company abides by the letter of
the law, the psychological barrier prevents
many directors from availing of outsourcers’
services. The peculiarity of the Russian
mentality lies in its habit to trust mostly
insiders only.
Customers do not appreciate the seeming
“sluggishness” in the work of outsourcers
with whom it takes longer for the documents
to arrive from the customer than it takes in
the case of companies. Another thing that
effectively puts off the customers is the fact
that they are not going to take direct part in
the selection of people who will perform the
duties of financial service and accounting.
This generates fear of work being done below
the required quality. In such cases it would
not come amiss just to remind customers
that the auditor and the accounting
outsourcer may not be represented by the
same company.
Commercial secret is yet another aspect that
arouses doubts with customers. The already
existing lack of confidence is particularly
aggravated by the fact that the bulk of work
is traditionally done on the outsourcer’s
territory. The fear of raiding is still pervasive
among the Russian business market, despite
all the efforts of the authorities to eradicate
this unfortunate phenomenon.
Yana Muradova
Exclusively for Russian Survey

5 According to research estimates by Express-obzor

PROBLEM
to
SOLUTION

HOW TO CHOOSE A FINANCIAL OUTSOURCER

F

inancial outsourcing is a service that the increasing number of Russian managers are considering. However many
companies are discoursed from outsourcing their financial function by the difficulty of selecting a reliable outsourcer.
More about the market of financial outsourcing in the Russian Federation read on page 6

It’s no easy task to find reliable information on which providers can be
trusted and which ones are best avoided. The Internet is chock-full with
advertisements; while the mass media haven’t been paying much attention
to financial outsourcing so far. It is for this reason that a lot of potential
customers stop short of taking the plunge and outsourcing their finances.
Tatyana Vinokurova, head of the customer service department at ICLC,
talks about how to choose an outsourcer, draw up a mutually beneficial
contract and benefit from financial outsourcing.
experts with highly specialised skills. For
instance, construction companies often buy
financial outsourcing services even though
they have rather complicated and highly
specialised accounting systems.

– Tatyana, what advice would give companies
thinking about which outsourcer to choose?
What kind of companies do you think can
benefit from these services?
– Well, strictly speaking a carefully selected
package of financial outsourcing services
can benefit any kind of company; especially
if the management want to cut down on the
cost of hiring in-house financial experts.
However, some companies can’t adequately
assess the pros and cons of outsourcing
their financial function. It may be the case
that if a company has to conduct a large
number of financial transactions on a daily
basis it won’t make much sense for it to get
rid of its financial department and outsource
all of its financial services.
I often come across people who believe that
financial outsourcing is not an option for
companies that have complicated industryspecific financial accounting systems as
they need experienced experts with specialised competencies. However, from what
I’ve seen, it would appear that this conclusion doesn’t always hold true; a good financial outsourcing company will often employ

Well, strictly speaking a
carefully selected package of
financial outsourcing services
can benefit any kind of
company
– It really does sound surprising that
companies with highly specialised accounting

systems do not shy away from shedding their
in-house financial staff.
– In actuality it’s probably the complexity
of specialised accounting that prompts
managers of these companies to outsource
their financial function. The main benefit
of a good financial outsourcing firm is
flexibility; in the event of a controversial
situation a good financial outsourcing firm
can always find the right expert for the job,
while a company employing staff financial
specialists may need significantly more
time to find the right person. Furthermore,
a good outsourcing firm will usually have an
entire team of experts and not just people
well-versed in the technicalities of book-
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keeping and accounting. Such a team will
include legal experts, tax consultants and
many other specialists who can come to the
rescue if the team runs into difficulties in its
work. My advice is that when negotiating
with a financial outsourcer you should find
out whether the services of such specialists
are included in the fee.
– In other words, financial outsourcers
may charge extra for the services of such
specialists?
– Yes they can, especially when more indepth analysis is needed, for example in
situations where there is lack of applicable
regulations or legal precedent, or in which
past court decisions lack consistency, in
other words whenever the work that is called
for exceeds the standard services.
– What does a potential customer need to
look for in the draft financial outsourcing
contract offered by an outsourcer?
– First of all it’s important to understand
that a financial outsourcer cannot insist that
the customer sign the standard contract.
If the outsourcer keeps insisting on the
standard contract it’s usually a sure sign
that something is off. Financial outsourcing
is a very complicated service that by
definition has to be customised to meet the
specific needs of each client. Secondly, the
contract must clearly define the amount of
responsibility assumed by the outsourcer.
The contract must list the services that
the outsourcer will be providing. Naturally,
every single job may not be spelled out in
detail but the obligations of the outsourcer
must be clear from the contract. It’s no good
if the contract is filled with overgeneralised
phrases like ‘the responsibility of the
Contractor is defined by the current
law’. The customer must have a clear
understanding of what they’ll be paying for
and what procedure must be followed to
resolve conflicts.

The contract must clearly define the amount of responsibility
assumed by the outsourcer
– Would you say that how well an outsourcer
is known in the market is a good indicator
that they would make a good choice?
– Not necessarily. You can’t really say if a
company is constantly giving interviews for
the mass media or is putting advertisements
in every possible outlet that it would be
a good predictor of the quality of their
services. However, on the other hand, this
sort of activity probably indicates that the
company has a good position in the market
and that when they’re making comments
for the mass media they are confident about
their professional opinion.
– How can a company decide if they should
outsource all of their financial services or
just some of them?
– As a rule in the case of a large company

the best course of action is to keep rank and
file book keepers on staff while outsourcing
the functions of the chief accountant. Nine
times out of ten small issues will be better
dealt with by in-house staff.
– Can a high price be regarded as a guarantee
of good quality?
– Naturally high prices don’t always
translate into good quality. Nevertheless,
large companies that strive to provide better
services usually tend to charge higher fees
because better services mean that they
have to hire not only accountants but also
tax consultants and legal experts, which
inevitably drives up the bill.
Questions prepared by Svetlana Chernaya
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NEIGHBORS
RESIDENCE PERMIT FOR FOREIGN INVESTORS IN LATVIA

I

n July 2010 new amendments to the Latvian Immigration Law came into effect, which significantly change the legal
rules regulating the procedure that foreigners must follow when entering Latvia. As a result of the amendments
Latvia has become a lot more attractive to foreign investors as the new amendments have significantly expanded
the grounds for getting a temporary residence permit and reduced the amount of red tape that must be dealt with
to obtain entry.

In Latvia it is the Citizenship and Migration
Affairs Office of the Latvian Republic that
is in charge of issuing residence and work
permits to foreigners. Formerly these
issues were the responsibility of several
government agencies. Now if a foreign
employee who has been invited to work in
Latvia needs to legally stay in the country
for a period of between 90 days and six
months, the employer must file a request
for a residence permit for the employee with
the Citizenship and Migration Affairs Office.
The Citizenship and Migration Affairs
Office then issues a residence permit and
a work permit simultaneously. As before,
preference will be given to Latvian citizens
in the labour market. This means that before
inviting a foreign worker, the employer must
first register the vacancy with the State
Employment Agency. If no candidate with
sufficient qualifications can be found in
Latvia within one month, the employer may
hire a foreign national for the position.
According to the new amendments to the
Immigration Law, from July 1, 2010 a five-

year residence permit in Latvia can be given
to investors on the following grounds:
1. If the investor has made an investment
of at least LVL 25,000 (EUR 35,500) in the
share capital of a limited liability or joint
stock company incorporated in Latvia and
the company in question has paid at least
LVL 20,000 (EUR 28,400) worth of taxes
in the state or local government budget. It
should be noted that for a residence permit
originally issued on these grounds to be
extended, the company in question must
ensure the payment of at least LVL 20,000
(EUR 28,400) in taxes in the previous year.
2. If the foreign investor has purchased or
is the owner of:
 Real property in Riga, the Riga
region or in a large city of country-

As a result of the amendments Latvia has become a lot more
attractive to foreign investors as the new amendments have
significantly expanded the grounds for getting a temporary
residence permit and reduced the amount of red tape that
must be dealt with to obtain entry

wide significance such as Daugavpils,
Jelgava, Jekabpils, Jurmala, Liepaja,
Rezekne, Valmiera or Ventspils, that
is worth at least LVL 100,000 (EUR
142,000);
 Real property in any other region of
Latvia that is worth at least LVL 50,000
(EUR 71,000).
Besides that, there must be no property tax
arrears on the real property in question and
all the payments for the property must be
made by bank transfer. The value of the real
property purchased by a foreign investor is
appraised on the basis of the price specified
in the contract to buy the property. A foreign
investor who’s been given residence permit
on these grounds must confirm that the
property is still his/her with the Citizenship
and Migration Affairs Office every year.
3. If the foreign investor has invested LVL
200,000 (EUR 284,000) in the subordinate
capital of a Latvian bank. The investment
must have been made at least five years ago.
The aforementioned grounds can also be
used to issue residence permits to the
spouse, underage children and dependants
of the foreign investor.
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In late 2010, temporary residence permits
in Latvia were issued to 100 foreign investors and with members of their families counted in the total number of issued
residence permits was 230; 61% of the
investors were given temporary residence
permits after purchasing real property in
Latvia, 34% were given residence permits
as they had investments in the subordinated capital of Latvian banks and the
remaining 5% of all investors were given
residence permits after setting up limited
liability partnerships in Latvia. Statistics
show that the majority of investors getting residence permits in Latvia are Russians and citizens of other CIS nations.
In April 2010, Latvia’s parliament, the
Saeima, approved draft amendments to the
country’s immigration law, which have not
yet come into effect and are currently going through legislative procedures. The new
proposed amendments will introduce stricter rules for the issuance of temporary residence permits to foreign investors. Thus, for
example, investment of LVL 25,000 (EUR
35,500) in the share capital of a Latvian
company and the payment of LVL 20,000
(EUR 28,400) in taxes will only entitle the
investor to get a residence permit if the
company’s annual sales do not exceed LVL
7 million (EUR 9,940,000) and the company employs no more than 50 people. If the
company does not exceeds these criteria, i.e.
either its annual sales are greater or it employs more people, the minimum investment
for qualifying for a residence permit must
be at least LVL 100,000 (EUR 142,000).
At the same time in its current revision, in
the case of investments in large companies
there is no requirement that they must pay
at least LVL 20,000 (EUR 28,400) in taxes.
Amendments are also planned for the issuance of temporary residence permits to
buyers of real property. In Latvia there is
such a concept as the ‘cadastre value of real
property’. The cadastre value of a property is
calculated on the basis of regulatory documents and is used for the calculation of the
state duty that must be paid when title to

Despite the proposed amendments, getting a temporary
residence permit in Latvia will remain a viable option for
foreign investors and offers the added benefit that the holder
of a Latvian temporary residence permit can freely travel
within the European Union

the property is registered in the National
Land Register, as well as in the calculation of real property tax. According to the
proposed amendments, an additional condition will be added that the cadastre value
of the real property purchased in Riga, the
Riga region or a large city must be at least
LVL 30,000 (EUR 42,600) and for other
regions of Latvia it must be at least LVL
10,000 (EUR 14,200)
Despite the proposed amendments, getting
a temporary residence permit in Latvia will
remain a viable option for foreign investors
and offers the added benefit that the holder
of a Latvian temporary residence permit can
freely travel within the European Union.
It should be noted that a foreign national
who has been issued a temporary residence
permit in Latvia may stay outside Latvia as

long as he/she wishes. However, a holder
of a permanent residence permit may not
leave Latvia for longer than 12 consecutive
months at a time, except for compelling
reasons that do not depend on the holder’s
personal circumstances or getting an education. At the same time a foreigner cannot
get a permanent residence permit in Latvia
if he/she has not stayed in Latvia for longer
than 6 months in a row or for one year with
short breaks over the past five years.
Yelena Rakova,
Sworn Attorney of the Republic of Latvia
Contact partner AUDIT ADVICE LLC, Nexia
International (Riga, Latvia), www.auditadvice.lv
Exclusively for Russian Survey
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CUSTOMS
“Look, Petro, you’re right on time:
tomorrow’s Ivan Kupala’s day.
One night and one and only night
when the fern blooms.
Do not miss your chance!”
N.V. Gogol
The Eve of Ivan Kupala, 1830.

THE MERRY IVAN KUPALA!

K

upala (Kupaila) — the summer solstice (June 21) – is the festive welcoming of the matured, grown in strength
summer sun, which transforms at dawn from being Yarila, the Sun youth, into the mighty Kupaila, a manly
Sun, – the god of fertility who in the pre-Christian tradition was portrayed as a man crowned with a wreath of
yellow flowers.

Just like Maslenitsa (Russian Survey #1)
the Kupaila day is a surviving and thriving
pagan folk celebration. Again like it was
in the case of Maslenitsa, its date was
“displaced”, postponed by two weeks, i.e.
to the early July, as the astronomical date
of solstice coincided most unfortunately
with the Apostles’ Fast (the Fast of Peter
and Paul, or sometimes simply St. Peter’s
Fast). In the Christian calendar July 7 is the
birth date of Prophet John the Baptist, that
is why the church calendars had transformed
slightly the name of the festivity dedicated
to Kupaila making it – Ivan Kupala, Ivan’s
Day.
However, despite the confusion and
“tampering” with the dates and the attempts
to impose a Christian flavour on this holiday,
it has nevertheless preserved its initial pagan

meaning. The night of the summer solstice
continues to be one of the most picturesque,
bright and colourful festivities whose preChristian meaning and spirit have come to
this day almost unchanged, unaffected by
the vicissitudes of time.

The night of the summer
solstice continues to be one of
the most picturesque, bright
and colourful festivities
In pre-revolutionary Russia Ivan Kupala
Day was one of the most important and
revered religious holidays of the year. It was
universally celebrated with the tradition
demanding active involvement of each

member of the celebrations into all rituals
and the strict observance of a set of rules,
prohibitions and customs. The merriness
and fun of people affirmed their unity with
nature, its ultimate heyday and earthly
beauty. People who live in deep provincial
areas, far away from the urban centres of
modern life, still preserve certain elements
of the ritualism of that day.
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In the annual calendar cycle the Kupala day
symbolises maturity. The Sun reaches its
zenith in the sky as well as the culmination
of its creative life-giving power and after
this begins to gradually lose it, lose its royal
power over the entire nature, descending
from the celestial mountain, with days
becoming shorter and shorter. The Kupala
night is the shortest in the year and no-one
is supposed to sleep during this night for it is
a charmed night. Trees walk from one place
to another talking to each other through
the rustle of their leaves; animals converse
with each other as well, and even herbs are
imbued with special, magical, miraculous
power.
The essence of the ritualism connected with
this date is the mystical matrimonial union
between the Earth and the Sky, the Sun and
the Moon, Fire and Water, the Masculine
and the Feminine. The main form of this
mystical matrimony is the merging of the
realms of Fire and Water. The culmination
of their “wedding” is the rolling of a burning
wheel (symbolising the masculine) from a
steep slope down into water (symbolising

the feminine). If Kupala is celebrated on the
day when the summer solstice and the full
moon coincide, this is in itself a symbol of
a mystical union of the Sun and the Moon.

The essence of the ritualism
connected with this date
is the mystical matrimonial
union between the Earth
and the Sky, the Sun and the
Moon, Fire and Water, the
Masculine and the Feminine
The Kupala Day is a major holiday filled
with deep meaning and therefore embracing
a multitude of rituals, songs, spells,
superstitions, fortunetelling, legends and folk
beliefs. Each and everyone has to go through
an overall cleansing during the celebrations
so as to proceed to gathering the harvest of
the fields:

 The First Cleansing (Cleansing of the Body)
– bathing in the sacred waters (rivers, lakes,
pools, dews). Healing with dew was another
typical custom of that day. For that one
had to rise very early and walk barefoot on
the charmed Kupala dew which is believed
to accumulate its curative properties by the
time the Sun rises. This is where the common
saying about getting the first of the dew
comes from. 
 The Second Cleansing (Cleansing of the Soul)
– setting up large bonfires and jumping over
their flames
 The Third Cleansing (Cleansing of the Spirit)
– walking barefoot on burning coals.
One of the most beautiful legends connected
to this night is the “legend of a fern flower”
which only blooms at that time. This legend
shows the immense importance of nature,
its powers and might. Only those pure of
heart and endowed with remarkable courage
have a chance to find a fern flower which
opens the way to all treasures of the world.
But one should not forget for a single instant
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rural areas, and in large cities, particularly
somewhere on the other side of the Urals –
which prescribes pouring water over
everyone who happens to come your way
(only the elderly and young children are
spared). It is, of course, the worst on young
girls on this day!  Their chances of staying
dry on this day are next to none! That is why
they usually avoid going out without any
urgent needs. 
that the path to that flower is guarded by the
evil spirits!
The night to Ivan Kupala is believed to be
mystical, vested with supernatural powers,
the time of otherworldly forces and sorcery.
The sorcerers and witches gather around
marshes. Mermaids are especially powerful
on this night and come out onto the bank
to admire the Kupala fires from afar, but if
they meet a man in the woods, they may well
mesmerise him and drag him with them to
the bottom of the deep pool.
There is another ritual for this festivity –
and it is still observed to this day in both

It is, of course, the worst on
young girls on this day! 
Their chances of staying dry
on this day are next to none!
The Kupala fires is a poetic, mysterious,
sorcerous celebration which has served as
a source of inspiration for many poets and
writers, primarily for the great Nikolai Gogol
himself.

Traditions associated with this
festivity:
1. Jumping over the flames of a bonfire. It
is commonly believed that this helps to test
the feelings of those in love.
2. Collecting and washing oneself with Ivan
Kupala dew, collecting and drying herbs and
flowers.
3. Unmarried girls make wreaths of flowers
and herbs and float them in the evening
watching in which direction it will float thus
trying to foresee their future relationship
fortunes and future husbands.
4. Searching for a fern flower on the night on
the eve of Ivan Kupala. Those who find it will
be rewarded with eternal love, wealth and
happiness.
5. Bathing at dawn. Whoever does this will not
know any ailments for the entire year to come.
Sources:
www.radosvet.ru
www.arira.ru
www.druidgor.narod.ru
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Founded in 1992, ICLC has grown to become one of the leading Russian audit companies.
The company’s core principle in work is to assist in development of its clients’ business by
providing a variety of prime quality services in business support:









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

ICLC is a member of Nexia International – a worldwide network of independent accounting and
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The merry Ivan Kupala!

MAIN
It is presumed that RFDI will become partners with the
world’ largest investment structures and the President
expects that their total investment must exceed at
least five times the amount of money put in by the
Russian state.

