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Founded in 1992, ICLC has grown to become one of the leading Russian audit companies. 
The company’s core principle in work is to assist in development of its clients’ business by 
providing a variety of prime quality services in business support:

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

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

Tel: +7 (495) 621-10-15, fax: +7 (495) 621-56-87
E-mail: info@iclcgroup.com, www.iclcgroup.com 6666

Even the fact that the Russian economy has 
weak and underdeveloped sectors can be 
viewed by an investor as an opportunity 
to make good money on modernizing and 
developing such sectors…
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COMMITMENTS TO MAKE 
THE RUSSIAN ECONOMY 
MORE TRANSPARENT WERE 
ANNOUNCED AT THE 
SAINT PETERSBURG FORUM
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NEWS
GErmANS prEfEr NizhNy NovGorod

GovErNmENt ExpANdS privAtiSAtioN proGrAmmE

German investors take an interest in 
Russian regions. This has been confirmed 
by the management of the Russian-
German Chamber of Commerce, who 
announced a new stage of the expansion 
planned for 2012. 70% of the members of 
the Chamber are willing to invest in Russia, 

though they intend to invest only in a select 
few regions.

German business people who have already 
invested in Russia are displeased with the 
policies of Russian regional governments, 
‘They are more interested in attracting new 
investments, completely forgetting about 
companies that have already invested in 
their regions, even though some of those 
companies are willing to invest more,’ say 
members of the Chamber. 

German entrepreneurs continue to regard 
Nizhny Novgorod as the region offering the 
most promising investment opportunities. 
‘Manufacturing in the Moscow region costs 
very much today, for this reason Nizhny 
Novgorod is a very good location for doing 
business,’ says Alexander Markus, Deputy 
Executive Director of the Russian-German 
Chamber of Commerce. In the meantime 
Germany remains the main foreign trade 
partner of the region. At the moment 
there are over 80 companies with German 

capital operating in the Nizhny Novgorod 
region; in 2010 the trade turnover between 
Germany and Nizhny Novgorod totalled 
almost USD 730 million.  

By order of President D. Medvedev, 
the Ministry of Finance of the Russian 
Federation is expanding its privatisation 
programme. The project includes 21 
companies – 13 more than originally 
planned for.

Finance Minister A. Kudrin estimated that 
revenues from the sale of the first batch of 
accumulation shares of state companies 
of $30 billion and revenues from the 
sale of the second batch of shares would 
be 25–50% more. The total proceeds 
from privatisation under the new scheme 
should be around $75 billion.  

Fourteen companies will be completely 
privatised, and the state will maintain 

control over half of these. The Government 
has acknowledged that a full withdrawal 
by 2017 is reasonable, while retaining 
a controlling interest in the authorised 
capital of Sheremetyevo International 
Airport, Sovcomflot, INTER RAO UES, 
and Rosneft. The state will withdraw 
from Aeroflot’s Articles of Association, 
while its status of ‘national carrier’ will 
be preserved. The state will withdraw 
from AK ALROSA’s capital with a ‘golden 
share’.  It is expected that the state’s 
interest in Russian Railways, Transneft, 
and others will drop to 75% plus 1 share 
by 2017. The list also includes Sberbank 
and VTB Bank.

The state will retain control of companies 
that are involved in ensuring national 
security.
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CoNSolidAtEd fiNANCiAl StAtEmENtS Will bE 
mANdAtory iN thE NEAr futurE 

The Ministry of Finance of the Russian 
Federation has confirmed its readiness 
to begin the transition to mandatory 
application of the IFRS. ‘As soon as 2013 
companies that have to submit consolidated 
financial statements for 2012 will have to use 
the IFRS for their consolidated statements,’ 
Finance Minister Aleksey Kudrin stated. 
The first among those required to submit 
IFRS financial statements will be banks, 
insurance companies and the majority of 
Russian public companies. It should be 
noted that many of the aforementioned 
Russian companies already prepare IFRS 
consolidated financial statements, however 
from the next year on they will be required 
to do so.

The new rules also set a specific deadline 
by which companies must submit their 
statements; within 120 days after the end of 

the reporting year. At the moment there are 
no legal requirements for when consolidated 
financial statements have to be submitted. 

Preliminary reports indicate that the IFRS 
will be officially approved as the required 
standard for consolidated statements as 
soon as this October.

NEW typES of lEGAl ENtity ComE to ruSSiA

The Government has introduced the bills 
‘On Investment Partnerships’ and ‘On 
Economic Partnerships’ to the State Duma. 
Economic partnerships are designed for 
joint investment in especially risky projects. 
They practically duplicate the ‘limited 
partnerships’ that exist in Great Britain 
and the United States. The partners are not 
liable for the partnership’s obligations, but 

they are bound to bear the risk of damages 
associated with its activities, albeit only 
up to the amount of their investment. An 
investment partnership is a special type of 
contract for a simple partnership. The parties 
to the contract combine their assets for joint 
investment activities, without forming a 
legal entity. The bill details two categories 
of participants – managing and passive 

partners–which differ in rights, duties, and 
liability. It is worth noting that economic 
partnerships and investment partnerships 
cannot engage in just any type of activity. 
For the former, the Russian Government will 
compose a list of prohibited activities (which 
require a licence) – and for the latter, a list 
of permitted activities.

BRIEf NEwS

miCEx ACquiSitioN of rtS ShArES  
tEmporArily dElAyEd

At the beginning of August the Federal 
Antimonopoly Service extended the 
examination period for Moscow Interbank 
Currency Exchange’s (MICEX) application 
to acquire a 100% interest in the RTS Stock 
Exchange, because a representative for the 
agency judged that the transaction may 
lead to limited competition in the market 
for exchanges, depositories, and clearing 
houses. The application’s examination 
period was extended by two months.

A framework agreement for MICEX 
Group’s acquisition of RTC shares was 
signed in 2011 by the shareholders of the 
two exchanges. A single trading platform, 
capable of competing with the leading 
world exchanges, is essential for creating 
an International Financial Hub in Moscow.  
It is expected that consolidating the major 
Russian exchanges would have a favourable 

effect on the securities trading market and 
its participants.

However, at an Extraordinary General 
Meeting of MICEX and RTS shareholders, 
held on August 5, 2011, a reorganisation of 
the companies by means of a merger of RTS 
and MICEX was approved.  

RTS shareholders also approved a pay-out 
of RTS stock dividends for the first half of 
2011 and a new version of the RTS Articles 
of Association. For their part, in addition 
to approving the RTS transaction, MICEX 
shareholders voted to split MICEX common 
stock. As a result of the split, the authorised 
capital of the exchange will be divided into 
1,659,840,000 common shares, with a par 
value of 1 rouble each. The decision was 
also made to increase MICEX’s authorised 
capital by placing 537,575,000 secondary 

common shares, with a par value of 1 rouble 
each, by converting common and privileged 
RTS shares into common MICEX shares. 

finance Minister Aleksey Kudrin
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‘The fact that capital continues to flow out 
of Russia despite the current oil prices 
means that business does not entirely trust 
the Russian judicial system and that the 
state must protect the property rights of 
businesses and individuals who have assets 
in Russia,’ Zadornov stated during the 
forum. According to him, there is nothing 
new about the influence of the upcoming 
elections on the outflow of capital. Thus 
2000 and 2003 were not the best years for 
the Russian stock market either. However, 
the fact that despite the oil prices being at 
a level of US$ 115–120 per barrel of Brent 
capital continues to flow out of Russia 
means that business still does not entirely 
trust the country’s legal and judicial system. 
‘The essential things that business needs 
are property rights and state protection of 
these rights, regardless of whether we are 
talking about a 15-hundred sq.m piece of 
land, an apartment, a small business or a 
multinational corporation,’ noted the head of 
VTB24. And no distinctions must be made 
between foreign and Russian proprietors, 

he said. Zadornov also noted that the 
International Energy Agency and leading 
global banks that have strong commodities 
teams are predicting oil prices of US$ 120–
130 per barrel for next year. However it 
is unclear whether this will improve the 
situation with investments in Russia. 

It should be noted here that First Deputy 
Chairperson of the Central Bank of Russia 
Aleksey Ulukaev previously reported 
that in 2011 the outflow of capital in 
Russia is expected to remain at a level of 
US$ 35 billion. Current statistics seem 
to confirm these predictions; in May net 
outflow of capital from Russia slowed down 
to US$ 7.8 billion and in April it was down 
to US$ 5 billion. At the same time Vice 
Prime Minister, Minister of Finance of 
Russia Aleksey Kudrin believes that at the 
end of the year the total net outflow of capital 
from Russia may be below the Central 
Bank’s forecast of US$ 30–35 billion.

Experts are having quite a bit of disagreement 
about what it is exactly that influences 
the decisions of investors. Thus, Director 
of the Financial and Economic Expert 
Examination Department of 2trade.ru 
Dmitry Pushkarev is sure that corruption 
in Russia is on the rise. ‘An administrative 
secondary structure has been created that 
businesses are finding it more and more 
difficult to support with every passing 
year,’ he noted, ‘at the same time nothing 
has really been done about corruption, it’s 
just that now access to the right place or 
resources is ten times as expensive as it 
used to be. Plus there are purely financial 
reasons; western countries offer businesses 
a more comfortable environment to operate 
in. For example in Germany loans are offered 
to growing businesses at an annual rate of 
4%, in the US at 5.6%, in Japan at 6.2% 
while in Russia the lowest rate you can get 

is 15%. So corporations are transferring 
their assets abroad, get loans against them 
and grow their business there.’ In addition 
to that, the statistics cited in the media are 
in all probability only the tip of the iceberg 
and in reality a lot more capital is leaving the 
country. Summing up, Pushkarev noted that 

at the end of the day the main reasons why 
businesses are choosing to invest elsewhere 
are corruption and bureaucracy. 

In the meantime polls of investors produce 
rather paradoxical results; most of them 
view both the current situation and the 
short term prospects for their businesses 
in Russia as positive. And as for the ever 
present corruption and bureaucracy, they 
are willing to accept them as unavoidable 

ruSSiA iS Still AttrACtivE to iNvEStorS
foreign investors are willing to put up with traditional problems

T
here is still no answer to the question of why investment outflow from russia still continues despite the more 
than attractive conditions, such as high oil prices. Speaking at the recent international Economic forum in Saint 
petersburg the head of vtb24 and the former minister of finance of the russian federation mikhail zadornov 
assumed that perhaps the business community does not entirely trust russia’s legal and administrative systems. 
Nevertheless foreigners remain optimistic and are still willing to invest in russia. 

the essential things that business needs are property rights 
and state protection of these rights, regardless of whether 
we are talking about a 15-hundred sq.m piece of land, an 
apartment, a small business or a multinational corporation

mAiN

The head of VTB24 Mikhail Zadornov

first Deputy Chairperson of the Central 
Bank of Russia Aleksey Ulukaev
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overheads of running a business in Russia.

One of the authors of a study commissioned 
by the Association of European 
Business (AEB) explained that they polled 
the top managers of companies that are 
members of the Association. Although, 
General Director of GFK-Rus Alexandr 
Demidov complained that only a fifth of 
the 500 members were polled, i.e. about 
100 managers. According to him the 
companies and managers that participated 
in the poll represented such countries 
as Germany (12%), France (11%), 
UK (10%), the Netherlands (10%), 
US (10%), Sweden (9%), Finland (6%), 
Switzerland (6%), Austria, Italy and Russia 
(with 4% each) and others (13%). 

These companies primarily operate 
in consulting (24%) and financial 
services (14%), the automotive 
industry (10%), mechanical engineering, 
construction and retail (10% each).

Most of the respondents cited market 
volume (71%), and upward market 
trends (49%) as the main reasons for 
entering the Russian market. These most 
important criteria satisfy the expectations 
of AEB members; 75% of the companies 
are happy with the prospects of their 
business in Russia. 

According to Demidov, AEB members 
are getting more optimistic, however 
strange it may seem. ‘Our study has shown 
that in 2010 70% of our respondents 
(managers of AEB member companies) 
had their sales in Russia increased and 
only 13% experienced a slump in sales,’ 
he noted, ‘ Another curious fact is that 
increased investments, sales and profits 
are expected in 2011 by 72%, 79% and 
71% of the respondents respectively. And 
a third paradox is that in addition to the 

ever present corruption and bureaucracy, 
European business people also cite lack 
of qualified personnel as a hindrance to 
their expansion in Russia.’ The paradox of 
this last statement, Demidov explained, 
is that availability of qualified personnel is 
also cited by European business people as 
one of the reasons why they are choosing 
to enter the Russian market. ‘I think the 
explanation here is that in general the 
Russian population is more qualified than 
in other countries and Europeans are 
drawn here by that fact but when it comes 
to filling specialised expert positions there 
is a shortage,’ he assumed. 

Independent experts explain these 
paradoxes by the fact that basic, i.e. primary 
and high school, education remains at a 
comparatively high level in Russia while at 
the same time the prestige and quality of 
specialised technical education has been 
declining in recent years. ‘There are many 
factors that are at play here but the main 
negative influence is that the state is not 
participating in any way in the planning and 
support of higher education and specialised 
technical education schools, which is 
creating lots of problems’, believes Aleksey 
Kozlov, Deputy Director of Department for 
Trade and Sales of Stock at UFS Investment 
Company, ‘As a results we have a shortage of 
human resources’. 

At the same time, Alexander Demidov also 
notes that there is a certain degree of ambi-
guity. ‘For example, when it comes to public 

statements European business people have 
a habit of making general statements about 
corruption, bureaucracy and excess govern-
ment regulation while behind the scenes 
they confess to having problems with cus-
toms and ambiguous tax laws,’ he explained, 
‘the same terms that they are used to in Eu-
rope have a completely different meaning 
in Russia which leads to unintended errors 
for which, business people believe, they get 
fined too harshly. At the same time most 
business people presume that investments 
in Russia are going to increase, although 
Europeans are now looking beyond Russia 
at the Asian markets’. 

Steven Jennings, Executive Director of the 
Renaissance Capital investment group, 
believes that today Russia has all the right 
conditions for investments while twenty 
years ago investments in Russia were near 
impossible. ‘Russia is trying to expedite 
the privatisation process,’ he noted, ‘Some 
serious steps were made towards creating 
an international financial centre in Moscow, 
which should allow foreign companies 
to work there. There are several more 
industries attractive to sectors, such as 
natural resources as well as services and 
industry. I think that in the past ten years 
Russia has opened its strategic sectors to 
foreign investments’. 

Sergey Kulikov, 
Exclusively for Russian Survey

most of the respondents cited market volume (71%), and 
upward market trends (49%) as the main reasons for entering 

the russian market. 75% of the companies are happy with 
the prospects of their business in russia

MAIN
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CorruptioN lEAdiNG thE rS poll 

ccording to the results of a reader poll on the rS website: http://iclcgroup.com/russian-survey, the most critical 
problem standing in the way of attracting foreign investments in the russian economy is commonly believed to be 
corruption. it has been described at the chief concern by 30% of the respondents taking part in the poll*. A

Inefficient government bureaucracy came 
second with 19% votes naming it among 
the principal problems. Such factors as 
access to financing and the weakness of 
the law enforcement system proved to 
be ‘level on points’ with 11% of votes 
each, the national taxation policy and 
the general lack of political stability came 
slightly behind with 9% of votes. 

Among the least important problems 
named were the current tax rates and 
currency exchange regulation, which 
received 7% and 4% respectively. 

It is, however, worthy of note that the above 
named problems cannot force investors to 
leave the Russian market. You will find 
more about this in the article on page 3. 

Which sectors of economy stand a better 
chance to benefit from investments? This 
is what the next opinion poll on the RS 
website is about: ‘If not the oil and gas 
sector, what else then? In which sector 
of the Russian economy would you be 
prepared to invest.’

* information is current at the time of printing

Corruption

Inefficient government
bureaucracy

Аccess to financing

weakness of the law 
enforcement system 

National taxation 
policy 

General lack of 
political stability 

Currency exchange
regulation

Tax rates 

30%

19%11%
eakness of the law 

11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%11%
9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%

9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%9%
7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%7%4%

MAIN
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Erasing barriers 
The keynote of this year’s St. Petersburg 
International Economic Forum was 
markedly different from the last year’s 
one. Back then the main focus was on 
presentation of the global strategic idea of 
creating an international financial center 
in Moscow. This time the discussion 
tended to more down-to-earth practical 
steps that need to be taken on this long 
road, such as removing border barriers and 
creating an environment for the private 
capital to come in. This special report 
from the St. Petersburg International 
Economic Forum was prepared for the 
Russian Survey by the tax observer of the 
Moscow News Andrei Susarov. 

At first sight this year’s St. Petersburg 
Economic Forum saw an unusually small 
number of discussions about Russia’s 
appeal to foreign investors. It appears there 
is understanding now that trying to attract 
foreign investments to Russia is a hard nut 
to crack as long as Russia’s own investors 
continue fleeing to other markets. 

we’re in for some changes
The business environment is going to be 
changing for all businesses. Thus, in the 
opinion of the Russian president Dmitry 
Medvedev, ‘we can become one of the 
world’s largest and most attractive markets’ 
if we manage to create a single economic 
area spanning the three countries of the 
Customs Union (Belarus, Kazakhstan and 
Russia) and join the WTO and then the 

Organization for Economic Cooperation 
and Development (OECD). At the moment, 
Russia and Kazakhstan are on the verge 
of achieving these goals. International 
integration, according to president 
Medvedev, will remove some obstacles for 
foreign investments.

‘Our efforts will be focused on improving 
the investment and economic climate in 
the country drastically in order to create 
high-productivity jobs in all the regions of 
the country, on achieving real progress in 

our fight against corruption, on creating 
a modern police force and other law 
enforcement agencies, on improving the 
efficiency of our legal system,’ said Mr. 
Medvedev in his opening address at the 
forum. He also promised to repeal many of 
the existing restrictions on the issuance and 
circulation of the Russian securities abroad.

The head of state believes that even the 
fact that the Russian economy has weak 
and underdeveloped sectors can be viewed 
by an investor as an opportunity to make 
good money on modernizing and developing 
such sectors. ‘Russia must offer investors 
new opportunities; from growing consumer 
demand to dozens of infrastructure projects,‘ 
Medvedev promised. 

Immodest privatisation
Foreign capital is very much needed 
for modernization of the champions of 
the Russian economy. Thus, one of the 
central topics tossed at the St. Petersburg 
forum was large-scale privatization. Mr. 
Medvedev is convinced that state capitalism 
‘endangers the future of our country’. ‘State 
doesn’t need that many assets.’ He said the 
government’s current privatization plans 
were too modest and demanded that the 
state gave up ‘controlling and in some cases 
blocking stakes in many a large company’. 
‘I’m sure we will be able to organize modern 
transparent privatization to attract efficient 
private investors and raise significant 
amounts of money for the Russian budget,’ 
Mr. Medvedev said, thereby immediately 
laying down the basic rules of the game.

it’s impossible to make a country attractive to foreign  
investors only. on the other hand, when capital is being 
invested in the nation’s economy at the end of the day,  

it doesn’t really matter whether it’s foreign  
or domestic capital

Even the fact that the russian economy has weak and 
underdeveloped sectors can be viewed by an investor as 
an opportunity to make good money on modernizing and 

developing such sectors…

CommitmENtS to mAKE thE ruSSiAN ECoNomy 
morE trANSpArENt WErE ANNouNCEd At thE 

SAiNt pEtErSburG forum

MAIN
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Discussions about the ‘ambitious 
privatization plans’ began in the fall of 
2009 when the First deputy Prime Minister 
Igor Shuvalov promised investors during 
his visit to the US that portions of the 
state owned stakes in Russia’s largest 
companies, including Rosneft, would be 
sold to private investors. In June 2010, 
during last year’s St. Petersburg forum, 
the audience applauded enthusiastically as 
right in the hall President Medvedev signed 
a decree reducing the number of strategic 
joint stock companies from 208 to 41, and 
the number of federal unitary companies 
from 230 to 159. It has to be noticed here, 
however, that since then the only large-scale 
privatization deal has been the sale of a 10% 
stake in VTB for USD 3 billion. ‘We’re not 
talking about privatization for the sake of 
privatization, as it was in the nineties, the 
Vice Prime Minister Shuvalov was quick 
to assure the business people present 
immediately after Medvedev’s address. ‘We 
need to thoroughly prepare every sale, make 
sure that every privatization deal is totally 
transparent and get the interest of serious 
investors. And naturally we’ve got to try and 
sell them for as much money as possible, 
even though that is not our main objective,’ 
the official noted.

Moreover, oftentimes strategic investors 
actually want the state to hold on to its 
stakes in their companies, the head of 
Russian Technologies, Sergei Chemezov 
told the participants of the forum. For 
example the management of the Renault-
Nissan alliance that has a 25% interest 
in AVTOVAZ refused to buy the 29% 
state-owned stake in Russia’s largest car 
manufacturer, telling the Russian Prime 
minister Vladimir Putin that they wanted 
the state to stay in as a guarantor of 
stability, Chemezov told the audience. 

By early August the government had 
prepared a more ambitious privatization 

plan to sell assets worth 6 trillion RUB by 
2017 (RS. Read more about privatization 
plans on page 1).

Let everybody in
Russia needs capital, but also it needs 
to know the latest capital management 
practices. The first Vice Prime Minister Igor 
Shuvalov reminded the forum that capital 
management competencies can only be 
found among the ‘best experts working 
for the world’s top financial companies’. 
The President promised that as a natter of 
good will Russia is prepared to unilaterally 
grant long-term visas to all investors and 
entrepreneurs who have a ‘significant 
business in Russia’.

The Chief Executive Director of the 
Association of European Business (AEB) in 
Russia Frank Shauff was fast to present the 
Russian authorities with a long list of other 
measures that could significantly simplify 
the work of foreign specialists in our country. 

He would like for not only the Russian 
companies to be able to recruit highly 
skilled professionals*, but for representative 
offices of foreign companies to be able to 
do that as well. The business community 
are also concerned about the fact that a 
foreign national who makes the required 
minimal annual compensation of RUB  
2 million by working for several companies 
simultaneously may be stripped of the 
status of a highly skilled professional. It is 
often the case that one person heads several 
companies. Mr. Shauff also suggested that 
foreign nationals should be registered with 
the immigration authorities automatically 
upon arrival or via online systems instead of 
having to be issued immigration cards. 

The head of the AEB strongly opposed the 
ban on the use of outside personnel. This 
amendment to the Labor Code is currently 
being discussed by the State Duma. Mr. 
Shauff believes that if the amendment 
in question were to be passed, a large 
number of foreign nationals, Germans, 
French, Scandinavians would be cut off 
their countries’ social security systems, 
and in particular from their pension plans.’ 
Naturally they wouldn’t want to work in 
Russia on such terms.

This July, the Federal Immigration Service 
submitted a draft concept of Russia’s 
immigration policy to the Government, 
under which it was suggested that temporary 
residence should no longer be used for 
controlling migration. All immigrants are 
to be issued permanent residence permits 
straight away, while foreign business people 
who’ve invested in the Russian economy will 
have the option to get Russian citizenship in 
a new much simplified manner. 

 � For more on the status of a ‘highly skilled 
professional’ see RS#1 

Andrei Susarov,
Tax columnist for
the Moscow News

Exclusively for Russian Survey
The Russian President Dmitry Medvedev 
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thE CoNStitutioN of thE ruSSiAN fEdErAtioN or 
thE EuropEAN Court of humAN riGhtS?

decision from the Constitutional Court of the russian federation is going to be required to bring the russian law into 
compliance with the international law.A

In Russia, an effort has been undertaken 
to secure, on its territory, preference 
for the nation’s Constitution over 
international agreements. It has been 
proposed to give the same preference 
to individual provisions of Russian 
legislative acts that have been recognised 
by the Constitutional Court of the 
Russian Federation as complying with the 
Fundamental Law. A bill to this end was 
introduced to the State Duma on June 16 
of this year by Aleksandr Torshin, acting 
speaker of the Federation Council.

The Russian Constitution declares 
that commonly recognised principles 
and norms of international law and 
international agreements signed by 
Russia are a constituent part of the 
country’s legal system (Art. 15). It says 
that ‘If an international agreement of 
Russia stipulates other rules than those 
stipulated by the law, the rules of the 
international agreement shall apply.’

Recently, Chairman of the Constitutional 
Court of the Russian Federation Valery 
Zorkin began to insist that preference for 
international agreements only extends to 
Russian laws. The Constitution cannot 
be subordinated to them. Accordingly, 
provisions of Russian regulations 
and legislative acts, which have been 
recognised by the Constitutional Court 
of the Russian Federation as complying 
with the Fundamental Law of the nation, 
cannot be disregarded. The same thing 
applies to human and civil rights and 
freedoms. In the Constitution, they are 
recognised and guaranteed‘in  accordance 

with commonly recognised principles 
and norms of international law’, but 
without fail ‘in accordance with this 
Constitution’ (Art. 17). President Dmitry 
Medvedev supported Zorkin’s position  
in January of this year, declaring, ‘Still, 
we never handed over so much of Russia’s 
sovereignty as to allow any international 
court or foreign court to render decisions 
that would change our national law.’

The amendments introduced by Senator 
Torshin would only allow this to happen 
with a decision from the Constitutional 
Court. A Russian law or legislative 
act may only be reviewed after the 
Constitutional Court of the Russian 
Federation has assessed its compliance 
with the Constitution. Changing the law 
is not required if the Constitutional Court 
decides that provisions, which displease 
the ECHR, are constitutional. Prevailing 
against Russia in a lawsuit, a case would 

receive from the Russian budget only 
what monetary compensation had been 
allocated in it for the ECHR.

At the same time, Torshin suggests that 
the means of domestic legal defence 
are exhausted and that a plaintiff can 
appeal to the ECHR ‘if, on the motion 
of an interested person, there is a valid 
judicial act of the Supreme Court or the 
Supreme Arbitration Court of the Russian 
Federation and the proceedings have 
been concluded.’

The bill was endorsed by the State 
Duma Committee on Constitutional 
Legislation. It was assumed that the 
members of the State Duma would take 
first reading of it during the spring session 
of Parliament. However, discussion of the 
bill was postponed at the last minute.

Ekaterina Ryzhova, General Counsel for 
the ICLC, is convinced that Torshin’s 

MAIN

in order to make universally recognised principles and 
norms of international law, as well as russia’s international 

agreements, not applicable within the territory of the russian 
federation, it would be necessary to change  

the Constitution itself…

recently, Chairman of the Constitutional Court of the russian 
federation valery zorkin began to insist that preference for 

international agreements only extends to russian laws.  
the Constitution cannot be subordinated to them

The Constitutional Court of the Russian federation or the European Court of Human Rights?
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‘formally, the Constitution of 
the Russian federation is above 
all. But the spirit of its tenets is 
in complete harmony with every 
current international agreement’
In an interview with Russian Survey, Mikhail 
KRASNOV – one of most well-known con-
stitutionalists in the country and head of 
the department of Constitutional and Mu-
nicipal Law in the National Research Uni-
versity ‘Higher School of Economics’ – did 
not deny that the business environment may 
be impacted by legislating the supremacy of 
opinions from the Constitutional Court of 
the Russian Federation about the compli-
ance or non-compliance of internal legisla-
tion with the norms of international agree-
ments that have been signed by the nation.

– Does our Constitution really speak of the 
supremacy of international agreements over 
Russian laws alone, but not over the Con-
stitution?

– A sly position. Formally, for us the Consti-
tution of the Russian Federation is above all. 
But the spirit of its tenets, at least the part 
that governs the foundations of the constitu-
tional system, and the rights and freedoms of 
citizens, is in compete harmony with every 
current international agreement–the Uni-
versal Declaration of Human Rights, the Eu-
ropean Convention on Human Rights, and 
other documents which have been signed 
and ratified by Russia. That’s why in 1993 the 
creators of the Constitution quietly added a 
provision which states that commonly recog-
nised norms of international law and Russia’s 
international agreements are part of our legal 
system. This was done without any fear that 
it would infringe on our sovereignty. The very 
Constitution was created absolutely identi-
cally to these principles. What’s more, this 
completely agrees with the foundations of our 
Constitution, that a person, his rights and 
freedom, are what matters most. Govern-
ment must exist for the sake of these things.

– But, as you know, different lawyers try 
cases in the Constitutional Court of the Rus-
sian federation and the European Court of 
Human Rights. Might they not have differing 
opinions about some issue or another?

– The European Court of Human Rights 
(ECHR) renders decisions based on the Euro-
pean Convention for the Protection of Rights 
and Fundamental Freedoms, which Russia 
has ratified and which the Russian Constitu-
tion considers part of our legal system. The 
bottom line is that the Constitution can-
not conflict with the principles of rights and 
freedoms. And when people say, ‘Let’s re-
consider the decisions made by the ECHR’, I 
don’t think it’s right. If each country has its 
own interpretation of human rights, those 
rights will be eroded.

On the other hand, certain decisions by the 
ECHR may erode our understanding of hu-
man rights. For example, the European Court 
could make decisions regarding homosexu-
als, same-sex marriage, and euthanasia. That 
would be outside the spirit of our Constitution.

There is a problem here. But I think Torshin’s 
initiative isn’t about trying to defend against 
such extremely controversial decisions.  
Rather it’s tied to a desire to affirm our 
independence. We know for ourselves what 
we have that’s good and bad. Well, if that’s 
the case, then we need to leave the European 
Convention and European organisations.

– Could that happen?

– I’m confident that it won’t. We mustn’t for-
get that this isn’t just about shame or pres-
tige for the state, but about having the rights 
of our citizens be more protected against 
abuse of government power. What’s to hide? 
The abuse of power is huge–by the police 
and the bureaucrats. Closing the road to the 
ECHR diminishes opportunities to protect 
and preserve the rights of Russian citizens.

– Can somebody appeal to the Constitutional 
Court of the Russian federation to examine 
the compatibility of individual norms from in-
ternational agreements that Russia has signed 
with the Constitution?

– No, neither the Constitution nor the law 
‘On the Constitutional Court’ provides for 
that. The matter can be considered only be-
fore the agreements have been ratified.

– Might Torshin’s initiative affect interna-
tional agreements related to business?

– Absolutely, it could. And that might cause 
irreparable harm to our country’s reputation 
and the investment climate. And bring direct 
damages.

– And might it apply to the interaction be-
tween companies?

– No. That is regulated by civil law, not pub-
lic law.

This interview was conducted by  
Andrei Susarov,

Tax columnist for the Moskow News 
Exclusively for Russian Survey

MAIN

initiative is unlikely to be approved. ‘It 
effectively permits ignoring a decision 
made by the ECHR, if the Constitutional 
Court of the Russian Federation 
determines that Russian laws censured 
by Strasbourg do not contradict the 
Constitution,’ said the lawyer. ‘In 
order to make universally recognised 
principles and norms of international 
law, as well as Russia’s international 
agreements, not applicable within the 
territory of the Russian Federation, 
it would be necessary to change the 
Constitution itself, which states that if 
an international agreement stipulates 
other rules than those stipulated by the 
law, then the rules of the international 
agreement shall apply (Art. 15, Item 4 
of the Constitution)’. 

Adoption of Torshin’s bill could affect 
the interests of foreign businesses 
operating in Russia. ‘Since 2010, 
there has been a real surge in the 
number of lawsuits by business owners 
and legal entities over acts by Russian 
bureaucrats and law enforcement 
agencies, which have infringed upon 
their economic rights,’ says Aleksandr 
Skovorodko, a lawyer for the non-
governmental organization Open 
Law. The proportion of these appeals 
that this company is preparing for 
out of the total number directed at 
the ECHR has jumped from 3-4% to 
10-15%. According to Skovorodko, 
business owners complain most 
often about illegal judicial decisions; 
non-fulfilment of judicial decisions; 
violations of property rights; acts by 
monitoring agencies; and regulations 
and laws that interfere with business 
operations. ‘Society is changing, and 
so is the attitude toward bribes. If 
the attitude used to be ‘you scratch 
my back, and I’ll scratch yours’, then 
business owners are gradually moving 
away from this. They understand 
that if you pay once, you’ll have to 
keep paying forever. They’re betting 
on legal protection rather than the 
corrupt element. Business owners are 
beginning to stand up for their rights. 
If they succeed in this, then they’ll be 
left alone,’ explained Mr. Skovorodko. 
‘And business owners are winning, 
more and more as time passes. And 
much more often than the press writes 
about it,’ said the lawyer.

Andrei Susarov,
Tax columnist for the Moskow News 

Exclusively for Russian Survey

Mikhail Krasnov, head of the
department of Constitutional and Municipal
Law in the National Research University
‘Higher School of Economics’
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1. The method of calculating 
time in the Russian federation 

has been enshrined in law
Federal law defines the legal basis 
for the calculation of time and the 
establishment of time zones. It also 
governs relationships stemming from the 
distribution of information about exact 
meaning of dates and times.

2. The Tax Code of the Russian 
federation has been augmented 

with a new section that 
regulates matters of transfer 
pricing and tax oversight of 

transfer pricing
In particular, the adopted changes 
establish rules to determine the 
compatibility between prices used in 
controlled transactions and market 
prices. This is required to increase the 
efficiency of tax oversight for accurate 
calculation and full payment of taxes. The 
new section also provides for mechanisms 
to counteract the use of transfer pricing 
for the purpose of minimising taxes. 

Specifically, the list of reasons for 
recognising entities as interdependent 
was significantly expanded (The law 
contains 11 such reasons). 

The law establishes methods used 
in determining the compatibility of 
transaction prices with market prices: 
1) the comparable uncontrolled price 
method; 2) the resale minus method; 
3) the cost plus method; 4) the 
comparable profits method; 5) the profit 
split method. 

The list of controlled transactions was 
clarified by the law.

The law set forth the specifics of 
conducting tax oversight of the 
compatibility of prices used in controlled 
transactions with market prices. 

In particular, a tax liability has been 

introduced for non-payment (incomplete 
payment) of the taxes resulting from using 
a price out of line with market prices; for 
failure to report controlled transactions; 
or for reporting false information.

3. Regulations were amended 
that govern the method of 

paying VAT, corporate income 
tax, and other taxes

The main change had to do with the 
method of calculating and paying value 
added tax. 

In particular, regulations were adjusted 
and supplemented, providing a method 
for determining the place that labour or 
services were realised for the purpose of 
collecting VAT. 

The list of tax-exempt operations 
(including labour and services related to 
preserving properties of cultural heritage, 
insurance services to protect export credit 
and investments from entrepreneurial 
and political risks) was expanded. 

The new revision sets forth regulations 
governing the application of VAT 
deductions, including: 

 � with respect to real estate during 
construction and modernisation 
(reconstruction); 

 � when there are changes in the value 
of shipped goods (labour, services, 
property rights); 

 � in cases when a payment obligation 
is stipulated in roubles only, an 
equivalent sum in foreign currency, or 
conventional monetary units. 

A deadline has been established for 
presenting a banker’s guarantee to 
the tax authority in order to apply the 
declared order for VAT refunds (no later 
than five days from the tax return filing 
date). 

Additionally, the following changes 
concerning the calculation of corporate 
income tax were introduced, in particular: 

 � expenses for voluntarily insuring 
export credit and investments against 
entrepreneurial and (or) political risks 
are considered when determining the 
tax base for income tax; 

 � a tax accounting method has been 
established for declaring state support 
for filmmaking organisations and 
Russian educational institutions. 

Separate regulations in legislation on 
taxes and duties were acknowledged as 
having lost their force.

4. Research and development 
gets tax advantages

Specifically, Article 262 of the new 
revision of the Tax Code of the Russian 
Federation provides for a detailed list of 
R&D expenses to be considered when 
calculating corporate income tax, among 
other expenses. The bulk of them are 
entered in accounting records in the 
(tax) reporting period in which the 
research or development was conducted. 
As contributions to funds supporting 
scientific, technical, and innovation, 
these expenses can be declared for tax 
purposes in the (tax) reporting period in 
which they were made.

The taxpayer must submit a statement 
of R&D expenses per the list established 
by the Government of the Russian 
Federation.  The reported expenses must 
be affirmed as being within 1.5 times the 
actual expenses. The tax authority has the 
right to audit the submitted statement.

Additionally, the Tax Code of the 
Russian Federation was augmented with 
regulations that govern the formation, in 
tax accounting, of an R&D equalisation 
reserve. The taxpayer has the right to 
independently choose to create such a 
reserve. The adopted decision must be 
reflected in accounting policies.

The specifics of tax accounting for R&D 
expenses were also set forth.

The adopted law provides corporate 
property tax relief for assets being 

mAiN ChANGES iN thE lAW of thE ruSSiAN 
fEdErAtioN from 01.06.2011 to 31.07.2011
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brought back into operation with high 
energy efficiency within three years from 
the day the asset is recorded.

5. A method for generating and 
receiving electronic invoices 

was adopted
An electronic invoice workflow 
between sellers and buyers is being 
implemented by specialised electronic 
workflow operators.

Use of the electronic invoice workflow 
is permitted with use of required 
cryptographic information protection 
systems that are certified in accordance 
with the legislation of the Russian 
Federation; are compatible with the 
protection adopted by the Federal Tax 
Service of the Russian Federation; 
allow identification of the owner of a 
signature key certificate; and also allow 
verification that information has not 
been tampered with.

Procedures for generating and receiving 
electronic invoices using an electronic 
digital signature are detailed in the 
adopted procedure.

6. The contract for a 
commercial concession has been 

updated
Changes to the Civil Code of the 
Russian Federation have been made 
relating to the contract for a commercial 
concession. The contract authorises 
obligating the user (of a trademark, 
service mark, trade secret, and similar 
exclusive rights transferred to him by the 
right holder) to sell the product, labour, 
or services at prices established by the 
right holder. It was also established that 
restrictive contract terms may be nullified 
by an anti-monopoly authority or other 
interested party, if the terms violate anti-
monopoly legislation given the condition 
of the corresponding market and the 
economic position of the parties.

It was established that a contract for a 
commercial concession, concluded for a 
specific period or without any indication 
of the effective period, may include terms 
to terminate the contract at any time, by 
either party, given 30 days notice and the 
payment of a termination fee.

The grounds (including breach of contract 
by the user with respect to the quality of 
goods, labour, or services) and procedure 
for a right holder to unilaterally refuse to 
execute a contract were set forth.

Changes were also made to the 
regulation of a user’s preferential 
right to conclude a contract for a new 

period, establishing a new procedure 
for renewing contracts (specifically, the 
parties have the opportunity to change 
the terms of the contract) and clarifying 
the consequences for failing to observe 
the user’s preferential right to conclude 
a new contract.

7. The date of administrative 
suspension and other changes 
to the Code of Administrative 

Offences of the Russian 
federation 

Changes were introduced to the Code of 
Administrative Offences of the Russian 
Federation. Rules were put in place for 
calculating the date of administrative 
suspension. The date is determined from 
the moment of actual cessation of activity 
by persons engaged in unauthorised 
business, by legal entities, their affiliates, 
representative offices, organisation 
departments, production areas; and also 
the cessation of the use of machines, 
assets, buildings and structures; and the 
cessation of performing particular types 
of labour or rendering services.

A list was established of officials who 
try cases of administrative violations on 
behalf of the federal executive body that 
is authorised to enforce court orders and 
ensure established court procedures: 
the leader of the federal executive body 
authorised to enforce court orders and 
ensure established court procedures and 
his deputies; the leaders of territorial 
offices of said federal executive body 
and their deputies; and the leaders of 
organisation departments of territorial 
offices of said federal executive body and 
their deputies. 

Further, senior officers of the court bailiff 
service have the right to nullify or alter 
decisions made by court enforcement 
officers or other officers of the court, if 
those decisions do not comply with the 
requirements of the law.

8. Outstanding fines have 
become more expensive...

It has been established in the Code of 
Administrative Offences of the Russian 
Federation that non-payment of an 
administrative fine will result in an 
administrative fine twice the size of the 
unpaid administrative fine, but not less 
than 1,000 roubles ($36).

If the administrative fine has not been 
paid in 30 days, the judgement that 
imposed the administrative fine, with 
a note about its non-payment, is sent 
within three days to a court enforcement 
officer to execute the procedure provided 

for by federal legislation. In the process, 
the court enforcement officer composes a 
record of the administrative violation with 
respect to the person who has not paid 
the fine for an administrative violation 
which has been tried by the court. 

It has been stipulated that a note about 
the debtor’s non-payment of said fine 
must be made in the statement from the 
body imposing fines for administrative 
violations.

...and the price of violating 
technical regulations has also 
gone up...
Violating by officials of technical 
regulations, project documentation 
requirements, requirements for 
mandatory documentation in the areas 
of standardisation or special technical 
conditions will cost 20,000 to 30,000 
roubles ($718-1,077); between 100,000 
and 300,000 roubles ($3,592-$10,776) 
for legal entities; or administrative 
suspension for a period of 90 days.  
Previously, the penalty for officials had 
been between 5,000 and 10,000 roubles 
($180-$359); and for legal entities, 
between 30,000 and 100,000 roubles 
($1,077-3,592). 

The sales of goods, performance of 
labour, or rendering of services that are of 
improper quality will incur a fine between 
3,000 and 10,000 roubles ($108-$359) 
for officials and between 20,000 and 
30,000 roubles ($718-$1,077) for legal 
entities.  In the previous revision, officials 
were penalised between 2,000 and 3,000 
roubles ($72-$108); legal entities were 
fined between 20,000 to 30,000 roubles 
($718-$1,077).

Additionally, the Code of Administrative 
Violations of the Russian Federation 
has been supplemented with articles 
that provide for liability, including for: 
violation of technical regulations by 
a manufacturer, executive, or seller; 
false declaration of product compliance; 
violation of the procedure for selling 
(labelling) a product that has a mandatory 
compliance declaration; violation of the 
rules for certification; presentation of 
false results of investigations (trials); 
violation of mandatory requirements 
related to defence products (labour, 
services); failure to meet the 
requirements for presenting product 
samples, documentation, or information, 
which are necessary for state monitoring 
of technical regulations. 

...and bribery of officials
Criminal liability for commercial bribery, 
and the giving and receiving of a bribe, 
has been established in the form of 
a fine up to 100 times the size of the 

LAw DIGESTLAw DIGEST
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commercial bribery or the bribe–from 
25,000 roubles to 500 million roubles 
($897-$17,959,770).

The fine, which is calculated based on 
a multiple of the size of the commercial 
bribery or bribe, was established as an 
alternative punishment to restricted 
freedom and imprisonment.

Criminal liability is differentiated 
depending on the size of the bribe into 
various sizes: small, medium, large, and 
very large. At present, the maximum fine 
for commercial bribery, and giving and 
receiving a bribe, is 1 million roubles 
($35,920) (wages and other income are 
garnished for a period of up to 5 years).

Criminal liability has been introduced 
for mediating bribery, e.g. indirectly 
transferring a bribe by order of the 
briber or briber-taker; or rendering 
other assistance to them in coming to 
an agreement about receiving or giving 
a bribe of a medium (large, very large) 
size; or promising or offering to mediate 
bribery.

A regulation has been removed from the 
Criminal Code of the Russian Federation 
according to which foreign officials 
and officials for public international 
agencies, which commit crimes against 
the state authorities; the interests of 
the state service; and the interests of 
local, autonomous bodies, bear criminal 
liability in cases provided for by Russia’s 
international agreements. Provision 
has been made for the mentioned 
foreign officials and officials from public 
international agencies to bear criminal 
liability on a general basis for giving and 
receiving a bribe and mediating bribery.

The measures are directed at 
strengthening the fight against 
corruption in Russia. 

9. New rules for transporting 
freight

A procedure has been established for 
organising the road-based transportation 
of various kinds of freight; providing for 
the safety of the freight, the vehicles, and 
the containers; and also for organising 
the conditions of freight transportation 
and the allocation of vehicles for this 
transportation.

The new rules contain regulations 
that specifically deal with concluding 
contracts for transportation of freight; 
contracts for chartering vehicles for 
transportation of freight; the allocation of 
transportation vehicles and containers; 
delivery and receiving of freight; loading 
of freight into transportation vehicles and 
containers; determination of the freight 
tonnage; sealing of the transportation 
vehicles and containers; delivery 

dates; freight delivery; cleaning of the 
transportation vehicles and containers; 
the features of various types of freight; 
and a procedure for creating certificates 
and claims.  The rules also establish 
the maximum permissible weight of 
transportation vehicles.

10. The federal law dated 
25.07.2011 that clarified the 
fundamental principles and 

conditions of handling personal 
information has taken effect

The changes concern the obligations 
of an operator when handling personal 
information and transferring personal 
information across the border, and the 
rights of people to access their own 
personal information, and more.

It was established that regulatory acts 
regarding certain matters of personal 
information handling may be adopted not 
only by state bodies, but also by local, 
autonomous bodies, and also by the 
Central Bank of the Russian Federation.

Operator obligations were clarified 
regarding the marketing of personal 
information and requests from a 
person about their own personal 
information. Operator obligations were 
also established regarding updating, 
blocking, and deleting this information, 
and safeguarding against violations of 
the law that are possible when handling 
personal information.

The law was augmented with regulations 
that provide for the security of personal 
information and the enforcement of the 
operator obligations set forth in the law.

11. A new law on electronic 
signatures has been adopted

The law focuses on improving previous 
enacted legislation regarding digital 
signatures and also on expanding the 
usage and number of available types of 
electronic signatures. The previously 
enacted law has expired.

In particular, the new law governs the 
following related to the use of electronic 
signatures:

 � the use of various types of electronic 
signatures;
 � the issuance and use of signature key 

certificates;
 � the verification of electronic signatures;
 � certificate authority services;
 � accreditation of certificate authorities.

Two types of electronic signatures are 
identified based on criteria established by 
the law: simple and enhanced. The latter 
can be qualified or non-qualified.

Information that has been signed with a 
qualified electronic signature is treated 
as an electronic document, equivalent to 
a paper document that had been signed 
by hand, except in cases when legislation 
requires a document to be created on 
paper. Electronic documents that have 
been signed with a simple or unqualified 
signature are treated as equivalent to 
signed paper documents as established 
by law.

The law also established the rights and 
obligations of those using electronic 
signatures, and the requirements for 
certificate authorities. 

The requirements for certificate 
authorities were given in compliance 
with the Russian legislation on technical 
regulation.

A list of information to be stored by the 
certificate authority was defined. 

Establishing a new procedure for 
regulating the use of electronic 
signatures will serve to develop and 
improve the Russian and international 
circulation of electronic documents.

12. The federal law ‘On the 
National Payment System’ has 

been adopted
The law sets forth rights, obligations, and 
a procedure for communication between 
the various parties of the ‘national 
payment system’ that are involved in 
money transfers.

Besides money transfer service providers 
(Bank of Russia, lending organisations, 
and Vnesheconombank), including 
electronic funds operators, the following 
have been determined to be parties of 
the national payment system: bank 
paying agents and subagents (legal 
entities and sole proprietors involved 
with lending organisations); paying 
agents authorised by law to accept 
payment from individuals; operators of 
payment systems (lending organisations 
and other organisations that determine 
the terms of a special contract–’the 
rules of the payment system’); payment 
infrastructure service providers (clearing 
houses and settlement centres); and 
the organisations of the federal postal 
service, when they render payment 
services.

The law has established requirements 
for these parties; detailed technical 
regulations for carrying out money 
transfers, in particular, limiting 
transactions using the electronic 
payment system to specific amounts; 
requirements for payment systems, 
including a procedure for recognising a 
specific payment system as ‘systemically 
significant’ or ‘socially significant’ and 
the implications of this designation, 
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and requirements for risk management 
systems; and also a procedure for 
oversight and monitoring of the national 
payment system by the Bank of Russia.

The law takes effect on 29.09.2011, 
except for certain regulations that take 
effect at different times.  

13. Debtors will be part of a 
public database

Changes have been introduced to the 
federal laws ‘On Enforcement Proceedings’ 
and ‘On Court Bailiffs’, which govern 
the creation of a database of enforcement 
proceedings.

Court bailiffs will create a database of 
debtors. Information about a debtor and 
the size of his debt, information about 
notification of searches for debtors or their 
property will be publicly available. Access 
to this information will be available until the 
conclusion or cessation of the enforcement 
proceedings or the day the debtor (his 
property) has been found.

The changes went into effect on 15.07.2011.  

The law provisions concerning the creation 
of a database of enforcement proceedings 
take effect January 1, 2012.

14. In defence of the rights 
of those involved in equity 

construction...
The federal law ‘On Insolvency 
(Bankruptcy)’ introduced changes that 
strengthen the rights of those involved 
in equity construction. The law set forth 
the specifics of bankruptcy for developers 
who attract money or other property 
from citizens and legal entities in order 
to finance construction of blocks of flats.

In order to prevent developers from 
abandoning their responsibility with 
respect to contracts concluded with 
construction partners, the text of which 
does not directly mention participation 
in equity construction, a provisional 
list has been created of transactions 
completed by construction partners for 
which an arbitration court has the power 
to recognise the claim of a construction 
partner for the transfer of a residence or a 
monetary claim. 

As a safety measure during develop 
bankruptcy proceedings, arbitration 
courts have been given the power to 
prohibit the landlord from concluding 
a lease agreement for the land with 
any person other than the developer; 
to prohibit registering such a lease 
agreement with the state; and also to 
prohibit the landlord from otherwise 
disposing of the land.

The changes take effect 15.08.2011 with 
the exception of a point concerning the 
the specifics of determining the amount 
of liability in a developer bankruptcy, 
which takes effect on January 1, 2012. 

15. Constant state monitoring
The federal law dated 18.07.2011, 
No. 242-FZ, ‘On the introduction 
of changes to certain legislative acts 
of the Russian Federation regarding 
matters of state monitoring (oversight) 
and municipal monitoring’ has been in 
effect since August 1, 2011. Now legal 
entities and sole proprietors that operate 
hazardous industrial assets may be 
placed in a condition of constant state 
monitoring (oversight).  This condition 
stipulates the constant presence of 
authorised officials from state agencies 
for monitoring (oversight) of assets with 
elevated hazards.  It stipulates that these 
officials implement measures to monitor 
the state of safety at these assets and 
take measures to ensure their safety.

16. Permission will not be 
needed to work in the Russian 

federation
Foreign nationals invited to the Russian 
Federation for business or humanitarian 
purposes to work and those who have 
come to teach in state universities (with 
the exception of religious educational 
institutions) do not need to obtain 
permission to work.

This amendment was introduced by 
Article 13 (‘Conditions of Participation by 
Foreign Nationals in Labour Relations’) 
of the federal law dated 25.07.2002, No. 
115-FZ ‘On the Legal Status of Foreign 
Nationals in the Russian Federation’.

According to the changes made to the 
federal law dated 15.08.1996, No 114-
FZ ‘On the Method of Leaving the 
Russian Federation and Entering the 
Russian Federation’, issuance of an 
ordinary business or humanitarian visa is 
provided for, for the named categories of 
foreign nationals.

17. Authorised capital is 
equated to net asset value

Changes have been made as part of 
an overhaul of the ways to protect the 
rights of creditors during a reduction in 
the authorised capital.  Changes were 
also introduced in the requirements for 
business entities in the event that there 
is a disparity between the authorised 
capital and the net asset value. 

It has been established that if the 

company’s net asset value becomes less 
than its authorised capital at the end 
of a financial year following its second 
financial year (Previously, it was at the 
end of the second financial year) or each 
subsequent financial year that ends 
with the net asset value less than the 
authorised capital, then no later than six 
months after the end of the corresponding 
financial year, the company must decide 
to either reduce its authorised capital 
such that it does not exceed its net asset 
value or liquidate the business.

Procedures were established for 
publishing notifications regarding a 
reduction in authorised capital and for 
the presentation in such situations of a 
demand by creditors for early fulfilment of 
the corresponding obligations. With this, 
the grounds by which courts may dismiss 
such a demand have been defined.

Companies must include indicators in 
their annual reports which characterise 
the changes in the net asset value 
and the authorised capital.  Also to be 
included are the results of an analysis of 
the reasons for a reduction in net asset 
value and a list of measures for bringing 
the company’s net asset value back into 
line with its authorised capital.

A single procedure for corporations and 
limited liability companies has been 
established to evaluate net asset value 
and provide any interested person with 
information about the company’s net 
asset value.

The changes take effect January 1, 2012. 

Other regulations related to matters of 
information about the operations of legal 
entities were also established by the law. 
An article regulating the authority of a 
new federal information resource, the 
United Federal Registry for Information 
about the Operations of Legal Entities, 
was added to the federal law ‘On State 
Registration of Legal Entities and Sole 
Proprietors’.  

They take effect January 1, 2013.

18. The federal Service for 
financial Markets (fSfM) 
of the Russian federation 
recommends a volatility 

indicator
The criterion of a substantial deviation 
in the price of liquid securities was 
recommended for detecting signs of 
potential manipulation of the securities 
market.

For reporting the market value of 
securities, the FSFM of the Russian 
Federation has recommended using 
a volatility indicator, calculated using 

LAw DIGEST
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formulas given in the order, for securities 
that have a certain total instrument 
weight, which in turn is calculated using 
such indicators as the security’s trade 
volume; the number of transactions with 
the security; the number of trading days 
when more than 10 transactions with this 
security were completed; the number of 
traders concluding transactions with the 
security; the number of unique clients of 
traders in whose interests transactions 
with the security were concluded; the 
number of trading days in which bids 
were made to purchase the security; 
and the number of trading days in which 
offers were made to sell the security.

19. The standard for capital 
adequacy has grown by 20 
million roubles ($718K)

Since July 1, 2011, the standard for 
capital adequacy, which applies to 
companies, specialised investment funds 
depositories, unit funds, and private 
pension funds, was increased from 60 
million roubles to 80 million roubles 
($2.155M – $2.873M).

The standards for capital adequacy 
remain unchanged for securities dealers 
and brokers; depositories, except the 
previously mentioned specialised 
investment fund depositories and private 
investment funds; securities market 
clearing houses, securities traders, 
securities registries, and stock market 
operations.

20. Importation for the 
state needs of the Russian 

federation
Conditions have been defined for the 
availability of certain goods that come 
from foreign states for the purpose of 
placing procurement orders for state and 
municipal needs.

The conditions of availability apply to 
the following goods that come from 
foreign states: living animals, textile 
goods, fur, leather and leather products, 
footwear, equipment and gear for radio, 
television, and communications, medical 
apparatuses, measurement devices, 
watches, cars, trailers and semi-trailers, 
and other goods.

It has been established that when placing 
procurement orders for these goods 
for state needs through a competitive 
bidding process that includes comparing 
applications to participate, which 
contain offers to supply said goods, 
the process is conducted based on 
the ‘contract price’, with the price, 
proposed in said applications, of a 

state (municipal) contract or civil-law, 
budgetary institution contract being 
increased by 15%.

When placing the procurement orders 
for these goods for state needs through 
an auction, if the auction winner 
submitted an application to participate 
that offers to supply said goods, then 
the state (municipal) contract or civil-
law, budgetary institution contract is 
concluded with the winner using the 
price offered by the auction participant, 
lowered by 15% of the proposed price of 
the state (municipal) contract or civil-
law, budgetary institution contract.

It is recommended that the documen-
tation for the competitive bidding and 
auction establish a requirement to 
indicate the country of origin for the 
supplied product in the corresponding 
bid. In the event that a bid does not 
indicate the country of origin for the 
offered product, then upon examination 
of the bids, the participant is not 
permitted to take part in the competition 
or auction. The participant in the placing 
of orders bears the responsibility for the 
reliability of the information indicated 
in a bid about the country of origin of a 
product.

21. The range of investment 
funds categories has been 

expanded
An additional category–long-term direct 
investment fund–has been added to the 
statute on the composition and structure 
of assets in shareholder investment funds 
and assets of unit funds, established 
by Order of the FSFM of Russia from 
December 28, 2011, No. 10-79/pz-n.

Long-term direct investment funds can 
only be closed unit investment funds, and 
their shares are intended only for qualified 
investors. Besides cash and Russian and 
foreign shares, the assets of long-term 
direct investment funds may specifically 
include stakes in the authorised capital 
of Russian limited liability companies, 
and participating securities of foreign 
commercial organisations.

22. Open border between 
Russia, Belarus, and 

Kazakhstan
Since July 1, 2011 inspection for 
customs, transportation, health 
quarantines, and veterinary and 
phytosanitary quarantines, have been 
cancelled at the state borders between 
the Russian Federation, the Republic of 
Belarus, and the Republic of Kazakhstan. 

23. Veterinary oversight to 
use new rules

Rules have been established to 
implement state veterinary oversight at 
entry points on the border of the Russian 
Federation.

Each batch of goods included on the 
Unified List of Products, which appertain 
to veterinary monitoring (oversight), 
may be imported to the single customs 
territory of the Customs Union, given an 
entry permit from an authorised body or 
a veterinary certificate.

The adopted rules define the procedure 
for implementing state veterinary 
oversight at entry points on the border 
of the Russian Federation, including 
the procedure for customs bodies to 
make decisions based on document 
inspections at dedicated entry points; 
and the procedure for determining the 
types of goods in conformity with the 
unified product nomenclature of the 
Customs Union’s foreign economic 
operations.

24. Join the wTO and lower 
our customs duties

Changes have been made to the 
Regulation of the Government of the 
Russian Federation dated December 28, 
2004 No. 863, which establishes that 
from the date the Russian Federation 
joins the WTO certain customs duties 
will be lowered for clearing goods and 
transportation that are entering and 
leaving the Russian Federation.

It has been determined that from the 
date Russia joins the World Trade 
Organisation that the rate of customs 
duties for clearing goods that have 
a customs value of 10,000 roubles 
and 1 kopeck ($359) or more will be 
applied to an amount of 30,000 roubles 
($1,077).

Prepared by experts of
ICLC legal Department

Exclusively for Russian Survey
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You Submit Your Declaration – 
You Get Audited

A desk audit is essentially an inspection by 
a tax authority of the tax declarations and 
reports submitted by the tax payer. And as 
we all know tax payers are obligated by law 

to submit declarations and tax reports to tax 
authorities on a periodic basis. 

In other words, the submission of a 
declaration or a tax report may serve as 
the basis for a desk audit, no matter if it’s 
an original or an adjusted declaration and 

whether it was filed for any tax period or 
any reporting period. Any one of those 
declarations may be subject to a desk audit. 
It’s important to note that no special written 
decision is needed for a desk audit. This 
is perhaps the most important difference 
between the desk audit and the two other 
types of tax audits – onsite audits and the 
so called cross-audits – for which official 
written decisions must be issued and the tax 
payer must be notified. 

Thus, the submission of a tax declaration 
can encourage a desk audit. The audit can 
be conducted without issuing any special 
warrant and the tax payer does not have to 
be notified.

How it’s done 
In this respect a tax payer may reasonably 
ask ‘What is it exactly that is going to be 
audited?’ Unfortunately the Tax Code of the 
Russian Federation does not give a clear 
answer to that. However, it follows from the 
contents of Article 88 of the Tax Code that 
the objective of a desk audit is to simply do 
an arithmetic check of the figures contained 

offSitE Audit

he russian law provides for a variety of ways in which tax authorities can monitor and audit businesses. 
there is no doubt that the most unpleasant of those is onsite audit when inspectors come to the office of 
a company and look at all the relevant documents on the spot. however, these days many companies 
operate for years on end without being subjected to a single onsite tax audit; tax authorities use onsite 
audits only in cases where there is already information that serious violations might have been committed. 
Such information is gathered during a desk audit that some organisations have to face almost on a monthly 
basis. thus, it’s good to know the rules that desk audits must abide by and how to prevent any surprises 
during such an audit.T
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in the submitted data and compare them 
with the previously filed reports and other 
information about the tax payer that the tax 
authorities have obtained from other sources. 
In other words, a desk audit simply verifies 
the submitted reports for consistency of the 
information contained therein, and in most 
cases tax authorities do not have the right to 
demand that the tax payer submits any other 
documents1, and they must also notify the 
tax payer of any errors and inconsistencies 
discovered during the audit.

Please note, that under the current law a 
desk audit may be conducted within 3 (!) 
months of the date on which the declaration 
was submitted rather than within 3 months 
of the submission deadline. It’s also 
important to remember that this period 
cannot be extended; neither tax authorities 
nor the Ministry of Finance nor even courts 
have the right to extend the period within 
which a desk audit may take place. If a tax 
authority conducts a desk audit later than 
within three months of the declaration 
submission date, this fact will be sufficient 
grounds for a court to cancel any resolution 
of the tax authority to be issued based on the 
findings of the audit.

1 Under the current law tax inspectors may 
demand submission of extra documents only 
during a desk audit of the VAT declaration 
requesting a refund from the budget or a 
declaration for other taxes claiming exemptions 
and/or benefits. Tax authorities may also 
demand additional documents while auditing 
declarations for taxes related to the use of 
natural resources (for example the tax on the 
extraction of mineral resources or oil, natural 
gas excises etc.). Otherwise no additional 
documents may be demanded. 

Possible consequences
As it has already been mentioned, tax 
authorities must notify the tax payer about 
any errors, inaccuracies, inconsistencies, 
etc. found in its declaration/report during a 
desk audit. Tax authorities may demand that 
the tax payer’s accounts department should 
provide explanations or make changes to the 
declaration. Here again it should be noted 
that there is a gap in the Tax Code regarding 
this issue as it provides no regulation on the 
form in which tax authorities must notify the 
tax payer about the inaccuracies and errors 
they found in the declaration. To fill this gap 
the Federal Taxation Service issued letter 
№ SHT-8-2/320@ dated August 1, 2008 
in which tax inspectors in effect assumed an 
additional obligation to draft written notices 
and deliver them to the tax payer either 
personally or by mail if delivery in person 
is impossible. What this means is that if a 
tax payer never got a written notice about 
errors or inaccuracies in its declaration, the 
tax payer cannot be fined for any failure to 
answer the tax authority claim.2

It should be emphasised once again that tax 
inspectors can only demand that explanations 
for inaccuracies/errors/inconsistencies be 
provided or that the declaration be amended. 

2 It should be noted that in practice tax payers 
are notified verbally, and demands to provide 
explanations are also made verbally. However, 
such verbal demands of tax authorities 
shouldn’t be disregarded, because this is a 
great opportunity for the tax payer to explain its 
viewpoint and settle any arising conflict before 
the tax authorities decide to conduct an onsite 
audit. 

They have no right to use this mechanism 
to obtain any additional documents. The 
Tax Code does allow accountants to take 
initiative and submit additional documents 
to tax authorities to substantiate their 
explanations. But this is a right, not an 
obligation! Therefore, tax payers may decide 
on their own which documents to send to 
the tax inspectorate or whether to send any 
documents at all.

If an audit discovers any violations and 
the accounts department fails to provide 
adequate explanations, the tax authority 
will issue a certificate documenting the final 
findings of the audit. The law requires that 
the certificate be issued within 10 business 
days; then it should be handed to the tax 
payer within 5 business days. 

If the tax payer disagrees with the conclusions 
drawn in the certificate, the certificate can 
be appealed against and reviewed but this 
is something we plan to talk about in our 
next issue, where we will also discuss onsite 
audits, as well as about when it makes sense 
to argue with the tax authorities and when 
arguing with them will only result in a waste 
of time and money.

Prepared by analysts of  
ICLC Consulting Department

Exclusively for Russian Survey
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based on our experience we can conclude that in every such dispute it is most important to try and negotiate with 
the tax authorities before filing an official complaint with a court because quite often a skilled lawyer can help in getting an 
out-of-court settlement, thereby saving the company money and effort.

At thE NEGotiAtioN StAGE iClC’S lAWyErS 
providE thE folloWiNG SErviCES:

 Legal consultations and recommendations about the legitimacy of the demands of the 
tax authorities (demands to submit documents, eliminate non-compliances with the tax 
law etc.). 

 Providing support during offsite and onsite tax audits, including prompt consultations by 
legal and tax experts.

 Assessing the legitimacy of actions/inaction during a tax audit.

 Helping the customer to decide on how to behave during tax audits (during interrogations, 
cross-audits, inspection of documents, inspection of premises etc.).

 Participation of lawyers in negotiations with tax officials.

 Preparing written objections to tax audit reports (offsite or onsite audit).

 Representing the interests of the tax payers during the review of tax audit materials.

 Compiling appeals to higher tax authorities.

 Preparing complaints to higher tax authorities about the actions (inaction) and/
or decisions of a lower tax authority. 

problEm
SolutioNto

from

protECtiNG thE iNtErEStS of CuStomErS iN diSputES 
With tAx AuthoritiES

he experience of iClC’s lawyers suggests that of all the state agencies it is tax authorities that businesses have 
disputes with for the most part, although from time to time they also have to deal with state regulatory agencies 
supervising adherence to advertising, antitrust, budget, foreign currency, labour and other laws. Nevertheless the 
bulk of all disputes are those resulting from tax audits.T

thE folloWiNG SErviCES ArE providEd 
duriNG ArbitrAtioN proCEEdiNGS:

 Preparing applications and petitions for an arbitration court demanding that the 
decision of a tax authority be voided.

 Preparing requests for provisional measures such as suspension of the decisions 
of tax authorities as well as ban on the collection of additionally charged taxes.

 Our lawyers are also ready to represent the interests of their clients during 
arbitration court proceedings (in all courts including the Supreme Arbitration 
Court of Russia), and will help our clients collect legal fees from tax authorities in 
the event the court rules in favour of the client in a dispute.

Tatyana Vinokurova
Head of Subscription service department ICLC

Tatyana Vinokurova
Head of Subscription service department ICLC
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There are three factors that have an 
impact on how attractive Kazakhstan is to 
investors:

The first one is the country’s business 
climate – a rather good one thanks to 
favourable investment laws and a number 
of measures taken to support investments.

The second factor is the large quantities of 
natural and mineral resources available.

The third factor is a most favourable 
geographical location of Kazakhstan 
giving it easy access to the Central Asia, 
Russia and China – the consumer markets 
totalling almost half a billion people. 

Attracting and efficiently utilising 
foreign investments is a key priority 

in Kazakhstan. Foreign investments 
can help to significantly improve the 
country’s unbalanced economy, create 
new high-tech manufacturing facilities, 
modernise the plant and equipment, 
upgrade the production capacity, train 
new technicians and workers, introduce 
cutting edge management and marketing 
practices and know-how, supply sufficient 
numbers of high-quality domestic goods 
to the local market as well as increasing 
exports simultaneously. According to the 
National Bank of Kazakhstan direct foreign 

investments in the country totalled US$ 
10 billion in 2010 and in the first quarter of 
2010 another US$3.2 billion was invested 
in the country’s economy. However, there 
is one problem with these investments; 
80% of them were made in the mineral 
resources extraction sector since by now 99 
out of the 103 elements in the Period Table 
have been found in Kazakhstan and 70 of 
those are being explored. (!) 

Today Kazakhstan has all the necessary 
laws to regulate investments. According 
to international experts, the country’s Law 
On Investments is one of the best laws of 
its kind in the countries with a transitional 
economy. The law guarantees 100% 
protection for the rights of investors and 
the stability of the contracts they enter into. 
It also provides strict regulations on the 
interaction between state authorities and 
investors (free flow of capital, repatriation 
of capital, freedom to use profit in any way 
investors see fit, property rights to land, 
including the right of foreign companies to 
own land in the country). According to the 
World Bank, in 2010 Kazakhstan achieved 
the best results in terms of improving its 
investment climate of all countries that 
were trying to attract foreign investments. 
In the international investment protection 
rating of 183 countries Kazakhstan is rated 
44th. 

iNvEStmENt ClimAtE iN KAzAKhStAN
azakhstan is the most stable country in the Central Asia and a regional leader in terms of social and economic 
development. the 2010 Global Economic forum rated Kazakhstan 72nd of the 139 most competitive countries in 
the world. this relatively high international rating warrants a closer look at the country’s investment climate.K

NEiGhborS

According to the National bank of Kazakhstan direct foreign 
investments in the country totalled uS$ 10 billion in 2010

Astana. The new capital of Kazakhstan

today Kazakhstan has all the necessary laws to regulate 
investments. According to international experts, the country’s 

law on investments is one of the best laws of its kind in the 
countries with a transitional economy. the law guarantees 
100% protection for the rights of investors and the stability 

of the contracts they enter into
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foreign investors implementing 
projects in the raw materials sector 
of Kazakhstan’s economy are given a 
number of investment preferences: 

1. No customs tariffs are charged on 
equipment and spare parts brought into 
the country for the implementation of 
the investment project.

2. State ‘natural’ grants are provided 
(these may be in the form of land 
plots, buildings, structures, plant and 
equipment).

3. Investment tax exemptions.

today Kazakhstan has 
all the necessary laws to 

regulate investments

For example, the New Tax Code of 
Kazakhstan, which went into effect on 
January 1st 2009, has significantly 
simplified the procedure that investors 
have to follow to apply for tax exemptions, 
specifically, it have scrapped the previous 
procedure for getting tax exemptions 
under which tax exemptions could only be 
provided from the date that a contract was 
entered into with an authorised agency 
(Committee for Investments).

Under the tax exemptions granted to 
investors, investors can deduct the cost 
of exempted assets as well as the cost of 
renovating and modernising said assets 
from their taxable base.

Investment tax exemptions also apply to 
corporate income tax (the tax charged on 
profits) for a period of up to 10 years (for 
newly established companies; the existing 
companies can exempt the cost of fixed 
assets purchased for the implementation 
of an investment project); to property and 
lad tax for up to 5 years. Foreign companies 
are exempted from customs tariffs on the 
equipment they bring in to implement their 
investments projects as well as on spare 
parts for such equipment. 

All the aforementioned benefits are 
granted on condition that the investor 
meets the following requirements:

 Investments must be made in 
a priority sector of Kazakhstan’s 
economy (the government has 
approved a list of priority types 
of investments that includes 245 
sectors).

 Investments are made in the fixed 
assets of companies that qualify 
as legal entities under the law of 
Kazakhstan to create new or expand 
and modernise existing production 
capacity with modern technologies.

 The investor provides documents 
confirming availability of financial, 
technical and organisational resources 
needed for the implementation of the 
proposed project to appropriate state 
authorities. 

Companies investing in the natural gas 
and oil industry are subject to a completely 
different set of taxation laws regulating the 
extraction of mineral resources and the 
production sharing agreement (PSA).

The most popular form of business 
organisation for making foreign 
investments in Kazakhstan is a limited 
liability partnership (LLP). The minimal 
share capital for a limited liability 
partnership is KZT 100 (about US$ 
0.68). Investments in the share capital 
can be made both in cash and in assets. 

If the value of assets invested in the share 
capital exceeds 20,000 minimal calculated 
indicators (about US$ 205,714), the value 
of the assets is subject to confirmation by 
an independent expert. 

If a foreign company does not want to set 
up a legal entity in Kazakhstan, it can 
open a representative office or a branch. 
Representative offices cannot act as 
independent legal entities and conduct 
business transactions and as such they 
are usually opened to gather information 
or establish business relations. For this 
reason any representative office pursuing 
commercial interest must get registered 
as a branch, which is regarded by the 
Kazakh law as a subsidiary of the foreign 
legal entity and can therefore engage in 
business transactions.

NEAREST NEIGHBORS

Astana, the national oil company building.

Almaty. Opera Theatre
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The registration procedure for 
representative offices or branches of 
foreign legal entities is in many respects 
similar to the procedure for registering 
Kazakh legal entities. The main difference 
is what documents must be submitted  
to the justice department. These include 
an application for the state registration  
of a representative office (branch);  

by-laws of the representative office 
(branch) approved by the foreign legal 
entity; minutes of the meeting (resolution) 
of the members/shareholders of the foreign 
legal entity that validates the opening 
of the representative office (branch) 
in Kazakhstan; copies of the Articles 
of Association or other incorporation 
documents of the foreign legal entity that 

is registering its representa tive office 
(branch); an excerpt from the commercial 
registry confirming the legal status of the 
foreign investor (for example, a registration 
certificate); the power of attorney issued 
to the manager of the representative 
office (branch); a copy of the passport 
of the manager of the representative 
office (branch), Taxpayer Registration 
Certificate issued to the manager of the 
representative office (branch); a proxy 
issued by the foreign legal entity to the 
person authorized to have a representative 
office (branch) registered; a copy of the 
lease agreement or another document 
confirming the registered address of the 
representative office (branch); payment 
order to pay the state registration fee.

In addition to investment law provisions 
aimed at promoting and protecting 
investments in Kazakhstan, the 
Government of Kazakhstan has also 
signed bilateral agreements for the mutual 
promotion and protection of investments 
with 41 other nations including the 
US, UK, Germany, France, Russia, the 
Netherlands, Turkey and others plus 
one multilateral agreement with the 
member states of the Eurasian Economic 
Community.

However, there is also a number of 
challenges. According to the 2010 – 2011 
Competitiveness Report of the Global 
Economic Forum, the main obstacles 
to doing business in Kazakhstan are 
corruption, poor access to financing, 
inefficient government bureaucracy, and 
inadequate educated workforce.

Prapared by Diana Kim, Consultant of 
Kazakhconsulting Ltd, member of Nexia 
International (Almaty, Kazakhstan)

www.nexia.kz 

Exclusively for Russian Survey

NEAREST NEIGHBORS

however, there is also a number of challenges. According 
to the 2010 – 2011 Competitiveness report of the Global 

Economic forum, the main obstacles to doing business 
in Kazakhstan are corruption, poor access to financing, 

inefficient government bureaucracy, and inadequate 
educated workforce

Medeo. The high-mountain skating rink

Almaty

Nur-Astana. Mosque
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CuStomS&

For the first time four pounds (65.5 kg) of 
tea were brought to Russia in 1638 by the 
Russian ambassador Starikov as a gift from 
the Mongol Khan for the Russian sovereign 
of Moscow Michael Fyodorovich. At first 
the tsar and the boyars were not particularly 
impressed with the astringent and bitter 
drink. When all the tea presented by the 
Mongolian Khan had been drunk and the 
Moscow court began to forget its taste, it 
was once again diplomats who reintroduced 
tea to Russia; the Russian ambassador 
Sapfary brought some tea from China. This 
time tea was already a known quantity in 
Moscow and in 1679 a contract was entered 
into with China under which the Chinese 
were to supply Russia with dried tea. After 
that, caravans carrying tea began regular 
journeys from the Great Wall of China to the 
walls of the Moscow Kremlin.

However, the new beverage took quite some 
time to grow on Russians, who at first viewed 
it with suspicion as they did everything that 
originated abroad. Plus Chinese tea was too 
expensive while Russian herbal teas, such 
as cranberry, currant, briar, and sweet lime 
were always easy to get. And it was only by 
the early 18th century that tea had been fully 
accepted in the Russian households and 
become a national drink.

And drinking tea was no longer simply a 
matter of quenching one’s thirst but rather 
it had evolved into a kind of social ceremony. 
It was over tea that people sorted out 
their family issues, struck business deals, 

trAditioNAl ruSSiAN tEA pArty

‘day faded; on the table, glowing,
the samovar of evening boiled,

and warmed the Chinese teapot; flowing
beneath it, vapour wreathed and coiled.

Already olga’s hand was gripping
the urn of perfumed tea, and tipping

into the cups its darkling stream– 
meanwhile a hallboy handed cream’

Eugene onegin by Alexandre pushkin (1823 – 1831) 
chapter 3, xxxvii

(translation by Charles h. Johnston)

ven the tactful Japanese probably would smirk or at the very least express puzzlement if someone told them 
about a ‘traditional russian tea party’. And yet, it is a well known fact that russians cannot live without tea. 
And today, just like in the past, russian families will get together and sit down at a table not to have lunch or 
dinner but to have tea. Even coffee that has been slowly but surely making inroads onto russian tables still has 
not been able to replace tea. russians will drink tea on any occasion and with no occasion whatsoever.E

Boris Kustodiev ‘Merchant’s wife having Tea’, 1918
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arranged marriages; it would seem like no 
serious issue could be resolved without a 
cup of tea. Actors, writers, artists all had 
their favourite tea houses. Conversations 
over tea at Leo Tolstoy’s place in Yasnaya 
Polyana and Khamovniki became an integral 
part of the history of Russian culture. Many 
of the paintings by the Russian artist Boris 
Kustodiev depict people having tea. Scholars 
generally agree that it was thanks to tea 

parties thrown by Russian commoners that 
created the genre of the Russian romance. 

And so for the past three hundred years tea 
has been drunk at every family celebration 
and every informal get-together of old 
friends. So what is a traditional Russian tea 
party anyway?

The Russian tea party has its own range of 
states and moods, its own atmosphere that 
suggests pleasure and a harmony of the body 
and spirit and in this respect having tea in 
Russia is similar to going to the bathhouse. 
Since times immemorial having tea in Russia 
has been viewed as an excuse to sit down 
and have a long and relaxed conversation 
to reconcile differences or perhaps sort out 
some business issues. The main element 
of the Russian tea party (apart from tea of 
course ) is socialising! Lots of tea, treats 
and a good company these are the main 
ingredients of a Russian style tea party.

If you want to have tea the Russian way, 
you need at least 30 minutes to spare. You 
cannot just down a cup of tea and dash off. 
Nor can you remain silent at the table as is 
the custom in the Japanese or Chinese tea 
ceremony. Nor do Russians follow a formal 
‘tea ceremony’ the way it is done in Britain. 
Keeping silent while having tea may be taken 
as an insult to the hosts. Guests are expected 
to feel completely at home at the tea table 
and drop all formalities. 

In Russia tea was drunk (and is drunk ) 
several times a day. Whether it is the residence 
of the Russian monarch, a provincial manor 
house or a craft person’s workshop, the day 
has always started with tea. Close associates 
of the Emperor Alexander I wrote in their 
memoirs that in spring and summer the 
emperor would always ‘have green tea with 
thick cream, toasted croutons and white 
bread’ at 7 o’clock in the morning and at 9 
o’clock in the evening.

In his book of essays Muscovites at Home, 
Visiting Friends and on the Street, the 

19th century Moscow writer and journalist 
N. Polyakov notes that his characters have 
a tendency to tell time using tea. ‘For many 
Muscovites tea time replaces the normal way 
of referring to time, thus if you are told that 
something happened in the morning after or 
in the evening before (or after) tea you’ll be 
pretty certain about the exact time that the 
event took place. In other words having a 
time piece in Moscow is a superfluous luxury 
while tea is absolutely essential…’ 

An indispensible component of a Russian 
tea party is the samovar! Tula is regarded as 
the samovar capital of Russia (Russians even 
have a saying, which originated in a play 
by Anton Chekhov, ‘to go to Tula with your 
own samovar’ which means to do something 
ludicrous ).

Samovars are tea poetry; they come in all 
sorts of different shapes. Many of them are 
true works of art. And then there are special 
heating pads used to cover the ceramic tea 
pot, these to come in all sorts of shapes and 
colours! 

A samovar is always placed in the middle of 
the table. It commonly has curved shapes 
suggesting warmth and kindness. While 
water is boiling inside the samovar and smoke 
is coming off the top of it, its sides reflect the 
people around the table and nature, adding 

a surreal feel to the gathering. Samovars 
are usually heated up using charcoal and 
sometimes even fir cones. The slightly bitter 
aroma of the smoke relaxes and soothes 
those present. In addition to good looks and 
efficiency, samovars were always valued for 
their sound. When the water starts boiling 
a samovar would announce it with its own 
unique ‘song’ that would add to the cosiness 
and intimacy of the occasion. Usually large 
quantities of tea were brewed so it would be 
enough for a long unhurried conversation. 

CULTURE&CUSTOMS

Konstantin Makovskiy ‘At Tea’, 1914
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One of the key functions of Russian tea is 
to help the guests get warm after coming in 
from the cold outside. And it goes without 
saying that there must be jam on the table. 
It’s a traditional Russian sweet delicacy, 
which must have whole berries and thick 
syrup.

Traditionally in Russia tea was drunk with 
sugar, sweets and food. Since a traditional 
tea party assumes that people will be 
spending at long time at the table, it is not 
that much different from a celebratory meal. 
This means that the guests must be kept 
full. At a traditional Russian tea party several 
types of snacks are served, the first one of 
which will be something substantial like 
cake, pie or pancakes with meat, cabbage, 
fish or egg. After a pause, sweet treats will 
be served, such as pastries, honey, various 
kinds of jam, chocolate, marshmallow or 
pancakes with sweet fillers. At the same time 
as sweets are brought out you should also 
serve fresh (in the summer) or canned (in the 
winter) vegetables and berries. 

The order in which all these snacks are served 
is important; the guests must eat their full 
because when a person is full he/she will be 
more peaceful and sociable! 

There is a story about how in 1802 prince 
Shakhovskoy met with Goethe in a hotel in 

Munich. Famous German poet invited the 
prince for tea. Having arrived and seeing 
that there was nothing but tea on the table 
the prince ordered sandwiches and some 
pastries without further ado. The two spent a 

most pleasant evening talking about German 
and Russian literature. To Shakhovskoy’s 
surprise, the next day he got a bill for the food 
stuffs he had ordered, which Goethe refused 
to pay, since he had only invited the prince 
for tea. 

There is another tradition that foreigners 
often fail to understand; Russians drink tea 
from glasses that they put in special glass 
holders. This tradition dates back to the 17th 
and 18th century teahouses and it was only 
in the early 19th century that it was picked 
up by the commoners. Expensive glass 
holders were usually made from silver, the 
more commonplace glass holders were made 
primarily from alloys of nickel and silver or 
copper as well as other nickel alloys with 
silver or gold coating. The habit of drinking 
tea from glasses originated in tea houses; 
today it is an acquired taste, not many people 
will drink tea from glasses at home and yet 
it has still survived on trains. It is a special 
unique kind of pleasure to drink hot tea from 
a glass in a glass holder sitting in the car of 
a long distance train and looking out at the 
landscapes speeding past outside! 

Having a tea set only used for special 
occasions when you’re having guests over 
can also be regarded as a tradition. Russian 
china can be found in many museums around 
the world. The fame of Popov and Kuznetsov 
porcelain can rival that of Faberge. 

Thus, a Russian tea party is part of the 
Russian hospitality! It is a way to relax in the 
company of friends and family! No matter 
what time of day or night you visit a Russian 
home you can count on getting a cup of tea 
filled to the brim as a sign of hospitality. 

www.domsovetof.ru
www.magazin-samovarov.ru

www.teafestival.ru

CULTURE&CUSTOMS

Vladimir Pervuninskiy ‘Tea Party in Lilac garden’

Boris Kustodiev ‘On terrace’, 1906
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Despite the scrupulous 
preparation of the Russian 
Survey by our experts, the 
information contained in the 
publication should not be 
regarded as a professional 
opinion on a particular issue. 
we highly recommend you to 
consult an expert before making 
business decisions of any kind.
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Founded in 1992, ICLC has grown to become one of the leading Russian audit companies. 
The company’s core principle in work is to assist in development of its clients’ business by 
providing a variety of prime quality services in business support:

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

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

Tel: +7 (495) 621-10-15, fax: +7 (495) 621-56-87
E-mail: info@iclcgroup.com, www.iclcgroup.com 6666
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COMMITMENTS TO MAKE 
THE RUSSIAN ECONOMY 
MORE TRANSPARENT WERE 
ANNOUNCED AT THE 
SAINT PETERSBURG FORUM
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