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CIS will be a free trade zone
Federal Antitrust Service calls for separation
of oil extraction, wholesale and retail businesses
Russian Minister of Finance resigned
Investments in Russian real property may
total USD 8.5 billion in 2011
Large Russian banks are buying up
assets in Central and Eastern Europe
Neoclassic currencies are increasing in popularity
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Russia to make IFRS mandatory

Founded in 1992, ICLC has grown to become one of the leading Russian audit companies.
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 Services to Foreign representative offices.

Unappopriated Privatisation Plans for sale of Russia’s
state-owned property still vast

08

rs POLL

What can you invest in apart
from oil and natural gas?
Expert opinion

10
12
16
20

Law DigEsT

in Our OPiniOn

On-site Audits

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

Our nEarEsT nEighBOrs

Azerbaijan’s integration into international economy
Tel: +7 (495) 621-10-15, fax: +7 (495) 621-56-87
E-mail: info@iclcgroup.com, www.iclcgroup.com

RuSSIA TO MAke IFRS
MANDATORy
The Russian Ministry of Finance has
issued a statement saying companies must
prepare in advance so they are ready to
use the International Financial Reporting
Standards already this year
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‘There is no such thing as a Russian who doesn’t love to travel fast’
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CIS WIll bE a frEE traDE zoNE
Petersburg, after 10-years working-out,
during the summit of the heads of the CIS
national governments.
The agreement was signed by the prime
ministers of 8 out of 11 participating
countries. These included Russia, Ukraine,
Belarus, Kazakhstan, Moldova, Armenia,
Kyrgyzstan and Tajikistan.

On October 18th the Agreement of free
trade zone in CIS was signed in Saint

Azerbaijan, Uzbekistan and Turkmenistan
chose not to join the free trade agreement
at this stage. This document is designed
to become a basis of trade and economic

relations of CIS-countries and to substitute
some previous mutual and multilateral
agreements in particular regarding
cancellation of import and export tariffs for
multiple groups of goods.
The Russian Prime Minister Vladimir
Putin said he hopes that the creation of the
free trade zone will constitute a qualitative
leap in the development of trade relations
between the nations of the commonwealth.

fEDEral aNtItruSt SErvICE CallS
for SEparatIoN of oIl ExtraCtIoN,
WholESalE aND rEtaIl buSINESSES
Speaking at the government hour in
the Federal Council, the head of the
Federal Antitrust Service Igor Artemyev
once again proposed elimination of
vertically integrated oil companies. In his
opinion this would significantly improve
competition in the mineral resources
market and create favourable conditions
in the oil retail market.
The goal of the draft bill on the trade of
oil and petroleum products in Russia
submitted for review to the government
this spring is to make the oil market
more transparent and economically
manageable. The fuel crises in the spring
of 2011 clearly demonstrated that the
vast majority of deals in the market of
petroleum products are struck behind
the scenes, which creates conditions
conducive to increased monopoly and
speculation.
Experts in the mineral resources industry
believe that the main idea behind the
FAS’s proposal is better control over the

prices, but oil industry lobbyists will most
likely prevent the bill from ever getting
passed into a law.
Oil industry operators have reacted with
utmost hostility to the proposal. The
president of the Union of Oil and Natural
Gas Producers, Gennady Shmal, stated
that other solutions should be found to
the current situation with prices. One
of them could be the construction of
additional oil refineries to increase the
supply of fuel to the market.
Before commenting on the proposed law,
oil companies prefer to wait until the bill
gets approved by the commissions and
the government.
Russia’s largest oil companies extract
2.5-3 times more oil than they refine
while in the West extraction makes up
only 0.5% of the total amounts of refined
oil. Russia extracts about 500 million
tonnes of oil per year but only 270 million
tonnes get refined.
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ruSSIaN MINIStEr of fINaNCE rESIgNED
On September 26 the Russian President

his position will not make any substantial

Dmitry Medvedev signed a decree on

difference for the policies of the future

the resignation of Finance Minister

post-elections cabinet of ministers, that

Alexei Kudrin, who had served in this

is, including financial policies. In all

position since his appointment in 2000.

probability, the country’s top financial

In 2006 Mr. Kudrin received the award

agency will now be headed by someone

“Best Finance Minister of a Developing

from among Mr. Kudrin’s current or

European Country” by the Emerging

former deputies.

Markets

newspaper.

Euromoney

magazine named Kudrin the best finance
minister in 2010.

Ex finance Minister Aleksey Kudrin

It is worth noting that any changes
within the Ministry of Finance are bound
to affect its subordinate agencies - the

A number of prominent Russian political

Federal Tax Service and the Federal

analysts believe that the resignation of

Financial Markets Service, - as well.

the head of the Ministry of Finance from

INvEStMENtS IN ruSSIaN rEal propErty May
total uSD 8.5 bIllIoN IN 2011
According to the data provided by Jones
Lang LaSalle, investments in Russia were
up 80% in the first nine months of 2011,
reaching USD 5.25 billion. If all the deals
currently under negotiation close before
the end of the year, total sales for the
year may reach a record high of USD 8.5
billion. Approximately half of this amount
should be invested by foreign investment
funds that have come back to Russia after
the 2008-2009 crises. Their main focus is
business real property; strategic investors
are still steering clear of residential real
property because of its poor liquidity.
Experts believe this enhanced activity in
the real property market has to do with

bound to increase even further after the

being attracted to the administrative and

Russia being removed from the stop-list of

presidential elections.

financial centres.

Moscow still remains the focal point of

However, before the crisis of 2008

investments in real property in Russia;

investors were actively buying assets

74% of all real property deals are made

in Yekaterinburg, Krasnodar, Nizhny

there. Saint Petersburg accounts for 20%

Novgorod

of all deals, and the rest of the money

believe that as the market regains its

went into the provinces. This trend is little

pace, capital will once again start flowing

different from the trends seen all around

to those places as well.

leading investment funds after the country
successfully pulled out of the 2008-2009
crisis. This resulted from a number of
factors, such as the relative stability of
the economic and political situation in
Russia as well as the undervaluation of
the country’s real property. Experts also
believe that the activity in the market is

the world with the bulk of investments

and

Novosibirsk.

Experts
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Russian experts say that at the moment

Russia’s second largest bank in terms of

are trying to find new markets for their

there are good opportunities to buy assets

assets (after the Savings Bank) VTB also

excessive and cheap liabilities as well

in Europe at very reasonable prices, but

earlier stated it was interested in Eastern

as to hold on to corporate customers by

competing in Europe is tough. So far

European assets.

offering them more trading services.

At the moment the Savings Bank of

The Russian banks’ drive to Europe is

Russian banks have only had more or less
adequate representation in the CIS.

Russia is considering buying the Turkish

headed by the Savings Bank of Russia,

The Savings Bank of Russia has signed

DenizBank valued at USD 3.12 billion on

VTB, Rosbank, Promsvyazbank, and

an agreement to buy a 100% interest in

Istanbul Stock Exchange and whose total

Alpha-bank. As a rule, the first on the

Austria’s Volkbank International. This

assets are valued at USD 21 billion.

agenda of their European strategy plan

deal is to be closed by the end of this year
but not later than February 15th, 2012.

By looking to invest in Central and
Eastern Europe the Russian banks

are countries like Cyprus, Poland, Austria
and Serbia.

NEoClaSSIC CurrENCIES
arE INCrEaSINg IN popularIty
While the majority of the Russian public
have been closely monitoring the rouble’s
exchange rate to the US dollar and Euro,
the Swiss franc and the British pound
have significantly increased in value. The
percentage of deposits in Swiss francs
and British pounds has increased by
an average of 0.5%. While last year the
percentage of deposits in the so called
neoclassical currencies was less than
1%, today British pounds and Swiss
francs account for about 2% of deposits.
The Swiss franc has been strengthening
relative to the US dollar over the past 10
years. In this time the value of the Swiss
franc has doubled. In 2001, the Swiss

franc to USD exchange rate peaked at
SFr 1.67 per USD 1 while in the summer
of 2011 one could buy 1 US dollar for
just 0.8 Swiss franc. The exchange rate
of the Swiss franc to the Euro has been
oscillating around SFr 1.5 per EUR 1
over the past 10 years but in the summer
of 2011 EUR took a plunge to just SFr
1.1 per EUR 1.
Banks offering deposits in these
currencies offer the following interest
rates:
• 1.25-2% for deposits in Swiss francs
• 2.5-4% for deposits in pound sterling.
At the same time opening a deposit in a

currency other than Euro or US dollar is
no easy task. Most banks don’t offer such
deposits at all. While at others, such as
VTB24 this option is only available to
holders of privileged packages. Many
banks offer to arrange payments in these
currencies but don’t offer deposits, while
others do offer deposits in the neoclassical
currencies but not in every region they
operate in.
Recently banks and financial institutions
have been offering their customers
deposits in Chinese Yuan. It was only
a short time ago that Russian financial
institutions
started
offering
bank
transactions in the Chinese currency.
Last year this option became available
to the customers of Uralsib and B@N
Bank. This may Absolut Bank also
started offering this option. Earlier
Russia’s second largest retail bank
VTB24 announced it intended to start
offering services in RMB. However,
given the fact that this currency is not
freely convertible, only deposits of large
amounts are accepted in RMB.
A number of experts believe that, by doing
this, large financial institutions are trying
to preserve their stability as the situation
in the global financial markets continues
to deteriorate, while others think it’s little
more than a marketing move.
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MaIN
ruSSIa to MakE IfrS MaNDatory

T

he russian Ministry of finance has issued a statement saying companies must prepare in advance so they are ready to
use the International financial reporting Standards already this year.
publicly. For the time being those are to
be the only types of businesses required to
prepare IFRS financial statements. There
are plans to make the law apply to a broader
range of companies but so far those are just
plans. Even if we go ahead with these plans,
IFRS requirements will only be introduced at
a later date so businesses will have enough
time for the transition.
The first IFRS annual financial statements
must be prepared for the first year following
the year when the IFRS are adopted in
Russia. This process is now under way and
should be over by the end of this year as per
the order of the President. The first IFRS
statements will have to be prepared for the
period ending December 31, 2012. This
means we’re going to see them in early 2013.

Нead of the Accounting and financial
Reporting Methodology unit of the State
financial Supervision Regulation Department
at the Ministry of finance of Russia,
Igor Sukharev
January 2012 will see the coming into
effect of the provision of Law No 208-FZ
‘On Consolidated Financial Statement’
that makes the use of the International
Financial Reporting Standards (IFRS)
mandatory for a major part of the Russian
companies.
IFRS-compliant
financial
statements will have to be submitted only
for 2013. However, to make the transition
easier companies are advised to commence
using the IFRS as early as from January 1st
2011, said the head of the Accounting and
Financial Reporting Methodology unit of
the State Financial Supervision Regulation
Department at the Ministry for Finance of
Russia, Igor Sukharev in his interview for
Russian Survey.
– what companies will have to prepare
IfRS financial statements and for what time
period? And what difficulties may these
companies face because of the necessity to
follow IfRS requirements?
– The use of IFRS will be mandatory for all
banks and insurance companies. Speaking
of the real economy sector, this applies to
any business having its securities traded

It should be noted here that the financial
statements must have comparative data
for at least one previous year. The law on
consolidated financial statements came
into effect one year ago (December 10th,
2010, editor’s note). If we look at IFRS 1,
the standard applicable to the first use of
IFRS, it says that the first set of statements
as well as all subsequent statements must
include data for at least one previous year for
comparison. To this end the so called entry
IFRS balance sheet must be drawn up for
the earliest date preceding the comparative
data. And this date is January 1st, 2011.
In other words it’s a past date. This means
that the later a company starts with IFRS
statements, the tougher it is going to be
for it to produce 2012 statements. A lot of
accounting information for 2011 will have to
be reorganised then.
But I believe most of the companies subject
to the law have already been preparing
IFRS statements for 2011 and 2010 so they
shouldn’t have any problems with producing
the entry balance sheet.
– Now they do it at their own discretion.
what will the difference be for these
companies and those using their financial
statements when it becomes legally binding?
– I very much hope there will be no
difference.

On the other hand, it’s a well known fact
that when something is not mandatory it’s
usually done in a relaxed fashion with many
things getting omitted or glossed over. Most
companies today produce IFRS statements
by converting their standard financial
statements. Normally this approach is
used just once, when the company makes
transition to the IFRS, but in Russia they’ve
been doing it repeatedly over a long period
of time. And the quality of such statements
is rather poor.
I hope that now they will change their
approach and will keep all their accounting
records in accordance with IFRS. The
quality of their IFRS financial statements
will improve as soon as real people and
companies start using them to make
decisions on their basis. First of all, I’m
talking here about actual and prospective
investors.
– There have been reports in the mass media
that the IfRS will be adapted to the Russian
economy. what does it mean? will such
adaptation involve any substantial changes in
the standards? will such adapted financial
statements be trusted by foreign investors
accustomed to standard IfRS?
– The word adaptation can be used to
describe the transitioning process but I
personally don’t think it’s a very good term
to describe what’s going on. It can mean a lot
of things, and all of them can be interpreted
in a number of ways.
We’re not talking about creating some sort
of Russian IFRS. In this context adaptation
means integration of the IFRS into the
Russian law.
Potentially some differences are possible,
even difference in the actual content. For
instance, here in Russia we would never
start using foreign documents without
first amending them to better reflect local
realities. Otherwise it would imply loss of
sovereignty. There are a lot of technical
issues, for example, those having to do with
the dates when the requirements go into
effect. We have our own procedures for that.
The same applies to the types of companies

MAIN

To tell you the truth we’re not in the least
interested in making even these technical
differences. We’ve got national accounting
standards, then, there are the standard IFRS
and if we have any Russian IFRS on top that,
it would pretty much defeat the purpose of the
transition to the IFRS. The easiest thing to
do would be to take the whole IFRS package
and start preparing financial statements
accordingly. As long as it is in Russian. The
experience of many nations, especially those
in the EU, clearly demonstrates that IFRS
can be easily applied in any kind of national
economy. It would be rather strange if Russia
was suddenly to come up with reasons why
it can’t use IFRS as is. Even though at the
moment the applicability of IFRS in Russia
is being looked into, and so far no definite
answer has been provided. It is expected
that a verdict on this one should be out in a
matter of weeks.
– So what if the examination of the
applicability of IfRS in Russia finds that
amendments must be made to IfRS before
they can be used in Russia, does this mean that
such amendments would have to be formally
approved before the end of the year?
– I wouldn’t want to discuss something
that is very improbable. If the experts find
that some standard is inapplicable then we’ll
discuss what sort of amendments will have
to be made to the standards and in what

Ministry of finance of the Russian federation

form. A lot will depend on the nature of the
differences. A paragraph can be changed
in the IFRS, but on the other hand the
procedure defined in an instruction of the
Ministry of Finance for way the paragraph in
question must go into effect can be changed.
And in all probability the second option
will be preferred whenever possible so that
issues related to the IFRS going into effect
and their applicability to specific types of
businesses will be regulated by separate
regulatory documents.
In reality, though, even translating the
standards into Russia is going to create
a whole host of problems; often times the
meaning changes as words are translated
into Russian because for a lot of accounting
terms in English there are no 100%
equivalents in Russian. In terms of content,
since most companies that the law will
apply to have already been preparing IFRS
statements for quite some time, they’ve
settled on some interpretations of IFRS
requirements. Now these interpretations
must be made a legal requirement in Russia.
– The companies that already make IfRS
statements, have they been using the same
translation of the standards?
– As far as I know many of those haven’t
used a Russian translation at all. Now
they will have to closely re-examine the
interpretations of IFRS requirements they’ve
been using. So far there’s been a lot of leeway
in how the various IFRS and disclosure
requirements could be interpreted. I
personally know that quite a few companies
rely on interpretations that don’t exactly
conform to IFRS. Some don’t really much
care about the end product that comes
out and draw up the statements as a mere
formality. For example, the requirements of

a bank to a potential borrower may include
IFRS financial statements somewhere down
the list.
– will companies be able to keep only IfRS
accounting records?
– No, it’s a whole other issue. It would
be great if the Russian and international
accounting practices were the same or at
least very similar, but in Russia financial
accounting has a lot of functions not included
in what is understood by international
standards.
– who’s going to be conducting IfRS audits?
will there be any legal restrictions for audit
firms? who’s going to control the submission
of IfRS statements?
– According to Law No 208-FZ IFRS
financial statements must be audited in
the same way as the Russian financial
statements of a number of companies must
be audited. Audits will be conducted in
accordance with the law on audits. As of now
there are no different requirements to RAS
and IFRS audit procedures.
It is assumed that IFRS financial statements
will be supervised by the Federal Service for
Financial Markets. The functions that this
organisation already has best match this
task. No regulatory document has been
passed to that effect yet, though. A draft
government resolution is currently being
prepared by the Federal Service for Financial
Markets.
Andrei Susarov,
Tax columnist for
the Moscow News
Exclusively for Russian Survey
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that have to use the IFRS, which we already
talked about. There can be quite a large
number of such technicalities all of which
will result in financial statements prepared
by Russian companies being different from
those prepared by their foreign counterparts.
But such differences must be allowed, the
question is to what extent our companies
will take advantage of this opportunity.
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uNappoprIatED prIvatISatIoN

P lans for sale of russia’s state-owned property still vast
The large-scale “moderation” of the
Russian
government’s
privatisation
plans, at least, in comparison to the
initial scenarios, has resulted in the sale
of state-owned assets having practically
come to a stop. Public servants speak
of the need to “wait out” the period of
instability in the global financial markets.
Experts recommend to aim not for getting
more money out of selling state-owned
property, but for getting a more efficient
owner instead.
In early December Russia’s first vice
prime minister Igor Shuvalov presented
his report demonstrating the willingness
of the government to sell blocks of shares
of major Russian companies. This was
done after an explicit demand to adjust
the “excessively moderate” privatisation
plans was addressed by Russian President
Dmitry Medvedev to the cabinet of
ministers at the Economic Forum in
Saint Petersburg this year. The expected
volume of proceeds from the sale of stateowned assets has increased reaching 6
trillion rubles (194 billion USD). This is,
however, a projection spanning the period
until 2017.

the expected volume of
proceeds from the sale
of state-owned assets
has increased reaching 6
trillion rubles (194 billion
uSD). this is, however, a
projection spanning the
period until 2017
The state is ready to withdraw completely
from the authorised capitals (retaining only
“the golden share”) of such companies as
OJSC SovKomFlot, OJSC Sheremetyevo
International Airport, OJSC INTER
RAO UES; OJSC VTB Bank; OJSC
RusHydro, OJSC NK Rosneft, OJSC AK
Alrosa. The government will only begin
to examine the possibility of selling the
state-owned blocks of shares in these
companies beginning with the year 2012.
Prior to the intervention by the head of the
state, the question was about selling over
the period until 2013 of only 50% minus
one share of Sovkomflot, less than 8%
shares of RusHydro, with the possibility
of partial selling until 2015 of some other
state-owned blocks of shares of these two
companies, 35% of shares in VTB and
a 25%-share in Rosneft. Sheremetyevo
Airport, INTER RAO UES and Alrosa
were not mentioned in the privatisation

plans. The sale of OJSC Zarubezhneft
owned by Russia and of the state-owned
block of shares of OJSC Aeroflot –
Russian airlines, although not planned, is
not impossible either.
The government would consider offering
RosSelkhozBank for sale, - although earlier
discussions only included a possibility
of selling a mere 25% of its shares prior
to 2015, - and RosAgroLeasing, whose
privatisation was not planned initially. That
said, before that the government intends
to withdraw the government support of the
agricultural sector functions from them. It
is also proposed to reduce Russia’s share
in the authorised capitals of OJSC United
Shipbuilding Corporation and OJSC
United Aircraft Building Corporation to
a controlling stake (50% plus one share)
and to 75% plus one share in OJSC NPK
UralVagonZavod, OJSC FSK UES (an
earlier plan envisaged the sale of slightly
more than 4%) and OJSC Transneft,
starting from 2017.
The current forecast privatisation plan for
the period of 2011-2013 has undergone
only minor changes ever since, mainly in
the form of smaller state-owned companies
having been included. Major state-owned
assets are again barely mentioned in it, yet
the deadlines for the pending privatisation
were defined extremely tentatively.
In September the Ministry of Economic
Development of the Russian Federation
presented to the government and
published a draft decree on the sale of state
and municipal assets, including stateowned blocks of shares in companies at
electronic auctions. The companies in
question are smaller enterprises whose
assets can be freely bought via Internet.
Auctions will be held in the form of

classical electronic auctions for increase
or for reduction, specialised auctions
which end in all winners obtaining
shares in an open joint stock company
at the same price per share. In the event
of sale of more than 50% of shares in a
company, competition must be held with
buyers competing on prices stipulated in
advance in their bids. Privatisation may
also proceed by way of public offer or sale
without price announcement.
In the meantime, the government is also
considering further elaboration of the
procedure for exclusion of companies
from the privatisation plans. In December
the Ministry of Economic Development
and Trade prepared a draft decree under
the provisions of which refusing to sell
a company included in the privatisation
plan will only be possible on the basis
of a governmental decision. To obtain
such a decision one needs to obtain
an approval not only from the relevant
ministry or authority, the Federal Property
Management Agency, but also from
the Ministry of Finance, the Ministry
of Economic Development, as well as
from the vice prime minister in charge of
implementation of the privatisation plans.
“Refusal to рrivatise any company must
be substantiated: what specific tasks are
fulfilled by the state through participation
in their capital”, such is the opinion of the
director general of the Interdepartmental
Analytical Centre Yury Simachev.
The recent exacerbation of the situation
in the global financial markets has almost
suppressed even mere talks about the
large-scale privatisation pending. “We
are waiting for better markets with more
favourable conditions. That is why any
assets will only be on sale later on”, this was the explanation offered at the
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There is no gainsaying that market failure
periods are not the most convenient
time for privatisation”, agrees Simachev.
“Privatisation is by no means a goal in
itself. What is of real value are structural
changes in the economy related to the
arrival of strategic investors”, claims the
expert. He believes that the privatisation

refusal to рrivatise
any company must be
substantiated: what specific
tasks are fulfilled by the state
through participation in their
capital
plans have to be announced, but equally
that no rigid timing is necessary in their
respect. “There is currently a global trend
towards privatisation observable on a
large-scale in Brazil, China, India, the
US. And a considerable share of resources
that we could possibly count on may
become unavailable,” warns the expert.
But, at the same time, waiting when it
comes to selling under the market growth
trend in order to sell at a better price in
a year or two is not an option either.
“That way privatisation may be protracted
indefinitely”, Simachev says.
The
major
expected
privatisation
transaction of this year is possibly the sale
of 7.6% of shares of Sberbank scheduled
for September-October. However, its head
German Gref told about an understanding
achieved with the key state shareholder of
the company – the Bank of Russia – that
no distribution will be performed due to
the volatility of the markets, instead they
will be waiting for a “window” that may
open either this year or the next. The
same happens with the sale of yet another
10% block of VTB shares. Director of
the Department of Property Relations at
the Ministry of Economic Development
Alexey Uvarov specified that its selling
price is expected to be not lower than that
of the block of shares which was sold this
year at 94 billion rubles (3 billion USD).
But it is the privatisation of the 10-15%
of Rosneft that is expected to yield over
200 billion rubles - the largest amount
in 2012. All in all, the 2012-2014 federal

budget plans to realise less than 1.2
trillion rubles (38 billion USD) as a result
of the privatisation, of which 300 billion
rubles are expected to be realised during
the next year.
Yet privatisation does not stop completely.
On September 23 the Federal Property
Management Agency put up 51% of
shares of OJSC Osetrovsky river port for
sale. The starting price was established as
362 mln rubles (11,5 mln dollars). This is
the country’s largest river port located on
the Lena river in the town of Ust-Kut in
Irkutsk region (the east part of Siberia).
As long as it has railway communications,
it serves as the main base for the
transportation of goods into Yakutia.
The company’s director general Andrey
Zakharov concluded that up to 25% of
shares owned by minority shareholders
had already been bought in the interests
of TNK-BP. Other companies operating in
the region, such as SurgutNefteGas and
Gasprom, may also show interest in the
port.
Privatisation is in the interests of Russia’s
economy. The return on most privatised
assets increases, deputy head of the
Federal Property Management Agency
Eduard Adashkin said with reference to
the post-sale monitoring data collected by
his agency. According to him, the point is
that investors involved in the privatisation
have undergone qualitative changes since
2009. “Speculative transactions are

privatisation is by no means
a goal in itself. What is of
real value are structural
changes in the economy
related to the arrival of
strategic investors
matter of the past, and the majority of real
estate items are no longer of any value
on their own”, he says. Owners receive
profit from the expansion of industrial
production.
Large-scale sale of assets may also prove
to be a good chance for Russia’s financial
elite to increase the credit portfolio. The
bulk of the assets will, in all probability,
be bought by Russian investors in the
framework of extended privatisation,
using Russian banks’ own funds, claims
senior director of the Fitch Ratings
department for Financial Institutions
Analysis Alexander Danilov. According
to his estimates, the allocation to our
financial institutions of three quarters of
the 6 trillion rubles (194 billion USD) that
our government plans to realise through
privatisation over 2012-2016 will allow
banks to increase their credit portfolio by
5% a year.
Simachev feels sure that “our business

community will undoubtedly lack
resources to achieve its distribution within
the country”. This means that the risk of
privatisation by the same quasi public
structures using funds borrowed from
the state remains. “What is needed is
minimum involvement of the state banks’
resources”, says the economist referring
to one of the key threats. He believes that
the presumption of usefulness of foreign
investors is a necessary basis, “When
companies become more internationalised
and part of globalised chains, more
realistic estimates of the effectiveness of
these companies’ operations appear”, the
expert added.
“On the other hand, classical privatisation
is fraught with the danger of a considerable
share of resources being excluded from
the process of assets modernisation. The
effect of the structural changes will be
all the more noticeable, when the state
not only sells its share, but also allows to
sell new shares or to organise the initial
public offering, resulting in the dilution of
the state-owned block of shares. Formally
speaking, this is not privatisation, as the

large-scale sale of assets
may also prove to be a good
chance for russia’s financial
elite to increase the credit
portfolio
money goes not into the budget but to
the companies themselves. And it is not
right when such a scheme operates only
in respect of a limited number of stateowned companies”, believes Simachev.
And the first positive signs of successful
privatisation of assets are investments
inflows to the company and the rising
demands to the quality of management.
The trouble is that the state has grown
accustomed to solving problems in
respect of a number of sectors of economy
through its direct intervention and
participation in major companies. Unless
industrial antimonopoly regulation is
properly developed, the risk of the state
being compelled to intervene into these
companies’ operation in the event of
significant costs arising there remains.
This, however, does not mean that
privatisation is better to be renounced
until new rules of the game appear.
However, in this case it is more sensible
to opt for the mixed ownership stage.
“This will not entail big risks of a loss of
manageability in these companies”, the
expert believes.
Andrei Susarov,
Tax columnist for
the Moscow News
Exclusively for Russian Survey
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end of September by the then Minister
of Finance Alexey Kudrin. Minister of
Economic Development Elvira Nabiullina
claimed that the privatisation of major
companies may be postponed until 2012,
if the market shows no growth in 2012.
“We are most reluctant to sell shares
at a big discount”, she explained. “It
would be most undesirable to have all
our transactions postponed because of
the situation in the global markets and
rescheduled for some vague indefinite
date”, said the head of the Ministry of
Economic Development, thus practically
allowing for such a possibility.
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poll
What CaN you INvESt IN apart froM
oIl aND Natural gaS?
Russian Survey has carried out another
survey to find out which sectors of the
Russian economy are most popular
among prospective investors and which
are least popular. We asked visitors to
our web page at www.iclcgroup.com/
russian-survey/ to answer the question,
‘Which sector of the Russian economy
would you be willing to invest in apart
from fuel and energy?’ The results were
as follows. Manufacturing came out
on top with almost 15% of the votes.
The second place was divided between
food and hospitality, each of which got
10.5%. Construction was in third place
with 8.8% of the votes. This was hardly
surprising as the prices of real property
in Russia are breaking all records.
Investors also expressed interest in metal
processing and telecoms, which got
7.9% each. Note that our independent
expert believes that these two sectors are
most promising in terms of investment
opportunities (read the Expert Opinion
below). And the least popular industries
in our survey were textiles and catering.

MANUFACTURING
HOSPITALITY
FOOD
CONSTRUCTION
METAL PROCESSING
TELECOMS
PHARMACEUTICAL
TRANSPORT
SERVICES AND RETAIL
CATERING
TEXTILES
OTHERS

ExpErt opINIoN

w hich industry would you be willing to invest in apart from oil and natural gas?
Ilya Balakirev, an employee of
the analysis and risk management
department of UfS Investment
Company:
In our opinion there are quite a few very
interesting sectors to invest in apart from
oil and natural gas.
These include other mineral resources,
such as mineral fertilisers, for example,
Russia has large deposits of phosphates
and potassium. The prices of fertilisers
have increased substantially over the past
few years and so Russian manufacturers
of fertilisers now seem like quite an
attractive option for portfolio investors.

The Russian metal making companies
also look pretty good. Deep vertical
integration coupled with relatively
cheap electricity and labour make them
formidable competitors in the global
market. They have higher profit margins
than their counterparts in the developed
countries and they’re now successfully
increasing their share in the global
market, buying production assets and
deposits both in Russia and abroad, on
the whole they look much more confident
than
their
western
counterparts.
However, since this is a cyclical business,
it should be noted that a lot in this
industry depends on the situation in
the global economy and the trends in
commodity markets.

RS POLL

There is great potential for companies
involved with the Internet. The market
of internet advertising, internet retail,
discount services – all these segments
are expanding really fast from practically
zero, with businesses doubling in size in
just 2-3 years. This segment is now at the
peak of popularity in the world, which is
being fuelled by expectations of IPO’s by
large players such as Groupon, Facebook,
Zynga, while in Russia for the time being
there is significantly less competition
in this sector, which in part stems from
the language barrier. This segment can
also represent an interesting option for
both portfolio (which is reflected in the
extremely successful IPO’s of Yandex
and Uninet) and direct investments.
Agriculture and real property also still
retain quite a lot of potential. However,
these sectors are most sensitive to

oscillations in liquidity and also are very
much dependent on state regulation,
which creates additional risks. For this
reason, the most interesting investment
options here are the assets themselves,
real property and land. In particular,
agricultural lands in Russia cost just a
fraction of what they are sold for in other
countries with similar climate and yields,
so potentially a lot of cash can be made in
this market.
The banking sector is still dominated
by a handful of major players and the
trend towards even bigger banks is
expected to continue in the near future.
Major investors, in our opinion, may
be interested in this market in terms of
mergers and acquisitions.
The energy sector, in our opinion, is
not very promising under the current
conditions; aggressive state regulation ha
s been adversely impacting profitability
and until the situation changes towards
less regulation the risks in this sector will
remain high.

Serge Karykhalin, analyst with
TKB Capital:
Russia is in great need of foreign
investments to boost its economic
growth. Foreign investments can
improve corporate governance, increase
productivity and introduce modern
production technologies.

The main obstacle to foreign investments
in Russia is a poor investment climate
that manifests in poorly functioning state
institutions and inadequate protection
of property rights. As a result many
investors conclude that investing in
Russia is too risky and opt instead for
other countries such as China and Brazil.
There are a lot of foreign companies that
are already operating in such sectors of
the Russian economy as mechanical
engineering (and in particular the
automotive industry) and the financial
sector so it would probably be fair to say
that those investors who wanted to come
to Russia have already come here.
Under the current conditions it is the
consumer sector and retail as well as
the high tech sector that seem to be
most attractive to foreign investors. In
high tech the state is trying to promote
the development of the sector through a
number of state sponsored projects like
Skolkovo etc.

we invite you to participate in RS’s next
survey ‘Privatisation in Russia, would you be
willing to participate?’ To read about how
privatisation will be organised see page 6 of
this issue of RS and vote on our website at
http://www.iclcgroup.com/russian-survey/.
Looking forward to your input!
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The consumer market still remains
interesting. It’s well protected against
oscillations in business activity. At the
same time household income is growing
which ensures there’s room for growth
and especially in the premium segment.
Low concentration and penetration on
the regional level means large retail
chains have immense growth potential.
Simultaneously retail chains in Russia
have paid off a lot of their debts since
the crisis and now they’re much better
protected against possible deficit of
liquidity in the financial sector.
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laW
DIgESt
MaIN ChaNgES MaDE to thE ruSSIaN laW
bEtWEEN DECEMbEr 1St aND SEptEMbEr 30th 2011
1. A list of what constitutes
insider information has been
compiled
The Federal Law on Countering Illegal
Use of Insider Information and Market
Manipulation defines insider information
as follows: it is any specific and accurate
information that has not been disseminated
or made available to the market and whose
dissemination or availability may have a
significant impact on the price of financial
instruments, foreign currencies and/or the
goods of one or several business entities that
dominate relevant markets in the Russian
Federation, or the market for one or several
financial instruments, foreign currency and/
or goods. Insider information includes, inter
alia, confidential information, business,
banking, official or communications
secrets (such as information about postal
transfers of funds) as well as other protected
information.
The list of insider information also
includes information about various events
occurring inside corporations, including
negative events, information about issues
of securities, financial statements, and
performance of obligations, bankruptcy,
antitrust procedures, information about
customers, instructions issued by customers
and other similar information.
The regulation on the procedure and
deadlines for disclosure of insider information
(to avoid a situation in which only a select
number of people have it) stipulates that
insider information must be published in
the news media within 1 day of the date on
which the fact/event in question takes place
(except for the insider information of trade
organisers, clearing companies, depositaries
and credit institutions participating in stock
exchange clearing) and within 2 days on the
Internet.
The procedure for access to insider
information contained in documents is now
strictly regulated (this involves publishing of
the text of the document on the Internet and
making a copy of the document available).
Information about any resolution of the
boards of directors of securities issuers does

not have to be disclosed if it constitutes
confidential information. Neither do
companies have to disclose information
about some transactions conducted by their
management companies, information from
registries of transaction requests submitted
to the trade organiser, information about
some specific operations of brokers, clearing
companies and depositaries, as well as some
other information.

2. New forms for registration
and de-registration with tax
authorities
New application forms have been
approved for registration with tax
authorities and for notices about the
registration and de-registration with
tax authorities. In addition to that,
requirements have been defined for how
these documents have to be filled out;
rules have been developed for preparing
these documents in electronic format and
submitting them via telecommunications
channels.

3. Advance payment first,
shipment later…

From July 1st, 2011 a new excise
payment procedure is to apply to some
types of excisable goods. Thus, among
other things, manufacturers of alcoholic
beverages and products containing
alcohol must now pay excise on their
merchandise in advance.
Because of this the legislation regulating
the production and sales of ethanol,
alcoholic beverages and products
containing ethanol has been amended to
include new provisions under which, inter
alia, purchasers of ethanol or cognac
spirit must have an excise payment
receipt in hands (a bank guarantee that
it has been or will be paid). It should be
noted that only companies obligated by
law to pay excise in advance are required
to have such documents.
Manufacturers of perfumes, cosmetics
and household chemicals in the form of
spraypacks, which do not have to pay
excise in advance, are not subject to this
requirement.
From December 1st, 2011 ethanol is to
be sold to such companies, as well as to
companies that have confirmed advance
payment (or a notice saying they do not
have to pay excise in advance) at an
excise rate of 0%.

LAw DIGEST

If a large corporation has a department
that engages in business operations
different from the core operations of the
company, the department in question
may have its own risk class and insurance
rate for each type of insurance bought by
the company.
Clarification has been made for the
conditions that must be met for a
department of a larger business to be
recognised as a separate classification
unit, for the deadlines for the submission
of documents to confirm the main
business line, and the procedure that
must be followed by the Social Insurance
Fund of Russia when making a decision
about whether a specific department of
a larger business organisation should be
treated as a separate classification unit.

5. New migration benefits for
highly skilled professionals

stipulates that a multiple-entry work visa
is to be issued to:
• Foreign nationals qualifying as highly
skilled professionals and entering Russia
to perform a job at the invitation of a
Russian employer; the visa is to be issued
by an embassy or consulate of Russia;
• Foreign nationals qualifying as highly
skilled professionals already employed
as such in Russia; in this case the visa
must be issued by the local branch of the
Federal Migration Service of Russia in
the location where the foreign national in
question is staying.
A multiple entry work visa shall be
issued for the period of the employment
agreement or the contract under which
the foreign national is to perform a job
or provide services, however, such visas
cannot be issued for a period of more than
3 years, after which they may be extended
for 3 more years.
Family members of the foreign nationals
qualifying as highly skilled professionals
will also be issued multiple entry work
visas for the same period as the visas
issued to the foreign nationals.
For more about the new benefits for
highly skilled professionals see RS#1,
March, page 8

6. Protecting the Rights
of Lenders

Highly skilled professionals will no
longer have to register with the migration
authorities at their place of residence
if they only stay within the Russian
Federation for a period of up to 90 days.
Highly skilled professionals and members
of their families registered at their place
of residence (with the local migration
service) in the Russian Federation will
no longer have to register at a new
location they move to within the Russian
Federation if their stay in the other
location does not exceed 30 days.
Once the stay of a highly skilled
professional has exceeded 90 or 30 days,
a notice of their arrival must be submitted
to the local branch of the Russian Federal
Migration Service in accordance with the
applicable Rules either personally or by
mail within 7 business days.
A foreign national entering Russia at
the invitation of an employer as a highly
skilled professional will be entitled to a
multiple entry work visa. The law now

Amendments have been made to
revise the ways in which the rights of
lenders can be protected in the event of
authorised capital reduction; including
amendments to the requirements
imposed on businesses if their authorised
capital exceeds the net assets value.
Under the new revision of the law, if the
net assets value of a company is less than
the company’s authorised capital at the
end of the financial year following the
second financial year (formerly it was at
the end of the second financial year) or

at the end of each subsequent financial
year when the company’s net assets
value was less than its authorised capital,
the company must reduce its authorised
capital to match its net assets value
within six months after the financial year
in question, or liquidate, otherwise.
A new procedure has been introduced for
the publication of an authorised capital
reduction notice, along with a new
procedure that lenders can now follow
to demand early performance of their
debtor’s obligations; the law now also
defines grounds on which a court may
refuse to satisfy such a demand.
The annual report of a company must
now include data on evolution of the net
assets value and authorised capital as well
as analysis of the causes of any decrease
in net assets and a list of measures the
company has taken or plans to take to
ensure its net assets value is no less than
its authorised capital.
A standard procedure has been introduced
that limited liability companies must
follow when appraising their net assets
value as well as when disclosing the value
of their net assets to any interested party.

7. work permit certificates get
a new form
A new form has been approved for
certificates permitting performance of a
specific type of work that can affect the
safety of capital construction projects.
The instruction of the Federal Service
for Environmental, Technological and
Nuclear Supervision (Rostekhnadzor)
approving the new form went into effect
on September 6th, 2011.
Certificates permitting performance of a
specific type of work that can affect the
safety of capital construction projects,
issued prior to the effective date of
the Instruction, will remain valid until
January 1st, 2013.
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4. Insurance rates depending on
the type of business
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n on-site audit is not as common an occurrence in today’s conditions as it was 10-15 years ago. Many accountants
today, even those with an impressive work history, may never encounter an on-site audit. Nevertheless, on-site
audits do happen, and an inspector’s visit involves new worries and problems for the accounting department.
So it doesn’t hurt to know how an audit is conducted, what rights the taxman has, what rights organisations
have, and when appealing the results of an audit is worth it.

How audit “victims” are chosen
Clearly, it’s impossible to conduct an on-site
tax audit for each taxpayer. No tax service
has the manpower to do that. Besides,
provisions in the Tax Code, which regulate
the frequency of on-site audits quite tightly,
prevent such audits en masse (more on that
a little later).
Thus, today on-site audits are reserved
for only the “chosen” taxpayers. Selection
of the “chosen” is automated and based
on information given to tax authorities
by the organisations themselves as well
as information that the tax service has
obtained from other sources–contractors,
power companies, state authorities, etc.
To their credit, the tax authorities have
long since stopped keeping secret the

It follows from the “publicly available

be hit with audits, for example, for failing

criteria which underlie the selection of the

criteria” that the main candidates for an on-

to provide clarifications or explanations as

“lucky ones”. Anybody with the desire can

site audit are companies whose performance

requested by the tax inspectors.

acquaint himself with the document entitled

indicators deviate from the average. For

“Publicly Available Criteria for Independent

example, if employee wages are lower than

How you learn about the audit

Evaluation of Taxpayer Risks, Used by Tax

in other companies in the same sector. Or if

In most cases, the management of a

Authorities in the Selection of Subjects for

large VAT refunds are always being claimed.

taxpaying organisation learns that it is

On-site Audits”. Legally, it is appendix No.

Or if the amount of taxes paid is extremely

facing an on-site audit, as they say, “on

2 to Order No. MM-3-06/333@ of May

disproportionate

an actual basis”–that is, from the very

30, 2007 from the Federal Tax Service of the

account turnover.

Russian Federation.

the main candidates for an
on-site audit are companies
whose performance
indicators deviate from
the average

to

the

organisation’s

Companies that frequently relocate, carry
out activities through intermediaries, and so
forth, i.e. companies whose activities are not
transparent, may also find themselves being
audited on-site. Furthermore, for the very
same reason, business non-transparency,
companies that are derelict in their
communication with the tax authorities may

inspectors who have come to conduct the
audit. When doing this, inspectors must
show the organisation’s management their
employment certificates and the order for
the on-site audit, which a manager (or
other authorised person) must review and
sign. We note that the inspectors are not
obligated to provide a copy of the order for
the audit. Therefore, it should be thoroughly
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come to your business. If discrepancies are

But even if a room is allocated, the

it doesn’t hurt to copy out the following

discovered, you are fully within your rights

inspectors are not at all obligated to stay

information:

to exclude the “superfluous” inspectors

there. According to the rules set forth in

from the audit.

the Tax Code, they have the right to move

where auditors will look

about the taxpayer’s site and inspect its

• the specific taxes they will audit

The Tax Code does not contain regulations

commercial premises. Auditors may also

(it may be indicated that all taxes and

today that directly mention a requirement

take interest in other facilities and sites

duties will be audited);

to allocate a special room for auditors to

used by the organisation for commercial

work in. Further, the Code does say that if a

purposes or to store taxable items. It’s

taxpayer cannot offer a room for conducting

important to remember that the inspection

• the

surnames

of

the

inspectors

conducting the audit;

• the time frame in which the tax audit
will be conducted.
Attention should also be given to ensure that
the company details–the business name,
taxpayer identification number (INN), and
the tax registration reason code (KPP)–are
correctly specified in the order. You should
also be certain that the order is specifically
issued by the tax authority that the

manufacturing and storage facilities, and

It’s important to remember that the inspection of any room
may only take place in the presence of the taxpayer,
“on the record”, and with the participation of witnesses.
otherwise the inspectors may not use the information
obtained for calculating taxes and penalties

organisation is registered with, that it has

the audit, then it is to be held at the tax

been signed by the tax authority’s director

of any room may only take place in the

office. So, in practice, the decision as to

or deputy director, or by somebody fulfilling

presence of the taxpayer, “on the record”,

whether or not to allocate a room and the

their duties (if you have doubts, you can call

and with the participation of witnesses.

quality of the room offered fall entirely to

the tax office and verify this information).

Otherwise the inspectors may not use the

the manager of the company being audited.

Further, the order should be certified by the

information obtained for calculating taxes

If the inspectors are not satisfied with the

tax authority’s official blue seal.

and penalties.

room provided or if management decides

Finally, it doesn’t hurt to verify the surnames

not to provide one at all, then the inspectors

of the inspectors mentioned in the order

will seize the documents they need and send

against the surnames of those who have

them off to be examined in their own office.

However, inspecting rooms is usually an
exception. In most instances, inspectors are
limited to examining documents. The Code
authorises them to check any documents

RUSSIAN SURVEY | December 2011
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courts 67.5 billion roubles (2,2 billion

It’s worth mentioning that the tax service has recently been
very actively engaged in improving the quality of the audits.
additionally, inspectors are trying to avoid the occurrence
of legal appeals of the audit findings, if the legal outlook is
clearly not favourable to the tax office

USD), the amount found in favour of the
tax authorities was 36.8 billion roubles
(1,2 billion USD), or 55%. This measure
has grown by more than 10% in comparison
with the first quarter of 2010. The credit for
this, in large measure, goes to the work of
the pre-trial audit offices, which examine

related to the taxes specified on the order

reasons given. Thus the administration

taxpayer complaints. Indeed, in one year

for the on-site tax audit. Moreover, the

for the Federal Tax Service can initially

2,500 complaints were resolved before

taxpayer is specifically obligated to show

extend the audit period up to 4 months,

going to court.

the originals of such documents to the

and then (on the basis of a second motion)

inspectors. At the same time, the inspectors

up to 6 months. Subsequent extensions

simply do not have the right to take the

of the period are not allowed. All evidence

original documents beyond the confines

obtained outside the bounds of the audit

of the organisation. To that end, the Code

period is invalid.

requires them to prepare a record of seizure

when an appeal is worth it

clear and unambiguous interpretation, the

As has already been mentioned, at the

courts have sided with the taxpayer most of

with the exact names and quantity of the
documents seized.
It must be remembered when meeting the
inspectors’ requests for documents that
they can only examine those documents
which relate to the audit period specified

In fact, when determining the expediency of a
legal appeal of the audit findings, you can be
guided by the following practical experience.
For example, in cases of preparing invoices,
where the rules to fill them out do not give a

conclusion of the audit a special certificate
is delivered to the taxpayer. Based on this
certificate, the tax authority composes a
statement indicating all the discovered

the time. Such is the case with invoices that
are partially filled out on a computer and
partially filled out by hand; the last time the
courts supported inspectors in this matter

violations along with proposals to rectify

was back in 2009.

them. The statement is delivered to the

There are also “invoice cases” in which

taxpayer. The organisation’s management

the courts rule exclusively in favour of the

and legal department can learn from this

taxpayer, for example, disputes over not

document what violations were found and

showing or incorrectly showing the tax

what penalties the organisation is facing.

registration reason code (KPP), clerical

Accordingly, this information can be used to

errors in addresses, contact details, titles,

How long the audit will last

determine the prospects of an appeal.

and so forth.

The general rule is that inspectors must

It’s worth mentioning that the tax service

But there is a fly in the ointment. There

complete an on-site audit within 2 months

has recently been very actively engaged

are situations when there is no need to

from the date the audit order is delivered.

in improving the quality of the audits.

argue with the tax authority, because the

The conclusion of the audit is formalised

Additionally, inspectors are trying to avoid

courts are highly likely to side with the

by a special certificate. After it has been

the occurrence of legal appeals of the audit

state agencies. The “classic example” is a

drawn up inspectors can no longer engage

findings, if the legal outlook is clearly not

VAT refund when exporting goods from the

in compliance measures or be on the

favourable to the tax office. We’re talking

Russian Federation using CRM shipping

organisation’s site.

about obvious and flagrant procedural

documents that lack entries by customs

violations

authorities.

in the order shown at the beginning of the
audit. But the audit period can never exceed
3 calendar years, not counting the current
tax period. Simply put, in 2011 inspectors
can audit the current year and the period
from 2008-2010.

At the same time, the Tax Code prescribes
ways to extend or suspend the audit period.
For example, if inspectors have ordered a
peer review and cross-audit, or if they have
requested documents from beyond the

(obtaining

evidence

outside

the scope of the audit, falsifying reports,
auditing beyond what was specified in the
order, etc.) or incorrect interpretation of
legislation.

More detailed information is given below
as to the “validity landscape” of the most
common types of court cases (see the table
below).

Russian Federation, then the director of

If such violations are discovered, it makes

the tax authority may decide to suspend the

sense to immediately appeal to the parent

audit. During the suspension, inspectors do

tax authority. As a rule, the judgement will

Prepared by analysts of

not have the right to enter the organisation’s

either be overruled or amended based on

site, request documents, etc.

the findings of an audit conducted by the

ICLC Consulting Department

Decisions concerning extending the audit
period are made by the parent tax authority
based on a motion by the inspectors, with

higher authority. Court statistics confirm
this. In the first quarter of 2011, of the
total amount for claims examined in the

Exclusively for Russian Survey
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In favour of the
organisation

In favour
of the tax
authorities

Additional documents, not named in the Tax Code, are necessary to receive VAT refunds on exports

1

0

VAT refunds are not granted on exports if the documents corroborating the export are submitted
separately from the tax declaration

4

0

VAT refunds are not granted on exports if the documents corroborating the export are not translated
into Russian

2

0

VAT refunds on exports when paying a third party for goods per the instruction of the buyer is only
allowed if there is an agency contract between the buyer and the person paying for the goods

5

0

VAT exemptions are not granted on the basis of invoices that have been partially filled out on a computer
and partially filled out by hand

2

0

An invoice which does not indicate or which incorrectly indicates an organisation's tax registration
reason code (KPP) may not serve as the basis for a VAT exemption

7

0

An invoice which incorrectly indicates an organisation's taxpayer identification number (INN) may not
serve as the basis for a VAT exemption

5

1

An invoice containing spelling errors in the surname of the manager and/or chief accountant may not
serve as the basis for a VAT exemption

4

0

An invoice with distinct columns that are blank may not serve as the basis for a VAT exemption

18

0

An invoice which has been submitted on behalf of a restructured legal entity may not serve as the basis
for a VAT exemption

7

7

An invoice which indicates an organisation's physical address and not its legal address may not serve as
the basis for a VAT exemption

7

0

VAT exemptions are not granted on the basis of an invoice which does not include a detailed description
of the purchased goods, labour, or services

7

1

VAT exemptions are not granted on the basis of an invoice which does not include a deciphering of the
signatures of persons who signed it

12

4

VAT exemptions are not granted on the basis of an invoice which does not include the signature of the
chief accountant

2

4

Essence of the dispute

Invoices which have been signed by unknown persons are not granted exemptions

181

144

Invoices which have been signed using a stamp are not granted exemptions

9

2

An exemption is not possible for a copy of an invoice

37

2

In favour of the
organisation

In favour
of the tax
authorities

Business expenses cannot be considered during taxation, if the contracting parties do not have fixed
assets on the books

118

224

Business expenses cannot be considered during taxation, if the contracting parties do not have storage
facilities

31

59

Business expenses cannot be considered during taxation, if the contracting parties are not located at the
indicated legal address

239

241

Financial support paid to workers on leave may not be considered an expense for purposes of taxation

4

0

Banking expenses for issuing cards for employees, to which wages will be transferred, are not considered
for purposed of taxation

1

0

Expenses for software acquisition are not considered in a lump sum, but evenly distributed across the
effective period of the license

1

0

Bad debts may only be considered within the statute of limitations (or the liquidation of the debtor), but
no later

6

2

Depreciation may not be accrued for an inactive well

6

0

Expenses for making advertising signs, billboards, and posters are amortised rather than a lump sum

2

0

Customs duties are included in the initial value of fixed assets

2

0

Corporate income tax
Essence of the dispute
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VAT [rulings by the federal Antimonopoly Service (fAS)
and the Presidium of the Supreme Arbitration Court (VAS) 2010-2011]
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azErbaIjaN’S INtEgratIoN
INto INtErNatIoNal ECoNoMy
he economic position of today’s azerbaijan on the international
scene is generally determined by its oil and gas resources,
its technical manufacturing progress related to the oil and
gas resources and the newly developing tourism sector. the
country’s comparative advantages and business successes
are less dependent on a simple combination of the factors of
production and more related to the applied knowledge and
management skills. Its openness to foreign trade has helped to
increase competition within the country, along with attracting
greater capital inflows.

The economic position of today’s Azerbaijan
on the international scene is generally
determined by its oil and gas resources, its
technical manufacturing progress related
to the oil and gas resources and the newly
developing tourism sector. The country’s
comparative advantages and business
successes are less dependent on a simple
combination of the factors of production and
more related to the applied knowledge and
management skills. Its openness to foreign
trade has helped to increase competition
within the country, along with attracting
greater capital inflows.

that serve to characterise the expansion
and deepening of the globalisation and
integration processes are directly connected
to the expansion of external competition.
During the integration process, countries in
transition, such as Azerbaijan, must closely
co-operate with international organisations,
thereby receiving assistance as far as
the development of market economy is
concerned. Following the declaration of
independence by Azerbaijan in 1991,
the country initiated processes aimed

Elchin Akbarov
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International capital mobility is determined
by stability, transparency, predictability and
adherence to the internationally adopted
rules, and not simply by access to cheap
labour and raw materials. Multinational

following the declaration
of independence by
azerbaijan in 1991, the
country initiated processes
aimed at achieving
active integration into the
international economy
corporations transfer not only technology
and management skills, but also labour
standards that are in line with the
international norms. Export orientation,
deregulation, liberalisation and privatisation

Government House, Baku

azerbaijan has embarked on a series of market-based
reforms to ensure the democratic development of the
country and to restructure the economy so that it could
become more balanced, diversified and competitive,
thus enhancing its integration into the regional and wider
international economy
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at achieving active integration into the
international economy. In addition to the
Organisation of the Black Sea Economic
Co-operation (BSEC) organisation, the
Economic Co-operation Organisation
(ECO) and the Organisation of the Islamic
Conference (OIC), Azerbaijan has become
a member of the Organisation for Security
and Co-operation in Europe (OSCE),
the International Monetary Fund (IMF),
the European Bank for Reconstruction
and Development (EBRD) and the CIS
since 1992. Furthermore, Azerbaijan has
received observer status with the World
Trade Organisation (WTO) in 1997, and
is currently in the process of acquiring full
membership.
Azerbaijan has embarked on a series
of market-based reforms to ensure the
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democratic development of the country and
to restructure the economy so that it could
become more balanced, diversified and
competitive, thus enhancing its integration
into the regional and wider international
economy. The European Union supports
the economic reforms in Azerbaijan by
providing relevant technical assistance and
expertise via its Technical Assistance to
the Commonwealth of Independent States
(TACIS) programme. Under the TACIS
programme for Azerbaijan, priority is given
to the three main areas of co-operation –
infrastructure, the private sector and human
resources development.
Additionally, it is important to note that on
May 25-27, 2011, during the 16th meeting
of the Non-alignment movement at the level
of ministers of foreign affairs in Indonesia,

2011

Azerbaijan was accepted as a member of that
movement. The Non-alignment movement
is the movement uniting the countries
which do not wish to join the armed blocks
like NATO and the former Warsaw Treaty
Organisation.
Azerbaijan has made significant progress
on the path of market-oriented reforms,
despite the difficult and complex internal
and
external
circumstances.
Major
achievements have been made with regard
to the exploitation of its hydrocarbon
reserves, which have served to attract high
levels of foreign direct investment (FDI).
They have also attained macroeconomic
stability through the implementation of
stringent financial measures, combined with
the involvement of international financial
institutions.

RUSSIAN SURVEY | December 2011
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Oil-rich Azerbaijan is acknowledged across
the world for its natural resources. The
signing of production-sharing agreements
(PSAs) with leading international energy
companies has helped to open a new era, as
the country has initiated exports to Europe
and the US. The discovery and exploitation
of oil and gas fields has increased the
FDI flow into Azerbaijan, thus forming
a basis for stable economic growth and
drawing attention to the development
of the non-oil sector and integration
into the world economy. Consequently,
the annual non-oil GDP increased from
AZN 3.06 bn (USD 3.92 bn) to AZN 18.44 bn
(USD 23.64 bn) within the period 2000–
2010. The first-quarter results for 2011
indicate year-on-year growth of 23 per cent,
when compared with the same period the
previous year. This is indicative of the rapid
development of the non-oil sector, which
should advance Azerbaijan’s integration
into the world economy. In line with that,
as shown below, Azerbaijan’s non-oil export
volumes had increased from USD 510 mln
to USD 1.37 billion between 2004-2010.
Azerbaijan became an OSCE member in
1992, the objectives of this organisation
being to secure peace, democracy and civil
rights of its member countries and to foster
mutual co-operation. Thus, Azerbaijan
and other member states gained an
opportunity to achieve more unification with
international markets. Moreover, the OSCE
Minsk Group was established to settle the
conflict which arose in connection with the

Icheri-Sheher fortress, Baku

Armenian occupation of Nagorno-Karabakh
and seven adjacent territories.

Accession to the wTO
The main objectives of Azerbaijan in seeking
full WTO membership are to:
• accelerate its integration into the world
economy
• benefit from trade concessions between
the WTO member states
• carry on trade with other countries, based
on the regulations established by the WTO
• attract
ass
istance
with
implementation of economic reforms

the

• further enhance FDI levels following the
implementation of the WTO regulations
• implement the WTO conflict resolution
mechanism if possible.

Turkey. To date, the Group has held eight
meetings since 2002, during which several
rounds of bilateral negotiations have been
conducted, with an opportunity to answer
questions from the WTO member countries.
During the most recent meeting in October
2010, new questions and comments
were who forwarded those questions for
specialists to reply. Full WTO membership
will provide a myriad of opportunities for
Azerbaijan. The government has also
appointed a commission composed of highranking officials from various governmental
authorities to undertake preparatory work
preceding full WTO membership.
Currently, Azerbaijan’s membership as a
‘developing country’ is amongst the most
pressing issues. Around two-thirds of the
WTO members have been given such status,

azerbaijan has launched economic restructuring
through the liberalisation of trade and economic activities,
privatisation, and radical reforms in the agriculture and
service sectors, as well as banking and finance
Accession to the WTO ranks amongst the
top goals of the Azerbaijani economy. The
country has already launched a website www.wto.az- following meetings with the
Working Group for Azerbaijan established
on 16 July 1997 as part of the WTO
Council. Altogether, there are more than
30 members in the Working Group for
Azerbaijan, including representatives from
such countries as the US, China, Japan, and

which means that they may benefit from
special rights. For example, there are time
extensions regarding the implementation
of obligations; provision of assistance and
aid in the amount equivalent to 10% of
the output, as opposed to 5% adopted for
the developed countries; and the right to
introduce limits on trade and imports in
special circumstances.

Increasing competition
Free trade areas; unique markets; and both
customs and economic unions are some
of the forms of international economic
harmonisation. Bearing this in mind,
Azerbaijan continues to take decisive steps
towards integration, and this is how the new
Law on Special Economic Zones (SEZ)
came into effect in 2009. This initiative
will serve to enhance trade and to develop
contacts and relations with international
markets via co-operation with foreign
investors. Furthermore, enhanced FDI flows
will expedite the application of high-tech,
experienced management and marketing
techniques. This should serve to reduce
poverty and unemployment, thus helping
Azerbaijan to supply competitive goods and
services that will increase its representation
in the international markets.
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Streets of old Baku
Macroeconomic stability has provided
favorable conditions for widening and
deepening market reforms. Azerbaijan has
launched economic restructuring through
the liberalisation of trade and economic
activities, privatisation, and radical reforms
in the agriculture and service sectors, as
well as banking and finance. Reforms in
the social and public administration sectors
have also entered the initial stage. Due to
these measures, Azerbaijan has significantly
diversified its international trade and its
economic ties with the outside world.
Like many post-Soviet countries, Azerbaijan
has begun the privatisation of state-owned

plants, factories and other production
and service facilities. Among the most
important initiatives was the investment in
the Sumgait Technology Park (STP), which
specialises in the production of electric
cables, heavy equipment, plastic pipes, solar
energy, copper melting and galvanising
systems. The investment in STP will provide
the local market with high-quality products
and ensure representation of Azerbaijan in
the international markets.
The private sector now plays a key role in
determining the future of new economic
structures. To date there has been a lack
of parity in the economic growth between

various economic sectors and regions,
which is attributed to the concentration of
the energy sector facilities in the vicinity
of the capital city of Baku. Other branches
of economy, such as agriculture, remain
at the developing stage in other regions of
Azerbaijan. Some of these initiatives have
already brought results, with their products
being supplied across the regional market.

future prospects
One of the most evident manifestations
of contemporary globalisation is that
such major players as multinational
corporations, large industrialised countries
and international organisations play
an increasingly determining role in the
global economic development. Such small
economies as Azerbaijan remain extremely
vulnerable to external developments and
must develop the ability to react and adapt
quickly to such changes. This will serve
to determine their competitiveness and,
in this context, the role of governance and
management of relationship with cross
border countries is becoming increasingly
important. However, Azerbaijan has already
demonstrated the desire for economic
integration with other countries and has
implemented effective strategies to achieve
this objective.
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‘ah, troika, troika, swift as a bird,
who was it that first invented you?
only among a hardy people
could you have come into existenceonly in a land which, flat and rough,
lies spread over half of the world,
and spans miles the counting whereof
would leave one with aching eyes.’
(Nikolai gogol, Dead Souls, 1835-1841)

‘thErE IS No SuCh thINg aS a ruSSIaN
Who DoESN’t lovE to travEl faSt’

w

hen there was neither the monorail nor the metro and even the automobile was a novelty, the roads were
dominated by the horse.

There were all kinds of horse-drawn vehicles
but they were all drawn by horses and
yet people then still managed to arrange
appointments and show up for them on time.
The famous troika is a uniquely Russian
way of using a team of three horses to draw
carts and buggies. The idea behind the
troika was to allow relatively fast travel over
long distances - the kind of travel that was
always in demand among couriers, postal
employees, government officials and anyone
in a hurry. It was probably only in Russia
that the idea of putting an odd number of
horses in a team could have been conceived
of, the result was a team, that despite its
oddity, was very functional, looked good and
allowed for fast travel.
The troika was a unique setup that never
existed outside Russia. It’s the world’s
only arrangement in which three horses are
hitched in a row of three. The central horse
must be calm and must run at a fast trot while
the two more nervous horses on the sides
must gallop with their heads turned sideway.
The effort each horse is making is different;
however the team can reach speeds in excess
of 50 kph! This combination of trotting and
galloping looks very beautiful with a rather
unique kind of harmony to it.
The best kind of troika is one where all the
horses are the same colour with the central
one being noticeably larger than the ones on
the side (10-15 cm taller).

History of the Russian Troika
The origins of the Russian troika go back
centuries. The first mention of three-horse
teams dates back to documents of the
17th century that deal with the history of
the Russian postal service. In other words
it’s safe to assume that the Russian postal
services started using troikas around at that
time.
Russia had needed tough draught horses
since times immemorial. The Norwegians,
British, French and Spanish had to design
special sail boats, the caravels, in order to
cross the Atlantic and chart sea routes to
the Americas. But the Russians had to cover
almost twice that distance from Moscow

to Chukotka and the Sea of Okhotsk. So
it’s little wonder that Russians so liberally
employed troikas to lug parcels and cargo as
well as carry passengers.
As early as the second half of the 17th
century the postal services became able to
significantly cut down the time it took to
deliver mail by widely employing the power
and endurance of the troika. Troikas could
carry more cargo and cover longer distances
travelling on traditionally bad Russian roads.

 Note: ‘In russia a road is a
place that you intend to travel
through’  (conventional
wisdom)
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In the last third of the 18th century and in
early 19th century troikas began to be used
for carrying passengers. At that time it was
given the official status of the standard horse
team for hauling mail, cargo and for carrying
passengers. Troikas were used to draw
carts, sleighs, wagons, bangers, sometimes
buggies, but never carriages.
In the first half of the 19th century the troika
became so popular that it turned into a kind
of symbol of Russia. It was usually compared
to the audacity, generosity and greatness of
the Russian soul. Foreigners enjoyed riding
troikas, recognising that it was the fastest
and most dashing ride.

there is no such thing as a
russian who doesn’t love to
travel fast!  (Nikolai gogol,
Dead Souls)
As railways appeared and began to spread
in the 18th centuries, horse drawn carts in
general and the troika in particular began
to lose its importance in hauling mail and
carrying passengers. Troikas continued
to be used primarily in rural areas, during
various mass events; thus they were still
widely used during weddings and various
celebrations when the driver would often
show off by getting the central horse to
gallop (this allowed the troika to achieve a

Arc Bells
very high speed; imagine sitting on the roof
of a car that is travelling at 60 kph and that
on the top of that it’s the kind of a car that
can easily flip over as it goes into a turn ).
In the 20th century the Russian troika began
to be used only as an exotic entertainment
during various celebrations, exhibitions and
fairs as well as during various types of horse
races.

‘There goes the dashing troika’
One significant element of a three horse
team is its ample ornaments. Intricate
decorations were put on the horse collars.
In addition to pictures and carvings that
covered the wooden parts of each horse
collar, specially carved leather and hot-type
combinations were also often used. Sets
of metal castings of various shapes were
widely used in general in horse harnesses
as they were often beautifully set off by the
leather of the saddles, bridles and other
harness elements. The metal used in such
ornaments was normally an alloy of copper
with nickel or zinc, copper coated in silver
and sometimes even silver. In addition to
metal combinations, the harness would
usually also be adorned with brushes, an
element without which the Russian troika
is impossible to imagine. The brushes were
attached to the reins and breast collars,
hanging down from the front and sides of the
horses.
However, special pride was the arc over the
central horse that was usually decorated

a ‘golden’ arc was supposed
to glitter in the sun, catching
the eye and standing out
against a background of fields
or forests
Russian troika

with art and carvings. The carvings usually
consisted of various geometrical shapes. As

CULTURE&CUSTOMS
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far as the art was concerned, originally gold
painted arcs were very popular. A ‘golden’
arc was supposed to glitter in the sun,
catching the eye and standing out against a
background of fields or forests.
In the second half of the 19th century golden
arcs got increasingly replaced with arcs with
little paintings on them. These were true
works of art. They depicted bug bunches of
red and blue grapes as well as green grass.
The contrast between the colours created a
lush palette that was usually interspersed
with evenly dispersed glare strokes. An arc
like this could be seen at a long distance and
was a great decoration.
In addition to the bright colours used in the
decoration of the postal and courier troikas,
it soon became apparent that a system of
special signals was also needed. Troikas
had to be able to make sound signals that
could be heard a long way off in order to
accomplish two goals. The first one was to
notify pedestrians and other vehicles that
a courier or postal troika was approaching
and that they had to immediately make
way for it; troikas, and especially courier
troikas, usually travelled at very high speeds
and in those days there were no traffic
regulations!  Therefore there was also a
relatively high risk of running over a person
or into another cart. The second goal was to
give advance warning to the personnel of the
next way station so they would have enough
time to prepare replacement horses for the
troika. It was imperative that the time it took
to change horses was kept to an absolute
minimum.

Мonument to the Russian postal troika. City of Lensk, Yakutia
a small bronze bell, a miniature copy the
kind of bell used in Russian churches and
so liked by the people, as a sound signal for
the troika. Pretty soon it was decided that
the best place to hang the bell from was the
arc over the central horse. The bell would be
tied to the middle of the arc with a leather
belt. As the horse trotted along the clapper
would swing and hit the sound ring of the
bell thereby producing a ringing sound. The
bell hung under the arc of the troika came to
be known as the arc bell as well as postal or
coach bell.

In the last third of the 18th century someone came up with
the idea of using a small bronze bell, a miniature copy the
kind of bell used in russian churches and so liked by the
people, as a sound signal for the troika
In those days the coach horn was widely
used in Western Europe as a sound signal.
Attempts to use the sound horn on Russian
postal horse drawn carts had been made
since the time of Peter I, but all of them had
invariably ended in failure. Coach drivers
invariably preferred to whistle or shout to
call on people and other drivers to make
way. Coach drivers were punished with
fines and beatings but neither approach was
effective. As a result the only application that
the coach horn found in the Russian postal
service was on its emblem.
Finally in the last third of the 18th century
someone came up with the idea of using

The main function of the postal bell was
to signal the approach of the troika. The
bell would make a loud and demanding
ringing sound that could be heard two verts
away (editor’s note: ‘verst’ - old Russian
measure of distance equal to 3500 feet or
1.6 km). Its other function was aesthetic.
Couriers, passengers and coach drivers
had to cover huge distances across the vast
expanses of Russia. The melodic ringing of
the bell made the long journeys seem less
tiresome. It was for this reason that arc
bells were designed to sound both loud and
gentle.
Riding on troikas with bells became very

popular in the 19th century. Postal troikas
were followed by numerous privately owned
troikas. Demand for troika bells began
to increase exponentially. From the very
beginning troika bells were cast by small
shops, which became extremely widespread
in many cities and towns across the country.
The town of Valdai in Novgorod province
was where small shop manufacture of
troika bells originated; the town enjoyed a
most advantageous location in the middle
of the road between Moscow and Saint
Petersburg, which at the time was the
busiest postal route in Russia. It was after
the name of this town that troika bells were
often referred to in Russia as Valdai bells.
Many bell makers liked to add inscriptions
and ornaments to their cast bells. At
the start of the 19th century the year of
manufacture began to be inscribed on the
bells. Oftentimes the name of the maker
was added as well as the place where the bell
was made. Quite often various catch phrases
and slogans were also put on the bells,
such as ‘Gift from Valdai’ (a quote from a
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Privately owned troikas with ringing bells
often disrupted the operation of the postal
service. Hearing the ringing of a troika bell,
the attendants at a postal station would
often dismiss it, thinking it was another one
of those private troikas and not a postal cart.
Numerous complaints of the postal service
about private owned troikas with ringing
bells lead to numerous decrees being issued
by the government in the 19th century to ban
the use of bells by private persons. Permits
were issued only to people employed by the
postal service or by local police with the
understanding that they would only use the
bells while performing their duties.
However, people would usually soon find
loopholes in the formal wording of the bans
and from the mid 19th centuries people
started to put leather collars with jingle bells
on the necks of all the three horses. The
design of a jingle bell, which is essentially
a hallow sphere with a single shot inside,
meant that could not make a loud sound.
This meant that the arc bell bans did not
apply to jingle bells and these pleasantly
sounding trinkets could be used in unlimited
numbers. As there were no restrictions on
how many jingle bells could be used people
soon began to select jingle bells according
to size and tone to put together sets of jingle
bells with a unique sound.
By the late 19th century the bans on the use
of bells on troikas expired and people started
using both jingle bells and the original arc
bells on troikas. Two to three dozen jingle
bells were carefully selected to sound in
unison with each other and with 1-3 arc
bells. Each such ensemble was unique.
Such ensembles went down in history as
coach drivers’ accordions.

Races of Russian troikas
For the first time races of Russian troikas
began to be held in early 19th century. They
were extremely popular with the public who
turned out in throngs to see them. In 1847
the Russian tsar set up an imperial prize for
the best troika of Russia.
In Europe a Russian troika was seen for the
first time in 1911. The events organised
to celebrate the coronation of the British
King George V in London included an
international horse exhibition and horse
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famous song), ‘Give from the Heart’, ‘Buy
the Bell and Ride Well, ‘The Bell Rings and
Entertains as you Pick up your Pace’ and
many others. Various ornaments were also
widespread. Among the most favourite ones
were eagles with one or two heads as well as
St. George the Victorious.

Vesti news programme caption
races at the Olympia arena. Various types
of horse teams were demonstrated during
the exhibition, four-horse teams, two-horse
teams, one-horse urban carts, etc. It was
there that two Russian troikas were shown,
one black and one gray.
The Russian troikas made such an
impression on the public, that despite the

today the best troikas can
be seen at the race track in
Moscow. they come here
from kostroma, yaroslavl,
Saratov, kaluga, vladimir,
vologda and other ancient
russian cities
fact that the British referees were a bit
biased in favour of British horses, the grey
Russian troika was awarded the first prize
at the Olympia while the black one got the
second prize. A London sports club was
organising a competition to determine the
most beautiful and fastest horse team and
invited the Russian troikas to participate.
The grey troika got the first prizes here both
for beauty and for speed. Our troikas were
so successful that they had to be exhibited
every day, even though according to the
original programme of the event they were
supposed to have been shown just once.
The picture depicting the legendary grey
troika that took all the prizes in London can
now be seen in the Horse Breeding Museum
of the State Agrarian University named after
Kliment Timiryazev in Moscow.
In Soviet times almost everywhere in
Russia Orel trotters began to be used for
troikas exclusively. Such troikas looked so
handsome that some of them were even
presented as gifts to US officials.
Today races of Russian troikas are gaining in

popularity. A troika race usually comprises
two stages. On the first day the troikas are
decked out in their decorations and jingle
bells to compete in figure riding, that’s
where they have to trace various shapes
such as eights on the ground. On the second
day they race.
However, the most famous troika of recent
years is the troika of light-grey horses of
the Moscow Horse Farm with the Russian
trotter Alexandrit as the central horse and
the Orel trotters Priz and Vitok as the
side horses. It was this troika that features
in the opening footage of the Vesti news
programme on the Russian national RTR
TV channel.

***
The troika became very popular in Russia
and was soon afavourite image of Russian
writers, poets, artists and musicians.
Mentions of troikas can be found in the
works of all the authors of the Russian classic
literature, Pushkin, Vyazemsky, Yesenin,
Tutchev and others. Peter Chaikovsky’s
November piece in his Seasons series is
titled ‘Riding a Troika’. However, perhaps
the most famous poet of the Russian troika
was the great writer Nikolai Gogol.
‘Look at those horses! There’s hurricane
blowing through their manes! Their ears
perk up as they hear a familiar song coming
from the hill, they tense up their chests in
unison and almost without touching the
ground with their hooves they streak towards
it as if floating through the air on the wings
of the God Almighty!’
www.zooclub.ru
www.natureworld.ru
www.livejournal.com
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Despite
the
scrupulous
preparation of the Russian
Survey by our experts, the
information contained in the
publication should not be
regarded as a professional
opinion on a particular issue.
We highly recommend you to
consult an expert before making
business decisions of any kind.
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RuSSIA TO MAke IFRS
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The Russian Ministry of Finance has
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use the International Financial Reporting
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