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The Russian electric power industry 
today is a state monopoly that still 
remains a high risk investment. 
Analysts concur that there is just too 
much uncertainty.

The RuSSIAN eLeCTRIC 
pOweR INDuSTRy: 
STILL IN TRANSITION
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Luxury tax jeopardized

The Russian President has instructed the 
Government to take steps toward imposing 
a luxury tax. In Russia, imposition of this 
tax has been discussed for several years 
now. Exactly a year ago, Russian Survey 
addressed this issue in its overview of 
Vladimir Putin’s presidential program, 
where Mr. Putin promised that a tax 
maneuver would be carried out in Russia. 
This tax is aimed at making the Russian tax 
system fairer.

At present, the Ministry of Finance of the 
Russian Federation is preparing a draft law 
on the imposition of a real estate tax. This 
law is expected to take effect from 2014 
and combine a property tax and a land 
tax. However, cadastral valuation of lands 
is still unfinished in Russia, making the 
introduction of this draft law challenging.

According to Ministry of Finance experts, 
different tax rates will be applied in Russia, 
depending on the cadastral value of land. For 
instance, if the aggregate cadastral value of 
all real estate items does not exceed 100 
million rubles, a 0.05% tax will be levied, 
while 0.1% and 0.3% rates will be applied 
to real estate worth 100–300 and exceeding 
300 million rubles respectively.

In addition, the luxury tax will cover 
expensive cars. In this context, higher 

vehicle-tax rates will be applied, especially 
so to cars whose value exceeds 5 million 
rubles. For example, a doubled vehicle tax 
will be levied on cars worth 5–10 million 
rubles on average whose age does not 
exceed 5 years.

A tripled rate will be applied to 
10–15-million-ruble cars under 10 years 
old, with the same rate applicable to cars 

worth more than 15 million rubles whose 
age does not exceed 20 years. 

The President noted that the final phase 
of cadastral valuation of lands should be 
expedited to make it possible to amend tax 
laws.

The practice of structuring the ownership 
of real estate and other business assets by 
means of foreign jurisdictions is becoming 
more and more widespread, giving rise 
to an increasing number of cases where 
disputes with such companies come to 
be investigated in courts of justice. This 
results in the nascent formation of some 
practice that shows how Russian courts of 
justice react to such business organization 

methods. So, it turns out that corporate 
operational structuring using foreign 
jurisdictions has not only benefits, but also 
some drawbacks. Recently, the Presidium 
of the Supreme Arbitration Court of the 
Russian Federation has taken note of one of 
those drawbacks.

The Court examined a case between a 
Moscow-based company and a property 

owner registered in an offshore zone (the 
Commonwealth of Dominica). In this 
connection, the Moscow company tried to 
evict real property assets from the offshore 
company that had become their owner 
under a sales and purchase agreement. 
The plaintiff’s claim was based on the valid 
arbitrament to the effect that the disputed 
real property assets sold to the offshore 
company had been obtained illegally.

offshore jurisdictions –  
beyond advantages
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During the legal investigation a question 
arose whether the court could apply 
the conclusions contained in the initial 
determination without conducting an 
evidentiary hearing, or the plaintiff should 
reestablish the entire case. The answer 
to this question depends on whether 
the offshore company is affiliated to the 
original property owner with regard to 
whom the initial determination was made. 
So, in accordance with the general rules 
established in the Russian laws, it was the 
Moscow company that should have had 
to prove (or submit relevant documents) 
the company’s affiliation. However, the 
Presidium of the Supreme Arbitration 
Court of the Russian Federation pointed out 
that the plaintiff was not entitled to prove 
affiliation relations because the defendant 
was an offshore company. In this connection, 
in view of the nonpublic structure of holding 
shares (stakes) in the offshore company, 
proving unfairness of property acquisition 

or other facts, including affiliation, may be 
considerably complicated, because most 
offshore zones are governed by special 
regulations for disclosure of information 
about beneficiaries of offshore companies.

In this situation, according to the Presidium 
of the Supreme Arbitration Court of 
the Russian Federation, the burden of 
proving availability or nonavailability of 
circumstances that defend an offshore 
company as an independent entity in its 
relations with third parties lies with an 
offshore company.

In other words, the offshore company will 
have to disclose its beneficiaries submitting 
relevant documents or the court will 
consider it to be an affiliated entity.

In addition, the Supreme Arbitration 
Court of the Russian Federation separately 
emphasized that it is not illegal for a legal 
entity that is registered in an offshore 
zone and for this reason does not publicly 

disclose its ultimate beneficiary, to register 
title to real property based in the Russian 
Federation.

So, those who use foreign jurisdictions 
in their business should simply keep in 
mind that in some cases this fact may 
involve additional obligations. However, 
it is noteworthy that in the particular case 
there were also some other plaintiff-proved 
reasons to believe that the offshore company 
had acted in bad faith, which is why the 
court detected elements of fraud in that and 
made its relevant determination.

Anyway, a judicial precedent was created, 
and it should be taken into consideration 
while planning business operations with 
foreign companies.

According to CBRE’s Prime Office 
Occupancy Costs survey, Moscow is among 
the Top Ten Most Expensive Markets 
again, ranking as the world’s eighth-most 
expensive market. Having compared office 
prices in European countries, the survey 

authors found out that Moscow fell behind 
only London’s West End ranking. In the 
Russian capital city, annual occupancy cost 
is about USD 1.860 per square meter or 
USD 172.82 per square foot on average. 
In London’s West End, office lessees pay 

USD 219.81 per square foot on average. 
However, Hong Kong Central led the 
“most expensive” list with average annual 
occupancy costs of USD 246.30 per square 
foot.

Moscow yieLds to hong Kong

Moscow City Business Center
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a russian MaiL bacKLog resuLts  
in a disMissaL

Russian Post CEO Alexander Kiselyov has 
been sacked with his powers terminated on 
April 19, 2013. Mr. Kiselyov was replaced 
by Dmitry Strashnov, a former CEO of 
Tele2 Russia, whose assignment took effect 
immediately. 

This cardinal decision on the part of the 
Russian Government was caused by an 
unprecedented mail backlog at Moscow’s 
airports, where the backlog of international 
packages reached nearly 500 tonnes in 
early April. The backlog was so huge that 
a 5-day moratorium on international mail 
was imposed at Sheremetyevo Airport. In 
this context, there was a situation where the 
postal company refused to unload mail from 
airplanes for 2 days.

According to information published on 
Russian Post’s website a day before 
Alexander Kiselyov’s dismissal, “…as early 
as 12 months ago, the national postal 
operator not only warned about a rapid 
increase in foreign postal items (reaching 
100% a year), but also took all necessary 
measures to prevent a postal collapse. In 
addition to the 8 existing international 
postal exchange offices (IPEO), Russian 

Post launched 3 new regional IPEOs, 
increasing its operating area from 17,900 
square meters to 23,150 square meters... 
If Russian Post had been allowed to 
launch those facilities as scheduled and 
man them with required customs staff, the 
international postal exchange infrastructure 

would have been adequate at present, with 
no backlog awaiting customs clearance 
built up.” Time will show whether the new 
Russian Post CEO will manage to solve the 
operator’s problems.

As it follows from the World Economic 
Outlook report released by the International 
Monetary Fund (the IMF) in April, the IMF 
lowered its growth forecast for Russia’s gross 
domestic product in 2013 to 3.4%. Early 
this year, the IMF forecasted a growth of 
3.7% for the Russian economy. In addition, 
the Ministry of Economic Development of 
the Russian Federation (the MED) lowered 
its forecast more sharply, cutting its 2013 
growth forecast for Russia’s GDP to 2.4% 
from 3.6%, owing to a nearly zero growth 
in exports. The IMF left its outlook for 
GDP growth in 2014 unchanged at 3.8%. 
In addition, growth in consumer prices in 
Russia is forecasted by the IMF at 6.9% 
and 6.2% for 2013 and 2014 respectively. 
Earlier, the IMF forecasted inflation at 
6.0% for both 2013 and 2014. 

The MED adjusted its earlier optimistic 
forecasts and in unison with its IMF 
colleagues, lowering its 2014 growth 
projection for Russia’s GDP to 3.7% from 
4.3%, with its 2015 economic growth 
forecast lowered from 4.5% to 4.1%. In 

addition, GDP growth in 2016 is forecasted 
at 4.2%. 

The Ministry also forecasts inflation in 
2016 at 4–5%, while leaving its outlook 
for consumer price growth unchanged at 
5–6% for 2013 and at 4–5% for 2014 and 
2015.

In addition, the MED lowered its 2013 grow 
forecast for real household income from 
3.7% to 3%. The Ministry raised its 2013 
forecast for average annual ruble-USD 
exchange rate from 32.4 rubles to 31.4 
rubles.

With regard to capital flow to Russia, the 
MED lowered its forecast from USD 30 
billion to zero. In 2015, according to the 
Ministry, capital inflow is expected at USD 
10 billion, instead of USD 40 billion as was 
forecasted earlier. For 2016, capital flow to 
Russia is forecasted by the Ministry at USD 
20 billion.

In 2013, according to Andrey Klepach, 
Deputy Minister for Economic 

Development, Russia’s capital exports will 
reach USD 30–35 billion. Earlier, capital 
exports were forecasted by the MED at 
USD 0–10 billion. In late March 2013, it 
was reported that the MED planned to raise 
its 2013 forecast for Russia’s capital exports 
from USD 10 billion.

In addition, the Ministry lowered its 2014 
growth forecast for capital investment from 
7.3% to 6.6%. In addition, its projection 
for 2015 was lowered from 7.9% to 7.2%. 
Meanwhile, the Ministry forecasts a 7.6% 
growth in capital investment for 2016. 
In addition, it lowered its 2014 growth 
projection for industrial production to 3.4% 
from 3.7%, with the 2015 forecast lowered 
from 3.7% to 3.4%. The MED expects 
that industrial production will increase by 
3% in 2016. According to Mr. Klepach’s 
optimistic forecast, industrial production is 
expected to grow by as low as 2% this year.

iMf and russian Med  
adjust their forecasts

Unsorted mail in the Vnukovo airport customs area (Moscow) in April, 2013
(с) riA novosti, Aleksey fillipov
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The Ministry of Economic Development 
submitted the plan of multiple increases of 
federal budget incomes from privatization 
of state property to the government. Almost 
total sales are suggested. The state-owned 
shares of the largest Russian companies are 
offered to be sold: “Rosneft”, “Rostelecom”, 
international airport “Sheremetyevo”, 
VTB Bank and even the whole Sberbank. 
In 2013, the federal budget income from 
privatization, according to the Ministry, 
could grow by $22 to 26 billion in addition 
to $6.6 billion stipulated for the privatization 
plan for this year. Thus, they plan to raise 
money to accelerate the economic growth 
at the expense of budget investments 
into important all-national infrastructure 
projects.

The history of “big” privatization in 
Russia mostly consists of resolute oral 
interventions and careful and quite modest 
real examples of sales of state shares in 
large market players. The peculiarity of the 
current initiative suggested by the Ministry 
of Economic Development is that it makes 
a powerful ideological split in those who 
facilitate a strong presence of the state in 
the economy. As a rule, the same people 
talk about the need to preserve the strong 
state sector at the market while being 
loyal opponents of privatization, but they 
also require from the government to make 
significant financial investments from the 
budget into various new industrial projects, 
including those developed to accelerate the 
economic growth.

Now, the Ministry of Economic 
Development set a new dilemma in front of 
them: budgetary investments in exchange 
for “big” privatization. This can weaken the 

arguments of the state property supporters 
in the supreme government of the country.

false start  
of “Big” Privatization

The first person to speak about the need 
of “big” privatization was the Russian 
president Dmitry Medvedev in 2011. At 
the St. Petersburg Economic Forum, he 
criticized the privatization plans of the 
government calling them “too modest”. 
Formally, the order of the president was 
fulfilled by the government of Vladimir 
Putin:

• the state-owned shares of the largest 
Russian companies (“Rosneft”, 
“Rusgidro”, VTB Bank, “Sovkomflot”) 
which were suggested for sale were 
increased;

• new assets appeared in the privatization 
list: Sheremetyevo Airport, “Aeroflot”, 
“InterRAO Unified Energy Company”, 
“Alrosa”, “Zarubezhneft” etc.;

• the rates of “big” privatization were 
accelerated: the deadlines were moved 
from 2017 (the pre-election year) to 
2016.

Not everybody in the government accepted 
the diversification of privatization plans 
positively. The main argument of the 
opponents, including the first deputy prime 
minister Igor Shuvalov and former vice 
prime minister and currently the head of 
“Rosneft” Igor Sechin, was the reference 
to the rapid decrease of value of the Russian 
assets after the crisis. They advised waiting 
for the time when the prices of Russian 
company shares returned to the level they 
once achieved.

That’s why not much has been actually sold 
since then:

• in 2011, a number of foreign investment 
funds acquired 10% minus two shares of 
VTB Bank for almost $3.2 billion;

• in the same year, 75% minus two shares 
of OJSC “First Cargo Company” were 

sold to domestic investors: $4.1 billion 
acquired from that sale were placed 
not into the budget but forwarded for 
implementation of the investment 
program of its former owner – OJSC 
“Russian Railroads”;

• in 2012, the largest privatization deal was 
the sale of 7.58% of Sberbank shares for 
$5.3 billion.

“The state increased its presence greatly 
in various sectors of the economy in the 
last year. The “shares in exchange for 
investments” program deployed during the 
crisis worked fine,” said Sergei Tishakov, the 
partner of auditor and consulting company 
“Grant Thornton”. “It’s still not clear how 
long this trend will last, and whether the 
state intends to distribute the collected 
assets.” “Probably, in the nearest future the 
state will be dominating in every branch it 
can hold,” Leonid Fedun, vice president of 
OJSC “Lukoil”, forecasts.

Modest 2013 Plans

The privatization plans scheduled for 2013 
and approved by the government are not 
ambitious: only $6.8 – 7.5 billion are 
planned to receive. The following objects are 
to be sold soon:

• 5.66% shares of OJSC “National 
Company “Rosneft” ($5 billion). The 
company believes that these privatization 
plans have been already fulfilled within 
the framework of the deal on acquisition 
of TNK-BP Oil Company. After its 
completion, the British BP company 
owned 19.5% of the Rosneft shares;

• for 15–18% shares of OJSC 
“VTB Bank”, up to $3.3 billion are 
excepted. The Daily Telegraph in Britain 
informed that the interest to acquire 
the bank shares was expressed by the 
Qatar Investment Fund. All this money 
is decided to forward to additional 
capitalization of the bank itself. The 
budget will not receive anything;

state investMents exchanged 
for state ownership

the Ministry of econoMic deveLopMent discLosed the prograM of saLe of state property 

in exchange for econoMic growth

budget investments 
in exchange for “big” 

privatization
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• up to 14% shares of OJSC “INTER RAO 
Unified Energy Company” are expected 
to be sold to “Rosneftegaz” (formal owner 
of “Rosneft”) for $1.1 to 1.3 billion;

• 7% shares of OJSC “AC “ALROSA” along 
with the equal number of shares owned by 
the government of Yakutia are to be sold 
by the Russian branch of Goldman Sachs 
investment bank. It is expected that the 
federal and regional governments will 
acquire $0.5 billion each;

• 20% shares of OJSC “Novorossiysky 
Marine Trade Port” can be sold for $0.4 
billion;

• 10% shares of OJSC “ROSNANO” 
are already drawing attention from the 
potential investors. The assessed value of 
the shares is $0,3 billion, but this money 
is planned to be forwarded to increase of 
the authorized capital of ROSNANO;

• a quarter of OJSC “Sovkomflot” can be 
sold for $0,35 billion, half of which will 
be used to increase the authorized capital 
of the company, and the other half will be 
forwarded to the budget;

• deals are prepared to sell 25.1 shares 
of OJSC “TGK-5” (territorial power 
generating company in the Volga River 
basin); 25.5% shares of OJSC “Airline 
“Siberia”; 25.5% shares of OJSC “SPK 
Mosenergostroy”; 100% shares of OJSC 
“Arkhangelsk Minesweeping Fleet”, and 
20% shares of OJSC “Novorossiysky 
Marine Trade Fleet”.

“Total” sale of state Property

For now, the Ministry of Economic 
Development already considers these plans 
modest and requests from the government 
to start the real “big” privatization. The 
ministry hopes that profits from the sales of 

state-owned shares of the largest Russian 
companies will become the main source of 
financing of large infrastructure projects. 
Without their launching, Andrei Belousov 
department sees no other opportunities 
to accelerate the economic growth in the 
country.

• $16.6–18.3 billion can be obtained 
for 19.5% shares of the largest state oil 
company “Rosneft”. In this case, the 
state (or, to say it more accurately, OJSC 
“Rosneftegaz”) will still own a little over 
50% of Rosneft shares. Preservation of 
such a share is necessary to provide the 
company with access to the Russian shelf. 
It is one of the conditions of participation 
of other partners of the state company – 
ExxonMobil, Eni and Statoil.

• $5–6.6 billion can be obtained by selling 
over 50% shares of OJSC “Rostelecom”. 
After the reorganization which is still 
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being carried out, the state will own about 
60% shares of the largest company at 
the stationary phone communications 
market.

• $1.1 billion can be received by the 
budget after sale of the whole set of 
shares of OJSC “International Airport 
“Sheremetyevo” – 83.4%.

• 2.3% shares of OJSC “Aeroflot” are 
offered for sale for $33 million (the state 
will own 50% plus one share of the 
airline);

• 26.7% shares of OJSC “United Grain 
Company” are offered for $66–100 
million. The state will still own less than 
a quarter of the shares. In the last two 
cases, the money obtained from the sale 
will be used for additional capitalization of 
the given companies.

Finally, the amount to be paid for the sale of 
Federal State Unitary Company “ROSTEK” 
(which is owned by a large customs service 
related infrastructure) is still unclear.

Sberbank contains over a quarter of all 
assets of the Russian bank system, half of 
the bank deposits of citizens and one third 
of all credits granted in the country. Andrei 

Belousov department offers synchronization 
of privatization of Sberbank and VTB Bank 
(it is scheduled for a complete sale by 
2016). Today, the Central Bank of Russia 
owns 50% plus one share of Sberbank. The 
market capitalization of the whole Sberbank 
is assessed at the level of $76.6 billion.

Those who oppose against the bold plans 
of the Ministry of Economic Development 
have already demonstrated their skepticism. 
The head of “Rosneft” Igor Sechin advised 
to reduce the state share in the company 
“effectively”, i.e. only when its shares 
achieve a price of an acceptably high level 
and after complete division of the Russian 
shelf. The Federal Safety Service, the 
Federal Security Service and the Ministry 

of Defense all speak against the reduction 
of the state share in “Rostelecom” less than 
50%.

Total sale is Off-season

Not all the experts believe the big 
privatization is realistic in the nearest 
future. “Two lines continue fighting: one 
stands for the expansion of the state sector 
and increase of its efficiency, the other 
stands for privatization. This fight cannot 
be eliminated by command,” states deputy 
general director of the Interdepartmental 
Analytical Center Yurii Simachev. Last year, 
there was a record-breaking privatization 
plan, and it has been fulfilled ($6.6 billion), 
Mr. Tishakov says. “All negative phenomena 

THe LisT Of AsseTs OffereD TO Be inCLUDeD 
in THe feDerAL PrOPerTY PriVATiZATiOn PrOGrAM fOr THe YeAr 2013

Name of object
Shares for sale, 
% of authorized capital

OJSC “Gamovskoe” (agricultural industrial complex, AIC), Tula Region 100
OJSC “Isakovskoe” (AIC), Rostov-on-Don 100
OJSC “Jalka Social Economy”, Republic of Chechnya 100
OJSC “Myslinsky Breeding Plant”, Leningrad Region 100
OJSC “Turovsky” (AIC), Moscow Region 100
Leshukonskoe Airport, Arkhangelsk Region 100
OJSC “Road Operation Company No. 148”, Ulyanovsk 100
OJSC “Road Operation Company No. 126”, Republic of Sakha (Yakutia) 100
OJSC “Yagodninskaya Road Company”, Magadan Region 100
OJSC “Ufimsky Diesel Locomotive Repair Plant”, Republic of Bashkortostan 100
OJSC “Astrapress” (Publishing House), Astrakhan 100
OJSC “Lyublinsky Siberian Plant” (machine-building), Omsk Region 100
OJSC “CB “Dalnee” (machine-building), Vladivostok, Primorsky Area 49
OJSC “Altaivetpreparat” (medical industry), Barnaul, Altai Area 100
Boarding House “Yubileiny”, Moscow Region 35
OJSC on foreign tourism “Intourist-Holding-Company”, Moscow 26,8
Boarding House “Olimpiysky Dagomys” (with medical treatment), Sochi, Krasnodar Area 25
OJSC “Yaroslavsk Fuel Company”, Yaroslavl 100
Moscow Plant “Elektroschit”, Moscow 25,5
Samara plant “Elektroschit”, Samara 25,5
FSUC “Breeding Plant “Orlovsky”, Orlovka, Tambov Region
FSUC “Moscow Plant on Special Alloys Processing”, Moscow
FSUC Publishing House and Print Shop of “Strazh Baltiki” newspaper of the Ministry of Defense 
of the Russian Federation, Kaliningrad 
FSUC Scientific and research institute of land relations and land management, Moscow 
FSUC “Restavrator”, Rostov-on-Don

the boldest suggestion of the Ministry of 
economic development, which reaches far 
beyond the year 2013, is the beginning of 

discussion on the need of complete privatization 
of the largest bank of the country – sberbank
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in the economies of the USA and Europe 
make the markets of developing countries 
more interesting.” But he also thinks that 
it is impossible to obtain $33 billion at once 
from the privatization.

The assets are interesting enough, for 
foreign investors as well, Mr. Tishakov 
believes. But he doubts the state will want 
to let go of the majority ownership in them. 
“This is the matter of politics. Decisions on 
privatization have been made thoroughly 
and carefully lately,” the expert says.

“The real driver of privatization is reception 
of income for the budget,” Mr. Simachev 
is convinced. They are not “marked” there 
and can be forwarded not into investments 
but, say, for fulfillment of social obligations. 
“By structure, privatization is, first of 
all, development of competition at the 
market and increase of competitiveness of 
companies,” the expert adds.

Mr. Fedun from Lukoil is sure that “the 
situation will start changing after 2018–
2019, when Russia faces reduction of oil 
mining volumes. Then, questions will arise 
regarding not the political influence in this 
or that sphere, but regarding economic 
efficiency, which was the main lever of 
privatization in the 90-ies”.

In case of “big” privatization, the matter 
concerns the largest assets, which are in 
essence monopolies at their markets. The 
experts warn that private monopoly can be 
an even greater problem for the state than 
the state monopoly.

But for the monopolies the withdrawal of 
the state from the market can be risky. “It’s 
not known what Sberbank or VTB would 
feel like during the crisis if the state did not 
provide great investments for them,” Mr. 
Tishakov says. “It’s difficult for a private 
businessman to support the monopoly. They 
might start sharing.”

On the other hand, the investors warn that 
complete withdrawal from the assets by the 
state is able to undermine its attractiveness. 
“We like the presence of the state in the 
company. The state has to be on your 
side. It won’t provide the funds, but it will 
help resolve bureaucratic problems and 
infrastructural problems as well. In Russia, 

participation of the state would be very 
useful,” general director of Glencore, Ivan 
Glazenberg, says.

“The role of the state as the administrator of 
companies can be received quite positively,” 
managing director of Temleton Emerging 
Markets, Mark Mobius, agrees. “But there 

is always a risk that the state will use its 
companies in its interests, the interests of 
the society, but not the minorities. The state 
has to understand that the companies who 
have passed listing and have an efficient 
independent management can bring more 
profits and usefulness for the state, the 
society and the economy, they increase 
attractiveness and efficiency of the state.”

The domestic business has to show the right 
example to the foreign investors. Absence 
of internal investment sources affects the 
intentions of foreign investors, naturally. 
Russia is the last country they come to. 
Leonid Fedun says, “As soon as there are 
some risks, they withdraw at once. Hence is 
the underdevelopment of our stock market 
and other financial markets.”

Minor Privatization expansion

The plans to expand minor privatization 
might turn out to be more realistic. In the 
middle of April, the Ministry of Economic 
Development announced on government 
approval of additional inclusion of 54 joint 
stock companies (JSC), 14 federal state 
unitary companies (FSUC) and one and a 
half hundred of other property objects (land 
plots and buildings) to the plan of state 
property sales for the year 2013. The truth 
is that there might be other problems with 
the assets included into that list: it is hard to 
find buyers for them.

Andrei Susarov,

observer of Finmarket 
Informational Agency,

Exclusively for Russian Survey

in the fat years, when the market is growing and 
developing, there is no need to sell the state-

owned shares to obtain financial supply. when 
the market falls, there is no sense to sell; 

there will be no money because there is no 
demand for the assets

Hopes of the Russian political leaders for oil 
prices to remain high, helping to replenish 
the budget and the reserve funds, may prove 
to be in jeopardy. On April 17 the price for 
a barrel of exported Russian oil went below 
the psychologically crucial mark of $100/
barrel, reaching $96.6/barrel. This is an 
important landmark since the state budget 
was drawn up based on an average price of 
oil of $97 for a barrel. Further decline would 
mean the need to spend financial reserves 
and even revise the expenditures agenda.

That said, the authorities do not seem 
to be particularly concerned over this so 
far. According to the Russian Minister of 

Economic Development, Andrei Belousov’s 
statement made on April 24, for the time 
being oil prices are expected to stay at 
$95–100/barrel. Answering questions 
from media representatives, he noted that 
significant drops in oil prices might occur in 
the foreseeable future, yet for the immediate 
future this seems to be highly unlikely. “We 
are now observing fluctuations... I think 
that this (decline in oil prices) is not our 
prospect for the near future, the prices will 
be fluctuating within a range of $95–100/
barrel”, such is the minister’s forecast. As 
we have reported earlier, that in early April 
the Ministry of Economic Development and 

Trade raised its average oil price forecast for 
2013 from $97 to $105/barrel.

In the meantime, on April 17 the price of 
Russian Urals oil dropped to $96.6 for 
a barrel – the absolute minimum since 
July last year. This is a red flag, in fact: the 
unsteady growth of the global economy and 
the resulting low demand for oil in the global 
markets may result in a sharp drop in the 
cost of exported Russian oil as early as in the 
third quarter of the current year.

Experts believe that the current decline in 
oil prices had begun back in February, when 
the prices had dropped by 6% in the course 

price of a barreL to hit the econoMy

russian budget May have to pay dearLy for the choice to staKe on oiL
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of one month, reaching a 10% decline for 
the month of April. As a result, the prices 
have all in all dropped by 18% compared to 
the annual maximum. “Of course, it is not 
comparable with the last year’s decline of 
30% over the period from February till June, 
let alone the 70% decline that took place 
between July and December 2008, the rates 
of oil prices decline are nevertheless getting 
very close to that, – says Sergey Pukhov, 
Senior Researcher with the Development 
Center of the Higher School of Economics. 
– This, naturally, brings us face to face with 
a question whether the Russian economy 
has every reason to fear a repeat of the 
situation we witnessed in 2012? We believe 
that the events of 2008 are unlikely to 
happen again this time: from the angle of the 
demand, Saudi Arabia is not going to let the 
prices decline, for this country’s budget is 
balanced at $94/barrel, on the other hand, 
the demand will be boosted by the American 
economy which is growing, as well as by 
the Chinese economy whose growth rates 
remain above the 7% threshold set by its 
leadership in respect of the coming five-year 
period”.

The Development Centre analysts believe 
that the chances that the Eurozone will be 
immersed into a major prolonged recession 
are extremely low. “In other words, if the 
current decline in oil prices continues, there 
is a great probability for it to be over by the 
middle of the year and even then it will never 
hit below $80/barrel (last year’s minimum 
was $90/barrel), said Mr. Pukhov. – After 
that two scenarios are possible: the prices 
will either be maintained at this level should 
the situation in the Eurozone deteriorate, 

or they will rise back to $100/barrel, that is 
provided the external market environment is 
conducive”.

For his part, analyst with AForex Narek 
Avakyan feels certain that oil prices will 
continue to stay above the $100/barrel over 
this year. “This is in fact precisely the level 
which guarantees a deficit-free budget and 
will help to ensure a 100% macroeconomic 
stability, he believes. – All in all, Russian 
economy is expected to show a slight 
improvement in the coming year”.

Co-director of the analysis department at 
Investcafe Grigory Birg claims the decline 
in oil prices is not going to last long. ”They 
will be somewhere in the vicinity of $100/
barrel. And, that said, considering that 
the state budget for the current year was 
drawn up based on an average price of oil 
of $97 for a barrel, unpleasant surprises 
resulting from the brief decline in oil prices 
down to $100 or even slightly less are not 
expected, he says. What’s more, in the 
first quarter of 2013 the average price of a 
barrel of oil exceeded $110. Nevertheless, 
the budget gap continues to be a topical 
problem the offered solution for which – 
increase of taxation- remains unchanged. 
For example, the revenue from the excise 
fuel taxes growth may help replenish the 

road fund“. Head of the Investment Analysis 
Department at the Univer investment 
company, Dmitry Alexandrov, believes that 
the budget revenue in 2013 will reach 12.8 
trillion rubles, the expenditures – 13.3 
trillion rubles. With a deficit at 0.8% GDP, 
or 521.4 billion rubles, provided the oil price 
stays at $91/barrel.

“Now, however, the calculation of 
expenditures is not pegged to forecast oil 
prices, but based on a moving mean for 5 
years. All in all, with the oil prices forecast 
at $97/barrel, the real expenditures will be 
from $91/barrel, – he says. – All resulting 
extra revenue from the oil and gas sector will 
serve to replenish the Reserve Fund”.

According to Mr. Alexandrov, the current 
situation allows accumulating additional 
revenue for the state based on the prices 
of approximately $20/barrel. 70% of this 
amount goes directly to the state budget, 
and that amounts to some 1.55 trillion 
rubles. We proceed from the feasibility of the 
$109/barrel forecast. The situation with the 
budget replenishment will, therefore, turn 
towards favourable, allowing the formation 
of additional reserves.

Sergey Kulikov,

Economic Commentator 
for Nezavisimaya Gazeta,

Exclusively for Russian Survey

experts do not forecast 
the decline in russian oil 

prices to last long
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On April 23, the Supreme Court of Cyprus 
began hearing appeals filed by local and 
foreign depositors who demanded that the 
decision to write off some part of the deposits 
at local banks and their restructuring be 
revoked. The Supreme Court decision will 
be final, with no ability to appeal.

So far, the Court has received 53 
applications, but until June 12 – the 
deadline for filing appeals against decisions 
by the Cypriot authorities – the number of 
applicants may increase considerably, said 
Aliki Stylianou, the spokesperson for the 
Central Bank of Cyprus.

All complaints concern the decisions 
adopted by the Central Bank of Cyprus 
and the Cypriot government on March 29, 
2013, to divide Laiki Bank and cut funds 
off deposits in excess of €100,000 at the 
Bank of Cyprus. Deposits not exceeding 
€100,000 at EU banks are considered to be 
insured and will not be affected by the crisis-
related trimming.

Let us remind that Cyprus is restructuring 
its two largest banks at the expense of 
their depositors, security holders, and 
shareholders. This decision was made by 
the Eurogroup in March, after Cyprus had 
rejected the idea of forced cancellation of 
all deposits at the island’s banks. As part of 
the restructuring, Laiki Bank will be divided 
into two – “good” and “bad” – parts, with 
“good” assets and deposits to be transferred 
to the Bank of Cyprus. It was intended to 
write off up to 60% of funds (in exchange 
for bank shares) from deposits exceeding 
€100,000. Then the authorities reported 
that the depreciation of deposits would not 
exceed 40–45%. The two banks may lose 
up to €14 billion.

Besides the trimming of bank deposits, at 
the request of the EU authorities, the IMF, 
and the World Bank, company taxes will be 
increased from 10% to 12.5%, interest on 
deposits – from 15% to 30%, and a special 
tax on financial institutions – from 0.11% 
to 0.15%. Only after an increase in taxes 
and a reduction in public employee costs 
can Cyprus qualify for the EU’ assistance of 
€10 billion.

How much will russians lose?

Russian companies may bear the brunt of 
the Cypriot crisis. According to estimates 
by Standard & Poor’s (S&P), the share 
of Russian depositors accounts for about 
100% of Cyprus’s total large deposits. They 
are not just the funds owned by Russia’s 
richest individuals, but quite definite profits 
made by Russia’s largest oil companies 
from their energy sales to Europe. They are 
serviced by subsidiaries of Russian banks, 
which will obviously suffer great losses. This 
business most heavily relies on operations 
related to transfer pricing: Russian parent 
companies concentrate all their foreign 
sales profits in Cyprus, where taxation rates 
are lower than in Russia.

As of January 31, 2013, non-residents 
deposited about €21 billion, or 130% 
of Cyprus’s GDP, with Cypriot banks. 
According to S&P, most of these funds 
come from Russia, Ukraine, and other CIS 
countries.

Out of 131 financial companies licensed 
by the Cyprus Securities and Exchange 
Commission, about 20 entities are part of 
Russian financial groups. According to S&P 
analysts, most of these companies are based 
in Cyprus to optimize their taxation. These 
entities conduct business almost exclusively 
with Russian and international customers.

Cyprus is irreplaceable

According to MDM Bank CEO Oleg 
Vyugin, Cyprus was a place where it was 
possible to effect asset transactions under 
common law, providing for a good protection 
for proprietary rights, and optimize taxation. 
“For example, security sales profit is not 
taxed there, while dividends are taxed at 5% 
compared to 9% in Russia,” he explained.

“At present, Cyprus is irreplaceable as 
a low-tax jurisdiction,” agreed Yulia 
Tseplyayeva, Chief Economist at BNP 
Paribas. “Their infrastructure was all set 
to provide financial services.” There, it 
was possible to establish trusts and profit 
centers for holding companies, owing to 
lower taxes and judicial protection of higher 
quality. All this made Cyprus attractive to 
companies, owing to a comfortable business 
environment, rather than for some criminal 
reasons, she explained. The Netherlands, 
for instance, cannot compete with Cyprus in 
terms of office maintenance costs for non-
resident companies.

russian GDP jeopardized

The Cypriot crisis has adversely affected 
Russia’s macroeconomic indicators. 
“The Cypriot problem may lower foreign 
investment growth by 1.5%; while taking 
into consideration a 20% share of Cypriot 
investment in Russia’s GDP, the latter may 
go down by 0.3% as directly affected by a 
decrease in Cypriot investment,” said Valery 
Mironov, Deputy Director of the CENTER 
OF DEVELOPMENT Institute of the 
HIGHER SCHOOL OF ECONOMICS 
National Research University.

However, Russia’s economic losses might 
be higher, taking into account a tax on bank 
deposits exceeding €100,000. “These funds 
are left out of consideration while calculating 
Russia’s GDP, although this money, which 
potentially could return to Russia, belongs 
to Russian residents; so, one way or another, 
it is a loss to the Russian national wealth,” 
reasons Mr. Mironov.

Cyprus is reported to be one of the reasons 
for accelerating capital outflow from Russia. 
This year, according to the Ministry of 
Economic Development of the Russian 
Federation, net capital outflow is forecasted 
to reach USD 30–35 billion. However, 
only in 1Q 2013, according to estimates 
by the Bank of Russia, net capital outflow 
in the private sector (banks and companies) 
reached USD 25.8 billion.

“Macroeconomic consequences will be 
minimal for the Russian Federation,” 
objected Alexander Morozov, Chief 
Economist for Russia and the CIS at HSBC. 
“Yet, non-resident foreigners are becoming 
increasingly cautious about Russian 
assets, specifically, about buying Russian 
shares and bonds. This means that Cyprus 
produced a negative effect on flows of non-
resident’s funds. Some of them liquidate 
their positions, while others hesitate to 

russian companies may 
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invest. This situation will prevail for some 
time.”

Besides, Russian companies’ operating 
activities may be affected, because large 
settlements in Cyprus are frozen-funds 
used for Russian companies’ settlements, 
rather than bank deposits.

“Cyprus is a small country, so, essentially, 
the Cypriot problem is a gnat sting for 
the Russian economy,” objected Aleksey 
Devyatov, Chief Economist at URALSIB 
Capital (an investment company). The 
Russian–Cypriot foreign trade turnover 
accounts for as low as 0.3% of Russia’s 
total exports, while exports of Russian 
goods to the EU exceed 50%. That is why 
developments in Italy, Spain, France and 
Germany are more important for Russia.

will the money go back to its 
native land?

According to Yulia Tseplyayeva, some part 
of Russian business people who suffered 
from capital expropriation in Cyprus will 
return their funds to Russia for a short 
period. “There will be a short-term inflow 
of capital,” she thinks. In this connection, 
according to Yulia Tseplyayeva, the main 
lesson learned by the Russians from their 
Cypriot experience is the loss of a feeling 
that “money can be safely kept abroad.” 
“Russians will be more careful about 
choosing places for keeping their capital,” 
said Alexander Morozov. According to him, 
the money that Russian business people can 
export from Cyprus after all will be invested 
in Russia.

Russian companies and banks’ funds – 
€22–30 billion – will most likely be 
transferred to Latvia or the Netherlands, 
objects Valery Mironov. “However, some 
part of Russian money may return from 
Cypriot banks to Russia, if the Government 
makes some significant move aimed at 
improving the investment environment,” 
he reasons. “For example, if the authorities 
release Mikhail Khodorkovsky from prison 
or establish an offshore zone in Russia, 
which should provide not only for reduced 
taxes, as was the case in Kalmykia, for 
instance, but also for special courts of 

justice for businesses, tax holidays for new 
businesses, or measures to support export 
activities.” 

The eU under threat

There are fears that the Cypriot crisis may 
provoke a new recessional round in the euro 
area and a bank panic in Italy and Spain, 
said Mr. Devyatov.

Eventually, the Russian money concentrated 
in Cyprus will be transferred to some other 
jurisdictions, specifically, to Latvia, the 
Netherlands, and Switzerland.

In spite of all the problems, Cyprus will 
hardly exit the euro area. “For the time 
being, they will try and keep Cyprus as 
part of the euro zone not to create a bad 
precedent and provoke a banking crisis with 
a far greater probability than the write-off 
of the Cyprian money,” said Mr. Devyatov. 
“The United Europe is a political project and 
it will keep Cyprus as part of itself.”

 Maria Selivanova,

an editor at www.opec.ru 

Еxclusively for Russian Survey

consequences for 
russian businesses will 

largely depend on how 
soon cyprus will lift 
capital restrictions

© riA novosti, Vladimir Astapkovich
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The Russian electric power industry today 
is a state monopoly that still remains a 
high risk investment. Analysts concur that 
there is just too much uncertainty. The 
government is hell-bent on micromanaging 
everything, totally negating all the 
achievements of the reform of RAO UES of 
Russia that completed in 2008. The sector 
is hardly made more attractive to potential 
investors by the continued lack of a new 
market model, increases in electricity rates 
being limited to 6% a year while natural 
gas prices are growing at 15% and last but 
not least the struggle for assets between 
the ex-deputy prime minister and now 
chair of the Management Board of Rosneft 
Igor Sechin and the current deputy chair of 
the cabinet Arkadiy Dvorkovich. In the 30-
day period through mid-April, the Moscow 
Central Stock Exchange index, one of 
Russia’s key stock indices, had declined 
by 3%, while the MCSE ‘Electric Power’ 
index had plummeted 22% (this last index 
tracks the share prices of Russian electric 
power companies).

Let’s look at what is going on in each of 
the three key segments of the electric 
power sector: generation companies, grid 
companies and electric utilities.

the russian eLectric power industry: 
stiLL in transition

the government is hell-
bent on micromanaging 

everything, totally 
negating all the 

achievements of the 
reform of rao ues 

of russia that completed 
in 2008



R
U
SS

IA
N

 S
U
R
V
EY

   
|  

 Ju
ne

 2
0

13
12 MArKeT BreAKDOwn

Generation: waiting for a new 
market model

In 2010 the Russian authorities introduced 
a system of capacity supply agreements 
under which power generation companies 
could use high rate to recoup investments 
in construction. The amount of capacity 
put into operation through this system 
amounts to about 15% of the total demand 
for new capacity through 2030.

As a new model for the wholesale electricity 
and capacity market is being created a 
number of generation companies such as 
Inter RAO and Gazprom Energy Holding 
are lobbying the creation of a similar 
system but this time they want to use it 
to modernise existing capacity rather than 
build new generation facilities (capacity 
supply agreements version 2). The wear 
and tear of power equipment is extremely 
high, reaching 60-80% and the head of 
Gazprom Energy Holding Denis Fedorov 
believes that we may be facing chronic 
shortages of electric power as soon as 
2019–2020 unless a way is found for 
power generation companies to modernise 
their equipment.

In the meantime the Ministry for Energy 
of Russia, fearing a significant increase in 
the price of electricity, is leaning towards a 
different model. Under this different model 
electricity is to be purchased and sold 
in the wholesale market under bi-lateral 
contracts between consumers and specific 
power plants. The minimal period for such 
contracts will be one month, however, it is 
expected that most such contracts will be 
entered into for 10-20 years. The model 
also assumes that generation companies 
will include the costs of recouping their 
investments in equipment in the rates 
agreed in the contracts they enter into with 
consumers.

According to latest industry news the new 
electricity market model will only go into 

effect in Q1 2015, rather than in 2014 as 
was originally planned. Nevertheless, it’s 
fairly easy to see that foreign generation 
companies such as the German E.ON, 
Italian Enel and the Finnish Fortum 
demonstrate better efficiency under the 
same conditions. ‘Under the same tariff and 
regulatory conditions companies managed 
by foreign investors demonstrated much 
better performance and profitability than 
their Russian state-controlled counterparts 
<…> Slowly but surely we began to 
notice the hard work they’re doing to cut 
costs and seek out cheaper fuel suppliers 
<….> Foreign investors began to actively 
spend on new construction and put new 
generation capacity into operation just as 
many Russian power generation companies 
were trying to postpone launches of new 
capacity,’ notes Deutsche Bank Analyst 
Dmitry Bulgakov.

russian grids, they are a-merging

The Russian national grid is comprised 
of high voltage long distance power 
transmission lines (220 KV and above) 
managed by Federal Grid Company (FGC) 
and distribution grids with lower voltage 
transmission lines managed by MRSK 
Holding. In November 2012 the Russian 
President Vladimir Putin signed a decree 
to merge the two companies. The merger 
is to be completed by late June. 

On April 4th MRSK Holding was officially 
renamed Russian Grids. The company’s 
share capital is going to be increased by 
issuing 161,066 additional shares. The 
state acting through Russian Property 
must pay for the securities with the FGC 
shares it holds except for one. Once the 
process has been completed FGC will 
become a subsidiary of Russian Grids while 
the state will hold a stake of between 74% 
and 86%, according to various estimates, 
in the increased share capital of Russian 
Grids. 

Russian authorities believe that the merger 
will result in more efficient management 
of the two companies and Russia’s entire 
power grid. It’s the exact same argument 
only reversed 180 degrees that was put 
forward when grid companies were spun off 
from RAO UES. 

Analysts are less optimistic in their 
estimates. The strengthening of the role 
played by the state in Russian Grids 
is obvious, however the fate of the two 
companies’ investment programmes is far 
less clear. The goals of the new company 
are also rather vague. Experts believe that 
the national grid can potentially be a good 
investment because return is practically 
guaranteed, seeing how the national 
grid is a monopoly in Russia. However, 
the probability that the government will 
decide to privatise the managing company 
Russian Grids any time soon is practically 

zero. Experts tend to believe that even 
under the best circumstances privatisation 
will only happen in 5 to 6 years. 

In the opinion of most experts one of the 
most desirable and most likely options 
for the development of the new company 
would be the privatisation in 2013 of one 
or several of MRSK Holding’s subsidiaries, 
announced by the government. In early 
February of this year the head of the Board 
of Directors of the holding Georgy Boos 
was quoted as saying that candidates for 
privatisation might include such companies 
as Lenenergo, Yantarenergo, Central and 
Volga MRSK as well as Tumenenergo. 
Analysits believe that MRSK Centre and 
MRSK Volga may also be added to this 
list. However, even though on many levels 
these are all very attractive assets, they 
are not without problems. For example 
none of them have a single clearly defined 
strategy for cutting costs and deciding on 
investment programmes. And yet, even 
despite these caveats, investors regard 
these companies as the most attractive 
candidates for privatisation as they can 
generate sustained cash flow by setting 
power transmission rates.

electric utilities: a rough patch

In November 2011 the then prime minister 
of Russia Vladimir Putin tasked the 
Ministry for Economic Development, 
the Ministry for Energy and the Federal 
Tariffs Service with developing, ASAP, 
a draft government resolution imposing 
restrictions on the profitability of electric 
utilities. In the opinion of the prime 
minister it was necessary because the 
appetites of electric utilities were going 
through the roof: their profit margin 
was 3–4 times the margin level set by 
regulatory authorities, which was causing 
a significant increase in the electricity 
prices paid by end consumers.
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The emergency amendments made to 
the rules of the retail electricity markets 
restricted the ability of electric utilities to 
make money from providing services other 
than supplying electricity (compensation 
for switching to another supplier, reselling 
of electricity and other), which had an 
especially negative impact on guaranteed 
suppliers – regional electric utilities 
obliged to sell electricity to any customer 
who wants to buy from them. ‘Putin said 
a cap should be put on the profit of electric 
utilities because they were getting too fat 
and because of them electricity in Russia 
was too expensive. A resolution was 
rushed through without much thought 
or consideration… The result is that the 
majority of utilities are now on the verge of 
breaking even… in other words the margin 
they’re allowed to charge barely covers 
their operating costs,’ notes Rye, Man & 
Gor Securities analyst Dmitry Doronin.

In an attempt to rectify the situation the 
Ministry for Energy joined forces with other 
agencies and organisations regulating the 
sector to develop a new model for the so 
called ‘benchmark sales’, which should 
somewhat increase the revenue of electric 
utilities. At the moment it’s unclear when 
this new model will be ready and how well 
thought-out it’s going to be this time 
around, in the meantime in just about a year 
and a half investors have lost practically all 
interest in electric utilities. ‘Because of a 
poorly thought-out government resolution 
an entire sector has been condemned to 
wallow in the dumps for over a year and 

as an investment option has become a 
complete no-no,’ Mr Doronin sums up.

Electric utilities also have other problems 
in addition to state restrictions on 
profitability. The increase in the amount of 
unpaid bills in the retail market of electricity 
and capacity caused 9 electric utilities to 
lose the status of guaranteed suppliers: 
Novgorodoblenergo, Tulanergosbyt, 
Kolenergosbyt, Bryanskenergosbyt, 
Ivenergosbyt, Kurskregionenergosbyt, 
Omskenergosbyt, Orelenergosbyt and 
Penzaenergosbyt. The future of several 
more companies remains unclear. 

Soon after, the then MRSK Holding, several 
of whose subsidiaries were provisionally 
acting as guaranteed suppliers instead 
of the electric utilities that had lost this 
statues, suggested that said subsidiaries 
be made guaranteed suppliers without 
any biddings which independent electric 
utilities would have had to have participated 
in as well. The Ministry for Energy has not 
yet decided on a final position regarding 
this issue, however, experts believe that if 
the Ministry for Energy decides to go ahead 

with this option it will result in ‘monopoly 
squared. ‘In a situation where everyone 
agrees that we need more competition 
through making sure any consumer can 
switch suppliers, expanding the monopoly 
of suppliers by granting this status to 
grid companies would spell the end for 
a retail market of electricity. It was the 
high degree of monopoly that guaranteed 
suppliers enjoyed that kept consumers 
from switching suppliers and if the status 
of a guaranteed supplier is given to a grid 
company, switching suppliers will be totally 
out of the question,’ believes the chair of 
the Management Board of the Non-Profit 
Partnership of Guaranteed Suppliers and 
Electric Utilities Natalia Nevmerzhitskaya.

Larisa Makeeva, 
Elena Kudryavtseva,

RIA Novosti,

Exclusively for Russian Survey

MArKeT BreAKDOwn
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Those who decide to do business and open 
representative offices in Russia soon face the 
question: whether to assign the registration 
matters to a third-party organization or 
handle them on their own. Each option 
has its own advantages and disadvantages. 
Practical advice for those intending to 
register business in the Russian Federation 
unassisted will be published in the next issue 
of Russian Survey, and now we are going 
to tell you аbout the services provided by 
International Consulting and Legal Center 
(ICLC) auditing company specifically to 
foreign companies intending to open their 
representative offices in Russia. 

In accordance with the Russian laws, a 
permit (accreditation) for establishing a 
representative office is issued by one of 
the accreditation authorities, depending 
on the nature of business to be registered. 
The accreditation authority may be any of 
the Ministries, the Chamber of Commerce 
and Industry, the State Registration 
Chamber under the Ministry of Economy 
of the Russian Federation, etc. A set of 
documents must be prepared to receive the 
accreditation. It should be noted as well that 
once a representative office is accredited, it 
must be registered with the tax authorities, 
Pension Fund, Social Insurance Fund, and 

included in the Consolidated State Register 
of Representative Offices of Foreign 
Legal Entities Accredited in the Russian 
Federation.

Of course, if you contract a third-party 
company to provide representative 
office accreditation services, you want 
to be sure that everything will be done 
in a legally correct manner and with no 
adverse consequences. So how can you 
choose a company that will accredit your 
representative office? Here is some advice 
from Tatyana Vinokurova, Head of Tax and 
Legal Consulting Department, ICLC.

First of all, you have to consider how long 
the company has been working in the 
market, and whether it can provide you with 
references from its customers who have 
used such services. 

Furthermore, when choosing a partner you 
should take note of other services provided 
by the company to the foreign representative 
offices. Then you can finally choose a 
company that will be able to support the 
business of your representative office in the 
Russian Federation, e.g. provide legal and 
HR services, prepare accounting statements 
to be submitted to the tax authorities, 
Pension Fund, Social Insurance Fund etc.

accreditation services for representative 
offices of foreign LegaL entities

iCLC offers the following services:

• advice on the accreditation of a foreign representative office in the Russian Federation,

• preparation of a set of documents (including application blank forms) required to 
accredit a foreign representative office in the Russian Federation,

• drafting the by-laws of a foreign legal entity’s representative office,

• assistance in submitting the documents to a registration authority,

• obtaining the registered documents,

• registration with the tax authorities, Pension Fund, and Social Insurance Fund,

• registration of a representative office with the Consolidated State Register of 
Representative Offices of Foreign Legal Entities Accredited in the Russian Federation.
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1. Arrival notification by mail

The Regulations for Migration Registration 
of Foreign Citizens and Stateless Persons 
in the Russian Federation have been 
amended.

It is prescribed that a host party may 
submit a notification about the arrival 
of highly-skilled professionals and their 
family members to a local agency of the 
Russian Federal Migration Service directly 
or through the Multipurpose Center for 
Provision of Public and Municipal Service 
(MPC), or send his/her notification by 
mail.

A person who submits an arrival 
notification to the MPC must submit his/
her identification document.

2. Biometric identification

The list of data to be entered into the 
Russian Labor Database for Foreign 
Citizens will include information about 
the compulsory state dactylography and 
photography of foreign citizens.

3. responsibility for children

For persons who organize dissemination 
of information through information and 
telecommunication networks (including 

the Internet), the failure to take 
organizational, software and hardware 
measures aimed at preventing children 
from accessing information that may harm 
their health and development will serve as 
a basis for the imposition of administrative 
sanctions (Federal Law 14-FZ of February 
23, 2013).

The fines provided for by the law are as 
follows:

• 5,000–10,000 rubles for persons who 
conduct entrepreneurial activity without 
establishing a legal entity;

• 20,000–50,000 rubles for legal entities.

Key aMendMents to russian Laws 
froM january 11, 2013 to apriL 1, 2013
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4. Business launch to be notified 
about

In accordance with the Federal Law “On the 
Protection of Legal Entities’ and Individual 
Entrepreneurs’ Rights in the Course of 
State Control (Supervision) and Municipal 
Control,” the relevant authorized agency 
must be notified about starting to pursuit 
specific types of entrepreneurial activities. 
At present, this is also applicable to 
travel agency activities; the agency to be 
notified about launching these activities 
is the Federal Service on Customers’ 
Rights Protection and Human Well-being 
Surveillance.

In addition, the Russian authorities will 
have to be notified about starting cargo 
transportation businesses, specifically:

• cargo (other than dangerous cargo) 
transportation by sea, by inland water and 
rail; and cargo baggage transportation 
by rail;

• cargo transportation (cargo relocation 
without entering into a transportation 
agreement) by public rail tracks, with 
the exception removing and returning 
arrived rail cars from and to rail dead-
end tracks. It is required to notify the 
Federal Transportation Inspection 
Service about the launch of these types 
of entrepreneurial activities.

5. The russian federation adopts 
Appendix V.6 to the Convention 
on Temporary Admission of 
June 26, 1990, with a number of 
reservation clauses

The consolidated customs territory 
of the Customs Union consists of the 
customs territories of the Republic of 
Belarus, the Republic of Kazakhstan, and 
the Russian Federation, including the 
exterritorial artificial islands, installations, 
constructions and other objects regarding 
which the member states of the Customs 
Union have the power of exclusive 
jurisdiction (Paragraph 1 of Article 2 of the 
Customs Code of the Customs Union).

The Russian Federation does not apply 
Appendix V.6 to the Convention on 
Temporary Admission for the following 
reasons:

• in accordance with Paragraph 2 of 
Article 358 of the Customs Code of the 
Customs Union, foreign natural persons 
may import temporarily to the customs 
territory of the Customs Union transport 
vehicles for personal use registered in the 
territory of foreign states for the period 
of their stay, however, not for more than 
one year while being exempted from 
customs payments;

• in accordance with Paragraph 3 of 
Article 358 of the Customs Code of 
the Customs Union, the transfer of 
the right of use and/or disposal of the 
temporarily imported goods for personal 
use, including the transport vehicles, to 
another party in the customs territory 
of the Customs Union is permitted on 
condition of customs declaring and 
payment of customs payments according 
to the procedure specified in the customs 
legislation of the Customs Union.

The above requirements are not provided 
for in Appendix V.6 to the Convention on 
Temporary Admission.

6. Amendments ratified to the 
russian–Armenian Agreement for 
the Avoidance of Double Taxation 
of income and Property (The 
Protocol was signed on October 
24, 2011 in Moscow)

In accordance with the Protocol, the 
“Income from Alienation of Property” 
clause is added to the Agreement, while 
the articles “Provision of Assistance in Tax 
Collection” and “Information Exchange” 
are amended. The amendments are aimed 
at enhancing tax control efficiency and 
counteracting abuse related to payment of 
direct and indirect taxes.

The article “Dividends” prescribes a 
relative threshold for equity holding 
(25%) in dividend paying entities that is 
necessary for their minimal taxation at a 
rate of 5%.

The article “Interest” prescribes taxation 
of interest income from commercial loans 
in income-source countries at a rate of 
10%. An exception was made for interest 
income earned by Russian and Armenian 
government authorities and Central Banks.

In addition, the term “resident” was 
specified in accordance with the modern 
international taxation requirements.

7. revenue limits to qualify 
as small and medium-sized 
businesses remain unchanged

Limits for revenues from the sales of goods 
(work and services) are established by the 
Government of the Russian Federation 
once every five years on the basis of data 
obtained through continuous statistical 
monitoring of the activities of small and 
medium-sized businesses.

In accordance with the Russian 
Government resolution, revenue limits, as 
before, should not exceed:

• 60 million rubles for micro businesses;

• 400 million rubles for small businesses;

• 1,000 million rubles for medium-sized 
businesses.

8. Administrative responsibility 
for refusal to hire disabled 
people

The Law “On Employment in the Russian 
Federation” has been supplemented, 
making it obligatory for employers to create 
or allocate jobs for disabled people (within 
the framework of the established quota) 
and report this to the employment service.

In addition, the Administrative Offences 
Code of the Russian Federation was 
amended to provide for employers’ 
responsibility for the failure to fulfil the 
established obligations.

The amended Article 5.42 of the 
Administrative Offences Code of the 
Russian Federation provides for a 5,000–
10,000 rubles fine for this administrative 
offence and for refusal to hire a disabled 
person within the framework of the 
established quota.

In addition, this fine applies to unjustified 
refusal to register a disabled person as 
unemployed (earlier, the fine was 2,000–
3,000 rubles).

9. Technical plan is indispensable

The technical plan has been added to the 
list of documents required to obtain the 
permit for the commissioning of facilities. 
The technical plan is a document that 
reproduces certain data contained in the 
Immovable Property State Cadaster and 
specifies data about a building, a structure, 
a room or a facility under construction that 
are required to register a property item, or 
data about some part or parts of a property 
item, or new data to be entered into the 
Immovable Property State Cadaster about 
a property item registered under a cadastral 
number.
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10. The List of food products 
subject to VAT at a rate of 10% 
amended

Pursuant to Federal Law 206-FZ of 
November 29, 2012, the Russian Tax Code 
has been amended as follows: the 10% 
VAT rate is applicable to the sales of not 
only margarine, but also special-purpose 
fats (cooking, confectionery, and bakery 
fats), milk fat replacers, and equivalents.

In the context of these amendments, the 
Food Products Code List approved by the 
Resolution of the Russian Government 
No. 908 of December 31, 2004, new 
classification codes for the abovementioned 
food products were added.

In addition, food products classified under 
the code of 90 4821 “Rendered cream and 
vegetable mixtures” were deleted from the 
list.

11. foreign bank branches existing 
no more

The laws “On Banks and Banking”, 
“On the Central Bank of the Russian 
Federation (the Bank of Russia)”, and “On 
Foreign Exchange Regulation and Foreign 
Exchange Control” make no mention of “a 
foreign bank branch” any more.

12. Unregistered for 30 days

The agreement has been ratified on the 
procedure for the stay of Russian citizens 
in the Republic of Kazakhstan and for the 
stay of Kazakh citizens in the Russian 
Federation, which was signed in Astana on 
June 7, 2012.

The agreement is aimed at creating a 
favorable environment for the stay of 
citizens of one state in the other state 
and provides for the exemption of one 
party’s citizens who temporarily stay in the 
other state from the obligation to register 
(registration  at a place of stay) with 
the host state’s competent authorities 
within 30 days from the date of arrival.

The period for temporary stay is calculated 
from the date of arrival of one state’s 
citizen to the other state as certified by the 
migration card signed by the border control 
authorities upon arrival to the host state.

A citizen of one party who intends to stay 
in the territory of the other party for more 
than 30 days is required to register with 
the host state’s competent authorities in 
accordance with its laws.

13. export customs duties on oil 
and oil products decreased

From April 1, 2013, the rates of export 
customs duties on crude oil and oil products 
exported from the Russian Federation and 

the member states of the Customs Union 
are as follows:

The duty rate for crude oil (the rate of 
export customs duty on 1,000 kg, USD) 
will be USD 401.5 as against USD 420.6 
established from March 1, 2013.

The rate of export customs duty on liquid 
fuel, oils, used oil products, light and 
medium distillates, gas oils, benzol, 
toluene, and petroleum jelly will be USD 
265 (at present, USD 277.6).

The rate of export customs duty on propane, 
butanes, ethylene, propylene, butylene, 
butadiene, and other liquefied gases will be 
USD 70.5 (at present, USD 131.4).

The duty rate established for commercial 
gasoline and straight-run gasoline is USD 
361.4 (from March 1, 2013, USD 378.6).

14. specifying the procedure for 
delivery of health care to foreign 
citizens

For foreign citizens who temporarily stay 
and temporarily or permanently reside in 
the Russian Federation, medical treatment 
can be provided by, inter alia, individual 
entrepreneurs who are engaged in medical 
activities.

Upon termination of medical treatment for 
a foreign citizen, an extract from medical 
records must be sent to his/her address, 
as agreed upon with him/her, or to the 
address of a legal entity or an individual who 
represents the foreign citizen’s interests. 
The extract must contain data about the 
period of medical treatment provided at a 
medical institution, as well as data about 
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preventive, diagnostic, therapeutic and 
medical rehabilitation measures taken.

Invoices for actual medical treatment must 
be sent by the relevant medical institution 
within 10 days after the termination of 
medical treatment to the foreign citizen’s 
address or to the address of a legal entity 
or an individual who represents the foreign 
citizen’s interests, unless otherwise 
expressly stated in the relevant agreement 
for medical treatment.

15. Transportation control for 
the Customs Union border

The Agreement for Transportation (Motor 
Vehicle) Control for the external frontier of 
the Customs Union (signed on Moscow on 
June 22, 2011) has been ratified.

The Agreement provides for the transfer 
of transportation control from the 
Russia–Belarus border and the Russia–

Kazakhstan border to the external frontier 
of the Customs Union and creates a legal 
framework for organizing information 
exchange between transportation control 
authorities of Russia, Belarus, and 
Kazakhstan.

Application of this Agreement will make it 
possible:

• to eliminate duplication of control 
operations for international motor 
transportation, reduce control period, 
and provide joint protection for the 
national markets for international motor 
transportation services;

• for foreign transportation carriers to 
abide with the national authorization 
systems of the Russian Federation, 
Belarus, and Kazakhstan.

The Agreement enables the Russian 
transportation control authority not only 
to control transportation at check points 

as prescribed by Russian laws, but also 
check documents and carry out some other 
vehicle control operations prescribed by 
the laws of Belarus and Kazakhstan.

16. Tobacco smoke law

Federal Law No. 15-FZ on the protection 
against the impact of environmental 
tobacco smoke and on reduction in tobacco 
consumption will come into effect from 
June 1, 2013.

The Federal Law has established:

• the general concepts and principles for 
health protection against the impact 
of environmental tobacco smoke and 
consequences of tobacco consumption;

• the public authorities’ powers related 
to health protection against the impact 
of environmental tobacco smoke and 
consequences of tobacco consumption;

• citizen rights and duties related to 
health protection against the impact 
of environmental tobacco smoke and 
consequences of tobacco consumption;

• bans on tobacco smoking in specific 
areas, rooms, and buildings;

• price, tax, and organizational measures 
for reducing demand for tobacco 
products and restricting tobacco trade;

• bans on tobacco advertising and 
sponsorship;

• public medical treatment measures for 
smoking addiction;

• public control measures related to 
health protection against the impact 
of environmental tobacco smoke and 
consequences of tobacco consumption, 
as well as responsibility for the violation 
of the Federal Law requirements.

LAw DiGesT
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An old Russian saying states that cheap 
people end up paying twice. The same 
principle applies to our situation as well. 
Having decided to save the time and hassle 
of the business registration procedure, you 
may well find yourself in a situation where 
you might end up spending a lot more time 
and dealing with a lot more hassle, because 
buying a turnkey business can often be a 
very risky proposition. And all of the risks 
stem from the shoddiness of the characters 
that created and ‘sold’ you the business. So 
if you have really decided to buy a business 
in Russia, the first rule is to steer clear of 
unverified ‘sellers.’ That will significantly 
reduce your risks.

Unfortunately, though, some risks will still 
remain so when deciding to buy a business 
you wanna look at all the pros and cons and 
assess all possible risks. We have identified 
four categories of risks you’ll be facing if you 
decide to buy a company in Russia: taxation, 
incorporation, financial and time. Let’s take 
a closer look at each one of them.

Taxation risks

No special explanation is needed for what 
taxation risks are all about: these basically 
mean all the problems that the company 
you just bought may have had with tax 
authorities before it was sold to you. 
Naturally, some things can be easily 
checked before the purchase because for 
them records and documents are kept. For 

example, if the company was registered 
last quarter or before that but it hasn’t 
done any business it still should have 
submitted ‘blank’ financial statements 
and tax returns to the authorities. 
Consequently, the ‘seller’ must be able 
to produce documents confirming that all 
blank financial statements and tax returns 
have been submitted for all the past periods 
as required, such as copies of the financial 
statements and tax returns with the stamp 
of the appropriate tax agency confirming 
their receipt, postal receipts, or documents 
confirming all the necessary statements and 
returns have been submitted via computer 
telecommunications channels.

One recommendation that can be made here 
is to go and talk to a qualified accountant or 
a tax advisor and ask them to make a list of 
the documents which the company you’re 
fixing to buy should have submitted to state 
authorities in past periods. Once you have a 
list like that you can check the documents 
the seller gives you against it. Remember, if 
you fail to notice an omission it’s now going 
to be the failure of your company to have 
submitted the required financial statements 
or tax returns to appropriate authorities in 
due time. And such failure may result not 
just in a conflict with a tax inspector but may 
serve as grounds for a fine or even for the 
freezing of your new company’s accounts. 
And if this happens after you make the 
purchase it will be your legal entity that will 

be facing these problems and your money 
that will have to be paid. 

And it should be noted that fines can be 
quite large. Thus, under Article 119 of the 
Tax Code of the Russian Federation the fine 
for failure to submit a tax declaration on 
time starts at RUR 1000 ($33) and under 
Article 126 of the Tax Code the fine for 
submitting tax returns is RUR 200 ($6.6) 
for each document that wasn’t submitted in 
due time.

But fines for failure to submit tax returns 
are not the only risk. If you plan to use the 
simplified taxation/accounting system you 
need to check that an application to use the 
simplified system was submitted in time, 
because under clause 2 of Article 346.13 of 
the Tax Code a newly established company 
wishing to use the simplified taxation 
system from the time of its registration 
must submit an application to the local 
taxation inspectorate within five days of the 
date of registration with the local tax agency 
specified in the state registration certificate. 
If an application wasn’t submitted in time 
the company will have to abide by the 

e
ven though the russian tax authorities are constantLy hard at worK trying 

to streaMLine and autoMate the process of registering new businesses, getting 

state registration for a new coMpany stiLL reMains a Major hassLe. especiaLLy for 

soMeone doing it for the first tiMe: it’s one hidden catch after another. and if you happen 

to be a foreigner who’s not particuLarLy proficient in russian and who’s accustoMed 

to the siMpLe business registration procedures found in europe, then buying a turnKey 

business in russia sounds LiKe the Most naturaL course of action. and such services are 

actuaLLy on offer, just googLe for it and you’LL find a coupLe dozen offers. however, 

how safe is this option?

fines for failure to 
submit tax returns is not 

the only taxation risk

shouLd you buy a turnKey business in russia?
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standard taxation and accounting rules until 
at least January 1st of next year. And to use 
simplified taxation and accounting from 
next year an application must be submitted 
between October 1st and November 30th 
of this year. Also you need to check that 
the simplified taxation/account application 
specifies the taxable base that you need*, 
because the taxable base can also only be 
changed from January 1st of next year.

incorporation risks

The next category of risks to consider is 
incorporation risks. Organisational risks 
mean various violations or omissions that 
may have been committed by the person 

who set up the company you are thinking of 
buying. It has to be remembered here that 
the state registration procedure for legal 
entities does not require tax authorities to 
verify the correctness of the incorporation 
documents and completion of all pre-
registration formalities. The problem is, 
however, if any such violations or omissions 
were committed during the incorporation of 
the company, it can be liquidated by a court 
ruling regardless of how long it may have 
been in existence.

Perhaps the worst type of such violations is 
when non-existent property is recorded as 
making up part of the share capital or when 
the company is registered at a bogus or ‘bad’ 
legal address. A bad address may create lots 
of problems, such as difficulties with getting 
VAT refunds, problems during audits and 
complications in relations with customers, 
suppliers and banks. Non-existent property 
in the share capital can also cause a host 

of problems, because in this case once you 
buy a stake (shares) in the company you’re 
going to need to identify such non-existent 
property and replace it with your own assets. 
But even if all these issues are taken care of 
ASAP there’s still the risk that a court of law 
may find your company is null and void if it 
was incorporated with violations of the law.

financial risks

But the worst downside to buying an 
existing company is the fact that it may 
be head over heels in debt. And the real 
problem is that unlike the risks mentioned 
above there are no real mechanism to check 
all the obligations of an existing company. 

Think about it: the seal of the company 
you’re fixing to buy has been held for quite 
some time (often for quite a long time) by 
people you essentially know nothing about. 
They could have taken out a huge loan or 
entered into some contract or other on 
behalf of the company. 

And these actions may not be recorded in 
any of the company’s official accounting 
or other documents and even if there are 
records of such transactions, the sellers may 
choose not to show them to you until the 

purchase is finalised. What this means in 
effect is that you can never be 100% certain 
sure how many and what types of contracts 
the company you’re buying may have 
entered into, in fact you may eventually only 
learn about them when the other parties 
show up and demand your company perform 
its obligations under them.

Lost time risks

And finally, even if you’re buying a turnkey 
company from super honest people that 
you have every confidence in, you have to 
remember that after the purchase goes 
through time will have to be spent on 
officially handing over the stake you bought 
from the founders you bought the company 
from to you. You can hardly conduct 
business using an organisation whose 
unknown founder may show up at any time 
and appoint himself CEO, interfere in your 
business or just take away your money. 
This means that the Articles of Association 
have to be amended following all applicable 
corporate governance procedures and that 
takes time. 

In addition, you’re going to have to get 
all the amendments to the incorporation 
documents state-registered. And it should 
be noted there is no point to having the 
sellers do all this work for you because 
you’re going to have to recheck and verify 
everything yourself and then get an excerpt 
from the national register of legal entities to 
make sure that everything is legal and by 
the book. So one way or another, time will 
have to get spent on these things as well as 
on talking with registration authorities.

Alexey Kraynev,

Tax lawyer,

Exclusively for Russian Survey

resume

So to sum it up: on the one hand buying 
a turnkey business can really simplify 
and expedite the process of opening an 
operation in Russia. On the other hand, 
you still have to carefully (and probably 
even more carefully than in the event of 
setting up a new company from scratch) 
check and recheck all the documents of the 
company you’re fixing to buy. And you’re 
still going to have to go through registration 
formalities, plus there are some risks that 
the buy simply cannot eliminate complete. 

Therefore, it is our opinion that the most 
reliable and hassle-free way to establish 
an operation in Russia is to register a new 
company here from scratch and if you have 
some cash to spare, instead of spending it 
on a ‘turnkey’ company, it would be better 
spent on consultancy services to help you 
set up a new company of your own. And 
in our next issue we’ll have an article with 
plenty of hints on how to minimise the 
amount of time needed for registering a 
new company in Russia.

a bad address can 
create lots of problems 

for a company

*Under russian law the taxable base in simplified taxation/account can be either revenue or revenue less expenses

in OUr OPiniOn
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russia’s doMestic tourisM waits for custoMers 
and reaLLy needs investors

Russia has lost its importance in the 
eyes of foreign tourists. According to the 
statements by Dmitry Medvedev, the 
Head of the Russian Government, Russia 
has sunk in the global ranking of tourist 
destinations from the 59th place to the 
63rd. But, at the same time, the number 
of Russians annually going abroad to take 
sunbaths under the foreign sun and spend 
their money at the hospitable resorts has 
been growing. 

According to the Federal Tourism Agency 
(Rostourism), 15 million citizens of Russia 
went abroad in 2012 as tourists, which 
is a 6% increase on 2011. The most 
visited countries in 2012 were Turkey 
(2,516.100 people, 6% less than 2011), 
Egypt (1,906.600 people, 31% more than 
in 2011), China (1,328.800, 12% less), 
Thailand (885.100, 13% more) and Spain 
(792,000, 23% more).

As explained by Mr. Medinsky, Head of 
Rostourism, the average amount of money 
spent by a Russian tourist abroad reaches 
2,000 dollars per person for each trip. “An 
enormous amount! It is easy to imagine how 
our industry would benefit if some of that 
money could come back to us”. The Head 
of the Russian Government highlighted 
the importance of investments into private 
companies and private enterprises like it 
happens all over the world. 

So what hinders the development of this 
sector and where should one invest? What 
brings foreign tourists to Russia? Russian 
Survey asked  Marina Levchenko, the 
Director General of “Tari-Tour” company, 
all of these questions.

Could you please tell us who 
tourists coming to russia are, 
who are those who are interested 
in our country?

It might seem that foreign tourists are not 
numerous, but in fact their numbers have 
been growing annually. What’s more, we 

now meet the representatives of very exotic 
countries among them. In particular (except 
for tourists from the “traditional” countries, 
such as, for example, Germany, America, 
and Japan), in recent years there has been a 
significant increase in tourists coming from 
Australia, New Zealand, Taiwan. These 
tourists combine the journey to Russia 
with the trip to Europe. The majority of 
Australians, for instance, travel to Europe 
once in their lives, so they plan a 20-days 
tour spending 10 days in Russia. 

So I am sure that the increasing trend of 
visitors is obvious and will continue this 
year, as can be judged from reservations. 
The new generation of foreigner tourists 
has emerged; they are attracted by Russian 
cultural attractions: the Hermitage, the 
Moscow Kremlin. It should be noted that 
foreigners are interested in Russia, read a 
lot about it, and therefore they want to see 
our country.

which proves to be a greater 
attraction for tourists – big 
cities or the beauty of nature?

Due to the fact that tourists, especially 
those from distant countries, visit Russia 
once or twice, their routs go through 
Moscow, Saint-Petersburg, Novgorod 

the Great and cities of the Golden Ring. 
The number of people traveling for Baikal, 
Altai, or Kamchatka, indeed, may be called 
a trifle compared with the number of those 
traveling on standard tours.

If we talk about the future of Russia’s 
domestic tourism, it is in the automobile 
and bus tourism, but we need conditions 
for this. We need good roads, good and 
cheap hotels, that is to say basically, there 
is work to do. For instance, Moscow and St. 
Petersburg have achieved a really significant 
improvement of their infrastructure. There 
are hotels of almost all well-known brands 
such as Hilton, Marriott, etc.

I must say that prices are becoming friendlier 
because of competition on the market. Our 
travel programs are organized in such a 
way that tourists come to the capital for 
the weekend. This has its point - pricing 
at brand hotels is organised in such a way 
that weekday room rates are significantly 
higher than the weekend rates. In addition, 
the only way to see Moscow is on weekends 
because of our crazy traffic.

Moscow and St. Petersburg are presently 
very popular destinations at the present time 
among foreigners, because these cities are 
really very beautiful. For example, Moscow 
on a summer warm evening after the rain, 

for reference:

Founded in1993, the full service tour operator “Tari-Tour” mainly runs business in 
inbound and domestic tourism.

For domestic tourism “Tari-Tour” offers the visits of Kamchatka peninsula, lake Baikal, 
Karelia, vicinity of the Mt. Elbrus, Moscow, Saint-Petersburg, and trips to the cities of 
the Golden Ring.

Amongst foreign partners of the company are the world famous operators: Trafalgar Tour, 
Insight, Gulliver Travel (Great Britain), Kon-Tiki, Sandowners (Australia) and plenty of 
other well-known companies.

“Tari-Tour” LLC is a member of the Russian Union of Travel Industry and the American 
Association of Travel Agencies (ASTA).
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with its clean fresh pavements, beautiful 
lighting, is truly peerless. And even many 
Muscovites do not realise how beautiful our 
capital is.

Most daring tourists, of course, reach 
Kamchatka. This route is, for instance, 
very popular with Israeli tourists. Austrians 
are very fond of the North Caucasus, in 
particular, of course, of the Mount Elbrus. 
Among foreigners lovers of the Altai, Lake 
Baikal are also frequent, but compared to 
the total numbers it is still a drop in the 
bucket.

what are the reasons behind this 
situation?

The first is very expensive internal flights. 
Russia is a huge territory, to cross such a 
country is not the same as to travel from 
Paris to Normandy. A flight to Kamchatka 
takes 9 hours. And, additionally, tickets are 
insanely expensive, much more expensive 
than, let’s say, from Moscow to America.

The second reason is the infrastructure. Let 
us take, for example, the Lake Baikal. Yes, 
there is natural beauty there, but there is no 
infrastructure. Of course, a Russian tourist, 
if he wants, can live in 3 star hotels or below, 
but foreigners are accustomed to a certain 
amount of comfort. Tourist infrastructure is 
a fertile territory of Russia.

And also, for sure, – roads. So long as 
Russia will not have proper roads, the list of 
tourist destinations will be restricted to big 
cities, and, perhaps, Baikal and Kamchatka.

The same goes for Siberia – as long as 
there are no roads, as long as high ticket 
prices do not change, the idea of tourism 
development in these regions will remain 
mere contemplations, no more than that. 

I also want to add something about Russian 
visas. It is difficult enough to obtain a visa 

for our country, but, moreover, they are 
issued for a very limited period. For example, 
we are now able to get a Spanish visa for 
six months, for a year. But foreigners, for 
example, Germans coming to Russia receive 
Russian visas strictly for the period “from … 
until”. This is due to political decisions, the 
decisions of our Ministry of Foreign Affairs. 

Of course, work on relaxing visa regime is 
in full swing. In particular, “cruise tourists” 
can now obtain visas directly on the spot for 
48 hours. But for those who come here for a 
few days to get visa becomes a big problem. 
If the tour is delayed by a day or two, imagine 
that the plane does not depart, then these 
people have to prolong their visa, and our 
system does not allow doing this easily.

The problem again are the expensive flights. 
Freigners always fly with foreign airlines, 

which are much cheaper, than Russian 
ones.

what can you, as a real member 
of this sector of service market, 
advise to potential investors who 
wish to invest in this industry?

I can say that currently bus tourism is an 
absolute gap, both in big cities and in the 
province. Every time we face a situation 
where it is difficult to find a modern tourist 
bus in Moscow. What we have is an outdated 
bus fleet, which has existed since the 
perestroika times. The owners of cars bus 
fleets can not afford to update their buses, 
and travel agencies themselves do not have 
any extra funds to hold their own fleet.

There have been a number of attempts at 
foreign bus manufacturers to enter to our 
market, but so far there are no results. In 
fact, there is need to mitigate the tax and 
customs legislation, then the development 
of this market will go faster.

As for me, I can say that having some 
surplus funds, I would invest them in 
building a good bus fleet, and my services 
would always be in demand.

Sooner or later, normal highways will be 
constructed; in particular, the road linking 
Moscow to St. Petersburg and then tourists 
will be able to get from one capital to the 
other in 4–5 hours.

And, of course, there are great opportunities 
for financial and leasing companies. I repeat: 
to buy buses at their own expense – not all 
agencies can afford it. It is very difficult to 
get a credit at the moment because of the 
high interest rates and extremely onerous 
conditions. Therefore, the Russian tourism 
market requires normal offers from leasing 
companies.

federal auto-road M56 “Kolyma”

evening Moscow. Building of GUM
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what tourist destinations 
are supposed to be successful 
anyway?

No doubt, these are Moscow and Saint-
Petersburg; they have already become 
centers of tourism in Russia. Baikal, if this 
destination is promoted. Altai has been 
represented in all international exhibitions, 
currently it experiences a rapid growth in 
tourism, but it will take time until we see 
crowds of people leaving for Altai.

what about sochi? what do you 
think, will it be able to become a 
resort with global popularity?

I have just returned from Sochi where I 
visited the new hotels and other sites. Really 
impressive!

As a resort, it will, of course, continue to 
be an interesting place for Russians only if 
it will be able to compete with the already 
familiar Italy, Spain, and Nice in terms of 
prices.

As for foreign tourists, Sochi will be an 
attraction as a “Russia city of the future” 
because of the very interesting new Olympic 
objects and new projects that are going to 
endow the old resort a new cosmic scale. 
And all of this we might see at the Winter 
Olympic Games next year.

And that is where the touristic boom starts! 
But before this happens, it is necessary to 
work to achieve this and to invest a lot for 
this purpose.

Maria Zakharova,

Еxclusively for Russian Survey

rs poll

Would you like to visit Russia or have 
you already been there? Probably you 
would like to attend the winter Olympic 
Games in Sochi? 

Vote on the website 
http://www.russian-survey.com. 
We want to know – your opinion.

Baikal Lake in winter

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

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

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

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

The Russian electric power industry 
today is a state monopoly that still 
remains a high risk investment. 
Analysts concur that there is just too 
much uncertainty.

The RuSSIAN eLeCTRIC 
pOweR INDuSTRy: 
STILL IN TRANSITION
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