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ISSUED IN THE PERIOD OF NOVEMBER-DECEMBER 2013

L.Anisimova

During the period under review, November-December 2013, fiscal policy guidelines were formulated in the Presi-
dent’s Address to the Federal Assembly on 12.12.2013 and his speech at the 9" Annual Press Conference on
19.12.2013. In particular, new tax schemes and allowances were announced. In our opinion, change of task
priorities and reorientation of federal financial entities to support a sustainable revenue base of the state is vital
amid stagnation. Develop a free market, ensure efficient performance of market players is critical in pursuing
the foregoing aims. Financial requlation of the economy goes beyond taxes. The greatest challenge is counteract

economic monopolies.

In his Annual Presidential Address to the Federal
Assembly and at the press conference President Pu-
tin described many proposals aimed at enhancing the
economic development in the Russian Federation.

The country’s top leaders consider it necessary
to resume the election of local government au-
thorities at the municipal level, i.e., mayoral elec-
tions. The currently unbalanced revenue base and
budget liabilities at this level will require measures
aimed at supporting local budgets: elaborate gen-
eral principles of organization of local self-govern-
ance, build-up of a strong, independent, solvent
power at the local level.

Local budgets are supposed to be strengthened
through making changes to the current patent system
so that legal entities and self-employed entrepreneurs
hire foreign labor force on the patent basis. The price
of a patent will be determined at a constituent terri-
tory of the Russian Federation. Buying a patent for a
certain period will allow a foreign worker to legitimize
his/her terms of employment while payment for the
patent strengthen the local budget revenue base and
prevent uncontrolled migration, because each patent
will be issued for a certain territory.

Measures of financial support to the regions were
announced. Regional costs on creating the infrastruc-
ture of industrial and technology parks, business incu-
bators are supposed to be compensated to a constitu-
ent territory of the Russian Federation through inter-
governmental transfers. Additional federal taxes levied
within three years from the enterprises located at such
territories will be the source of such transfers.

Preferential tax treatment allowed for new produc-
tion facilities located in the Far Eastern District and
Transbaikalia (except production of hydrocarbons) is
planned to be extended to the accelerated develop-
ment zones located in Eastern Siberia, the Krasnoyarsk
Territory and the Republic of Khakassia: a 5-year holi-
day for profit tax, mineral extraction tax (except crude

oil and natural gas), land tax, profit tax, a as well as
reduced insurance premium rate.

In addition, President Putin confirmed that gover-
nors are entitled to grant a 2-year tax holiday for new
small enterprises (businesses) engaged in the produc-
tion, social, and research areas, but the decision on
the introduction of such allowances will lay within the
scope of competence of governors (such a scheme was
adopted to compensate for short-received regional
budget revenues with the federal budget resources).

A special emphasis was paid to prevent further capi-
tal outflow through offshore zones. According to the
presented data, offshore zones account for 20% of the
Russia’s exports ($111bn) and 50% of the Russia’s in-
vestment. The issue is so vital that the Russian Govern-
ment is ready to revise its agreements on avoidance
of double taxation with the countries which grant a
preferential tax treatment, if tax authorities of such
countries fail to send to the Russian Federation the in-
formation of beneficiaries’ revenues from Russia. Rus-
sian organizations whose beneficiaries are hidden in
offshore zones are not supposed to either be allowed
to participate in public contract tenders, or receive
public guarantees.

A single federal portal of control measures with a
special ID assigned to each inspection is expected to
be created with a view to protecting business and re-
ducing corruption pressure. Information disclosure on
the portal will allow the initiator of an inspection, the
inspected entity, the motives of the inspecting body
to be identified, and the results of the inspection to
be seen.

In our opinion, priority financial objectives of the
contemporary economic development in the Russian
Federation should also include counteracting monop-
olies which exist in one guise or another and artificially
redistribute financial resources for their own benefit,
destroying a free market. Given a critical importance
of the task to develop a free domestic market in the
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Russian Federation in order to overcome economic
stagnation, the objectives of federal financial bodies
should be adjusted, in our opinion.

Let’s explain our point of view. Monopolization is a
natural way of market development. The mechanism
of monopolization is well described in the economic
(classical) literature. Monopolization is intended to get
rid of competitors and establish monopoly prices (be-
ginning with predatory price dumping and ending with
monopolistically high prices when other manufactu-
rers are gone) which later reaches the ceiling, thereby
redistributing public resources for the benefit of the
monopolist. Therefore, the monopoly price contains
a monopoly markup over monopolist costs which is a
variation of compulsory payments due by consumers
to the owners of the monopoly. Problems begin when
the monopoly needs powers of authority to forcibly re-
tain its monopoly status in the market. The monopoly
tends to ‘coalesce’ with the state at different levels for
the purpose of using the available state administration
body for its own benefit. Such a coalition is dangerous,
because state power authorities blink the fact that
the resources, which should go to the budget in a free
market, turn out to be available for the monopoly.

If the Russian Federation wants to be more attrac-
tive to investors, it should first of all focus on the ob-
jectives of control and development of the market
through indirect methods, without strong-arm in-
terference. A free market itself can detect and reject
monopoly when the latter just begins to destroy free
competition. It is at this stage when the state can most
efficiently counteract monopoly, but this requires con-
stant monitoring over the market conditions. Howe-
ver, the federal ministries and agencies can hardly yet
recognize free market promotion as their key objec-
tive to enhance the federal revenue base, instead they
replace this objective with the current task of looking
for resources to service ever growing federal expendi-
tures.

Following is an example. Substandard financial base
in the regions and local self-governments has long
turned out to be a serious issue for the federal budg-
et. Regional debts will unavoidably result in growth in
the Russia’s sovereign debt which has been growing
over the past few years!. Furthermore, the core fede-

1 «locponr Poccumn npeBbicuT goxoapl broaxKeTa yepes AecATb
net», cant lenta.ru ot 6.12.2013 [“Russia’s sovereign debt to ex-
ceed budget revenues in nine years”, lenta.ru dd. 06.12.2013].
«MuHPUH npegynpeamn, 4to K 2025 rogy rocaonr NpeBsbICUT J0X0Ab!
broarkeTa Ha 6,2 NpoueHTa, a K 2030 roay — Ha 22,7 npoueHTa. Poct
rocoonra YMHOBHUKM OOBACHUAM COKpaLLEeHMEM MOCTYMIEHUA OT
npveatnsaummn nocne 2018 roga. Takum obpasom, 3aMMCTBOBAHUSA
CTAHYT eANHCTBEHHbIM UCTOYHUMKOM GUHAHCMPOBaHWA aeduumTa, HO
33 UX CYET MOMKET ObITb MNOKPLIT AedUUUT B pasmepe He bonee 1,1-
1,2 npoueHTa BBIM» [“The Ministry of Finance has warned that Rus-

ral government authorities don’t get to the bottom of
the regional issues and deficit in the regional revenue
base, because there are not commissioned to do such
a task. The Ministry of Finance of Russia would rather
suggest to replace the governor of a region with budg-
et deficit than engage core ministries and arrange for
a systemic analysis of the causes of failures in the re-
gional revenue base?. The following chain lines up: fed-
eral budget issues will unavoidably keep aggravating
with degradation of the regional revenue base which
depends largely on small and medium-sized busi-
nesses, but the federal government authorities prefer
formal decisions (no npasy ‘Russia’s vertical power
structure’) to analysis of the reasons of weak activity
of small and medium-sized businesses. According to
the available information, it is regional and municipal
monopolies that constitute a key obstacle against the
development of the regional and local business. The
following happens, more or less. Certain firms or en-
trepreneurs purchase by themselves or through straw
parties commercial real estate in a region and offer for
rent to regular entrepreneurs, but either with large
floor spaces so that the lessee subsequently look for
a sub-lessee (the buy-or-pay principle), or the lessee
allows an entrepreneur to work without an agree-
ment, i.e., the latter has to run a shadow business,
pays a monopoly price to the lessor who in turn pays
the real property tax only. The lessee becomes lessor’s
hostage, because he actually would run an illegal busi-
ness. A large-scale inspection is impossible, because
of mismatch of the data available at the Tax Service
and the Federal Service for State Registration, Cadas-
tre and Cartography (Rosreestr). The regional level is
“too small” for the Federal Anti-Monopoly Service.
As a result, the Tax Service monitors — exclusively via
documents® — property tax revenues while the re-
gional budget base remains without revenues. In this
case, it would be better to announce a tax amnesty for

sia’s sovereign debt will exceed 6.2% budget revenues by 2025 and
22.7% by 2030. Public servants explained that the sovereign debt will
grow in response to reduction in revenues from privatization after
2018. Borrowings will therefore become the sole source of deficit fi-
nancing. However, borrowings can cover a deficit of not more than
1.1-1.2% of GDP”].

«MUWHOUH oLLeHNN HexBaTKy cpeacTs B broakeTe B 10 TpMAIMOHOB
pybneii», caiT lenta.ru ot 5.12.2013 [“The Ministry of Finance
estimates a Rb 10 trillion deficit in the budget”, lenta.ru dd.
05.12.2013]. «B pesynbrate rocyAapcTBEHHbIV AOAT BblpacTeT
NPUMEPHO Ha NONOBUHY, C HblHelWHnX 12 go 6onee 18 npoueHToB
BBIM» [“As a result, Russia’s sovereign debt will increase to account
for almost 50% of the current 12% to more than 18% of GDP”].

2 Regional financial problems can hardly be reduced to a federal
center’s simple statement of the fact of drastic increase of their tax
burden.

3 Regretfully, while the Tax Service and the Rosreestr have elec-
tronic databases, both of them have not been verified over the last
15 years.
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lessees and forcibly put the non-profit-making com-
mercial real estate to a public leasehold competition
on common basis at market prices. In our opinion, the
introduction of numerous tax regimes would provide
no adequate control of the situation, because they are
applied discretely and introduced according to formal
criteria. It is, therefore, important to expand the usage
of a universal criterion of potential income appraisal
of commercial real estate in the form of imputed tax
per unit area of non-residential premises — it should be
done to stimulate lessors to legally lease out such floor
spaces for commercial use.

In our opinion, analysis of the causes of problems
faced in starting and running small and medium-sized
businesses in specific regions (including anonymous
surveys) should be entered the list of top priority lines
of the federal executive authorities.

Regarding tax incentives for the economic develop-
ment, it implies in a general tax burden relief. However,
unfortunately, it is the policy of pin-point tax allowan-
ces that prevails in the Russian Federation. The lack of
any well-defined position towards non-expediency of
introduction of tax allowances often leads to strategi-
cally incorrect decisions. For instance, we repeatedly
warned on the impermissibility of granting tax allow-
ances to organizations which are engaged in specula-
tive trading (operations without economically feasible
sources of income) exposed to high risks, including
those secured by borrowings from third parties. It re-
fers to state support of dealers (not brokers) in specu-
lative trading in the financial market (they are entitled
to use profits before taxation, i.e., budget resources,
to build up provisions for impairment of securities),
application of an exclusively preferential (which was
previously applied to banks only) procedure for charg-
ing losses and even short-received speculative interest
building up the profit of microfinance organizations,
etc, to the account of the budget. The situation in
western countries differs. In the United States, banks
may not use their capital to purchase securities?. Spe-

1 E.MepvmuHcKaa «Bonkep» nonpasut 6aHku «[lpasuio
Bonkepa» — pesontouna B 6aHKkoBckoi cucteme CLUA, cait gaze-
ta.ru ot 11.12.2013. «B 6aHkoBcKol cucteme CLUA pesontouumsa:
perynaTopbl NPUHAAM «npaBuno Bonkepa», KoTopoe 3anpewaeT
6aHKam 3apabaTtbiBaTb Ha cnekynsauuax. ...lpasuno 3anpewaer
6aHKaM TOPros/t0 LEHHbIMWM Bymaramm 3a cYeT COBCTBEHHbIX
cpeacts, TO ecTb TOprosble onepauMu Ans cobCcTBEHHOM
npmbbinn...leatenbHoctb 6aHKOB Ha Oupxke Tenepb MoOXKeT
NPOXOAMTb TONIbKO B MHTEPECAX K/IMEHTOB, UM B KayecTBe mar-
ket-maker, Korga 6aHK NPUHMMAET PUCKM XPaHEHUA U TOProBaAU
bymaramu onpeaeneHHoOro sMWUTEHTa, WUAW AN MUHUMMMU3ALMU
puUCcKoB (xeaxuposaHue). ..MpaBuao HassaHo B 4YecTb [lona
Bonkepa — rnasbl Peapesepsa B 1979-1987 rogax. Bosikep Hassan
NOBbIWEHHY aKTUBHOCTb GAHKOB Ha (GOHAOBOM PbIHKE OAHOWN
M3 npuynH Kpusmca 2008 roga v NpeasoXua 3aKoHOAATE/IbHO

culations are considered dangerous for the financial
market, because they encourage players towards risk
transactions (the higher is the risk, the higher is the
profit), the higher is the demand for risk assets (so is
their speculative price), the higher are the risks. In the
end, a financial crisis turns out to be more destructive,
because playing risks resembles a pyramid scheme, re-
sulting in a little number of high-profit gainers and a
great number of those who pay high risks with their
hard-earned money. In our case, the state at its own
account provides extra hedging (by granting exclusive
tax allowances) for professional speculators’ risks.

Indeed, anti-evasion measures in the Russian Fede-
ration are facing problems and slow rate of introduc-
tion of most efficient counteraction methods into
practice. A good illustration of this is the Letter dd. Oc-
tober 31, 2013, No. CA-4-9/19592 of the Ministry of Fi-
nance of Russia and the Federal Tax Service of Russia.

The foregoing Letter was prepared with a view to
improving the quality of control measures and contains
a review of the practice of consideration of taxpayers’
complaints and tax-related disputes on unjustified tax
benefit at arbitration courts. The review covers a set
of arbitration cases in which the Supreme Commer-
cial Court of the Russian Federation took the part of
tax authorities. The Federal Tax Service of Russia pro-
vides detail description of each lawsuit, the essence
of tax violation, and the documented evidence of the
tax violation presented in the course of legal proceed-
ings. Therefore, the review contains a list of the vio-
lations which tax authorities should focus on in their
day-to-day operation, as well as a standard method of
evidence collection and documentation for each spe-
cific case so that tax authorities can make a standard
evidence base which allows to win a lawsuit concern-
ing similar tax violations.

The review pays a special attention towards the
method of collection of evidence showing that taxpay-
ers’ business transactions formally meet the require-
ments of the applicable tax laws and regulations, but

orpaHnumnTth ee. «MpasBuio BosKkepa» cTano KAOYEBbIM NMYHKTOM
¢durHaHcoBoW pedopmbl Joaaa — PpaHka» [E. Meriminskaya ““Vol-
cker” will repair banks. The “Volcker Rule” is a revolution in the
U.S. banking system”, gazeta.ru ot 11.12.2013. “A revolution in the
U.S. banking system: Regulators have adopted the “Volcker Rule”
which bans speculation-based earnings for banks. ...Under the rule,
banks may not trade in securities with their own equity, i.e., trade
for their own profit ...From now on banks may operate in the stock
exchange for the benefit of their customers, or as market-makers,
when a bank assumes risks of safekeeping and trade in securities
of a specific issuer, or for mitigation of risks (hedging). ... The rule
was named after Paul Volcker, the Head of the FRS in the period of
1979 thru 1987. Volcker explained that banks’ hyperactivity in the
stock market was a cause of the crisis in 2008 and suggested that
such an activity should be legally restricted. The “Volcker Rule” be-
came the key point of the Dodd-Frank financial reform”].
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have no reasonable business goal other than unjus-
tified preferential tax terms. This is a most challeng-
ing tasks, because tax authorities have to dispute the
contents of contractual relations. Tax authorities are
found themselves engaged in a hard, low-performance
paperwork, because agreements (contracts) differ and
there is no way to find a standard approach in such a
situation. Such a paperwork is very costly and requires
top-class professionals.

It seems to be time to rely on financial efficiency
of tax administration in selecting methods of control,
controlling a gain in budget revenues against Rb 1,0 of
extra labor (wage) costs at the Federal Tax Service of
Russia and its territorial branches. Engagement of a big
number of tax authorities in numerous legal proceed-
ings to struggle “for each pretty penny” might actually
result in unreasonable increase in administration costs
and create illusive struggling for budget revenues.

In our opinion, tax authorities should focus prima-
rily on channels of tax-free transfers under cross-bor-
der transactions and a consistent work on the elimi-
nation of tax allowances in the applicable laws and
regulations. It is these methods of tax evasion that
may cause heaviest losses for the budget. Our position
needs explanation. It is hard to hide turnovers for the
purpose of indirect taxation (VAT and excises) in case
of minimized tax allowances, because VAT is based on
the conflict of interests between the suppliers and the
buyer: sorted and decrypted information on transac-
tions and turnover volumes automatically goes to tax
authorities. Hidden profit in the production sector will
unavoidably become evident in individuals” consump-
tion and may be taxed within individuals’ personal
income. A method of matching personal income with
expenses is used for the provision of evidence. This is
a standard practice for tax authorities at many coun-
tries, because large expenses are documented. In the
Russian Federation, however, this mechanism has not
been widely used and introduced for public servants
only.

Cross-border transactions constitute the key chan-
nels of VAT and excise evasion while income tax ex-
emption (tax allowances) constitutes the key channels
of income tax evasion (nbrotbl). For instance, in case of
profit tax allowance, such profit has already acquired
the status of corporate equity. If, for instance, a large
hydrocarbon company purchases (at a high price)
products from any enterprises which are entitled to
profit tax allowance, the price of the products and
(allowable) profit of such enterprises begin to grow
instantly. However, the higher is the price, the higher
are the costs and the lower the (taxable) profit of the
hydrocarbon company. As soon as transactions are
closed, profit (withdrawn from taxation) may either re-

turn to the hydrocarbon company as investment or in-
terest-bearing loan, or may be used for distribution of
dividends at reduced rates, or may be simply credited
to accounts and shared in other countries (outside the
Russia’s jurisdiction). There are many such enterprises
entitled to tax allowances can be established. One may
understand why the Russian Government wants to fa-
cilitate business development in the country, but it
only can be resolved by reducing a general level of tax
burden, not through tax allowances. Unlikewise, tax al-
lowances will preserve outdated production facilities,
artificially overstating their profitability, or can be used
to transfer income without taxation to other jurisdic-
tions (not necessarily offshore ones).

Following are the documents which were adopted
in the period of November thru December 2013 and
are worth mentioning.

1. The Russian Government Regulation of
30.11.2013, No. 1101 established the maximum value
(Rb 624,000) of the assessment base for insurance
premiums at public extrabudgetary funds (the Pension
Fund of Russia, the Social Insurance Fund, the Federal
Compulsory Medical Insurance Fund), which is to take
effect on 01.01.2014. In addition, the Federal Law of
02.12.2013 No. 333-FZ retained the current level of
tariff rates (total — 30%, including the Pension Fund
of Russia — 22%, the Social Insurance Fund — 2.9%,
the Federal Compulsory Medical Insurance Fund —
5.1%). Contributions above the maximum threshold
(Rb 624,000) established by the Russian Government
Regulation are to be paid at a 10% rate to the Pension
Fund of Russia only.

Preferential treatment will remain in force until 2018
for organizations and entrepreneurs entitled to simpli-
fied tax system for the types of economic activity list-
ed in Clause 8, Part 1, Article 58 of the Federal Law of
24.07.2009 No. 212-FZ (hereinafter referred to as the
Federal Law No. 212-FZ); for pharmacy organizations
entitled to single tax on imputed earnings, which are
covered by Clause 10, Part 1, Article 58 of the Federal
Law No. 212-FZ; for non-profit organizations engaged in
the provision of social services, R&D, culture and pop-
ular sports (Clause 11 Part 1 Article 58 of the Federal
Law 212-FZ), which are covered by the simplified taxa-
tion system, and some other organizations covered by
Clause 14, Part 1, Article 58 of the Federal Law 212-FZ.
Such organizations are to pay contributions at a reduced
rate of 20% to the Pension Fund of Russia only.

2. The Federal Law of 02.12.2013 No. 323-FZ es-
tablished that tariffs of premiums of compulsory so-
cial insurance against work injuries and occupational
diseases will remain unchanged (0.2%) in 2014 and the
planning period of 2015 and 2016.
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3. The Federal Law of 02.12.2013 No. 336-FZ es-
tablished that the minimum wage will increase to
Rb 5554 monthly from January 1, 2014. The minimum
wage is used to determine a taxable base for the as-
sessment of insurance premiums at public extrabudg-
etary funds by self-employed entrepreneurs, lawyers,
notaries, and other persons engaged in private prac-
tice according to Article 14 of the Federal Law No. 212-
FZ.

4. The Board of the Eurasian Economic Commis-
sion’s Decision of December 2, 2013, No. 279 provided
significant explanations to the rules of application of
the method designed to determine a customs com-
modity cost on the basis of the cost of transaction with
imported goods, which refer to the method of recogni-
tion of costs embedded into the customs commodity
cost. This method is intended to prevent improper
overstatement of customs commodity cost in order to
artificially distribute sales proceedings among foreign
trade participants. The arrangement about qualifica-
tion of costs under foreign trade transactions at the in-
ternational level into those which are to be embedded
into the customs cost (direct) and those which are to
be allocated to overall performance of a counterparty
(indirect) is very important for equitable distribution
of the revenue base among the budgets of different
states.

Article 5 of the Agreement of 25.01.2008 “On the
Determination of the Customs Cost of Commodities
Moved Through the Customs Border of the Customs
Union” establishes the costs embedded into the cost
of commodities, in particular, they refer to a contract
for international carriage, license agreement, etc.

Buyer’s personal costs (save for the costs provided
for by Article 5 thereof are not deemed to be indirect
and embedded into the customs cost of imported
goods), if such costs have no effect on the price of
goods established by the seller. For instance, if the
buyer conducts at his own account an independent
examination of the goods to be purchased, the costs
of such examination (testing) may not be a term of the
purchase and sale contract, the examination may not
change the condition of the goods to be purchased
and therefore is not to be deemed to be a part of the
equipment manufacturing process. Therefore, the
costs of such examination may not be embedded into
the customs cost of goods and are fully covered by the
buyer.

5. The Federal Law of 2.12.2013 No. 345-FZ made
amendments to Article 855 of the Civil Code of Russia.
The priority of debit transfers if there are insufficient
resources to satisfy claims of all creditors was harmo-
nized with the Ruling of the Constitutional Court of
the Russian Federation dd. 23.12.1997, No. 21-P. Tax

authorities’ orders to write off and transfer arrears on
taxes and levies to the budgets of the budget system
of the Russian Federation, as well as orders issued by
authorities which control payment of insurance premi-
ums to write off and transfer insurance premiums to
the budget of public extrabudgetary funds are classi-
fied as third priority along with payment documents
providing for transfer or disbursement of funds to pay
labor remuneration to persons employed under a la-
bor contract (agreement). Writs of execution on other
monetary claims are classified as fourth priority.

6. The Order of the Ministry of Economic Develop-
ment of Russia dd. 07.11.2013, No. 652 “On the Estab-
lishment of Deflator Coefficients (DCs) for 2014” was
officially published in November 2013, a little bit later
than it was expected. Deflator coefficients are used for
the adjustment of tax bases for certain types of taxes
(personal income tax, simplified tax system, single tax
on imputed earnings, and patent tax system (PTS).

The Order of the Ministry of Economic Develop-
ment approved the following values of deflator coef-
ficients for 2014:

e The deflator coefficient required for calcula-
tion of fixed advanced payments on personal
income tax payable by foreign nationals em-
ployed by individuals in the Russian Federation
on a patient basis, — 1,216;

e The deflator coefficient required for calculation
of an upper threshold of organization’s earn-
ings with a view to switching to the simplified
tax system, —1,067;

e The deflator coefficient required for calculation
of a tax base for the single tax on imputed earn-
ings, —1,672;

e The deflator coefficient required for calculation
of a lower and upper value of potential annual
earnings of the self-employed entrepreneur for
the purpose of assessment of the tax payable if
the patent tax system is applied — 1,067.

The Letter of the Ministry of Finance of Russia and
the Federal Tax Service of Russia of December 4, 2013,
No. GD-4-3/21750 explained that lower and upper val-
ues of earnings of self-employed entrepreneurs enti-
tled to the patent tax system which are established by
the laws and regulations of the constituent entities of
the Russian Federation may not be less than the lower
and upper value which is determined on the basis of
the DC established for 2014 by the Ministry of Eco-
nomic Development (the lower value is not less than
Rb 106,7 thousand while the upper value is Rb 1067,0
thousand).

According to the estimates made by ConsultantPlus
experts, monthly advance payment of personal in-
come tax for a patent purchased by a foreign individual
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employed by Russian individuals on the basis of the DC
established for 2014 in the Regulation of the Ministry
of Economic Development (1,216) will be Rb 1216.

For the purpose of application of the simplified
tax system (1,067), the deflator coefficient adjusts
the upper threshold of earnings over nine months of
the current year, thus allowing the simplified tax sys-
tem to be applied in the year to come, and the up-
per threshold of current year earnings above which
the taxpayer loses such entitlement. The foregoing
limits are Rb 48,015m and Rb 64,02m respectively
given the adopted DC.

The tax base of the single tax on imputed earnings
is calculated by multiplying the basic revenue per type
of activity established in the Tax Code of the Russian
Federation by the adjusting factor (K2) established by
regional government authorities and the deflator coef-
ficient (K1) determined by the Ministry of Economic
Development. The DC1, which was established in
2014, is 1,672.

7. The Federal Law dd. 25.11.2013 No. 317-FZ (with
regard to healthcare) made amendments into the Tax
Code of Russia.

Under a new version, VAT exemption covers not
only physicians in private practice, but also self-em-
ployed entrepreneurs engaged in medical activities
(i.e., those engaged in the provision of medical servic-
es) on a constant basis (perhaps, paramedics, nurses,
etc.). Specified were operations of VAT-exempted state
unitary enterprises — an explicit list of services of or-
ganizations providing drug dependency treatment,
residential social service institutions for persons with
mental disorders, etc. was included.

Amendments concerning the procedure for grant-
ing tax exemption or applying a reduced (10%) VAT
rate upon sales of medical products were adopted.
Since the Federal Law introduced a new universal defi-
nition — “drugs intended for medical use and medical
products”, — let’s dwell on the potential problems that
might occur here.

The laws and regulations in force: the Russian Go-
vernment Regulation of 15.09.2008, No. 688 approved
a Medical Products Code List as consistent with the
All-Russian Product Classifier (OK 005-93), which are
subject to a 10% VAT rate upon sale thereof, as well
as a Medical Products Code List as consistent with the
Foreign Economic Activity Commodity Classification
of Russia (RF FEACC), which are subject to a 10% tax
rate on imports to the customs territory of Russia; the
Russian Government Regulation of January 17, 2002,
No. 19 approved a List of Vital, Essential and Necessary
Medical Equipment exempted from VAT on the terri-
tory of the Russian Federation pursuant to Articles 149
and 150 of the Tax Code of Russia.

Thus, a disputable situation may arise from Janu-
ary 1, 2014 when VAT exemption is granted, because
the common term “medical products” will be used in-
stead of “medical equipment” and “medical goods”. To
avoid any problems, one should be governed by the
position of the Ministry of Finance of Russia which con-
siders a registration certificate of a product with the
code specified in the aforementioned lists approved
by the Russian Government Regulations as the key
condition for granting tax exemption or a 10% prefe-
rential tax rate. The case is that Part 4, Article 38 of the
Federal Law of 21.11.2011, No. 323-FZ “On the Health-
care Principles in the Russian Federation” prohibits
distribution on the territory of the Russian Federation
of medical products other than those which are duly
registered according to the procedure established by
the Government of Russia. The conflict of terminology
is settled by holding a registration certificate and di-
rect reference to the code of a given product in the
lists approved by the Government of Russia.

The permanent registration certificate issued during
registration of medical products (medical equipment)
is valid until January 1, 2017. Such permanent certifi-
cates are subject to replacement with a new form of
registration certificates upon the foregoing date.

Article 333.32.2 was introduced into the Tax Code
of Russia, under which the value of a state duty pay-
able for legally significant actions during state regis-
tration of medical products will be determined from
December 25, 2013. In addition, allied types of state
duties were provided for.

From January 1, 2014 tangible costs incurred for the
assessment of the Single Agricultural Tax will include
the cost of medicines for veterinary purposes only
(amendments to Article 346.5 of the Tax Code of Rus-
sia).

8. The Letter of the Federal Tax Service of Russia of
November 26, 2013, No. GD-4-3/21097 and the Let-
ter of the Ministry of Finance of Russia of 07.11.2013
No. 03-01-13/01/47571 provided a procedure for es-
tablishing a single law enforcement practice in the Rus-
sian Federation. The point at issue is that in the case
when explanatory letters of the Ministry of Finance of
Russia and/or the Federal Tax Service of Russia fail to
comply with the rulings issued by highest judicial agen-
cies, such letters of the Ministry of Finance of Russia
and/or the Federal Tax Service of Russia are deemed
to be cancelled from the date of official publication of
the rulings of such highest judicial agencies (including
posting of such rulings and letters on official websites).
In executing their powers, the Ministry of Finance of
Russia and the Federal Tax Service of Russia are to be
governed from the same date by the foregoing rulings
and letters issued by highest judicial agencies.



