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 1231. The InternaƟ onal Financial ReporƟ ng Stan dards 
(IFRS) are universally accepted standards for accounƟ ng 
and reporƟ ng despite that under the applicable law and 
regulaƟ ons in the Russian FederaƟ on they are only ap-

1  See the Federal Law of 27.06.2010, No. 208-FZ “On Consoli-
dated Financial Statements”. Consolidated fi nancial statements 
are to be prepared in addiƟ on to accounƟ ng statements in banks, 
insurance companies, and organizaƟ ons whose securiƟ es are listed 
in regulated markets. The statements will be subject to submis-
sion to parƟ cipants including shareholders of an organizaƟ on and 
the Central Bank of Russia beginning with the statements for the 
year following a year of its adopƟ on, but not earlier than the state-
ments for 2015. Согласно the Russian Government’s RegulaƟ on of 
25.02.2011 the decision to introduce the internaƟ onal standards 
document on the territory of the Russian FederaƟ on was made 
with regard to the document as a whole. The InformaƟ on LeƩ er 
of the Ministry of Finance of Russia explains that the offi  cial web-
site contains a Consolidated Version of the IFRS which includes the 
complete text of the IFRS which is duly accepted for the execu-
Ɵ on on the territory of the Russian FederaƟ on and contains all the 
amendments made to the standards in 2013. 
2  The informaƟ on is included into the expert analyƟ cal reports made 
by IC ConsultantPlus. See ConsultantPlus: Legal News. Special Issue. 
“Amendments to the provisions set forth in the Civil Code of the Rus-
sian FederaƟ on on transacƟ ons, establishment, meeƟ ngs’ resoluƟ ons, 
Ɵ me limit for claims, etc. (the Federal Law of 07.05.2013, No. 100-FZ)”: 
“2… LLC’s parƟ cipants may come to be enƟ tled to appropriate the en-
Ɵ re profi t of the company, not just its net profi t ….There is a plan to 
enƟ tle parƟ cipants of the limited liability companies to share the LLC’s 
enƟ re profi t, not only its net profi t as provided for by the applicable 
legislaƟ on. RespecƟ ve amendments are to be made to the provisions 
set forth in Clause 1, Subparagraph 7, Paragraph 2, ArƟ cle 33 of the 
Federal Law of 08.02.1998, No. 14-FZ “On Limited Liability Companies” 
(hereinaŌ er referred to as “the LLC Law”), regulaƟ ng the appropriaƟ on 
of profi t among the parƟ cipants of a company. The iniƟ aƟ ves contain a 
draŌ  prepared by the Ministry of Finance of Russia in conjuncƟ on with 
the Ministry of Economic Development of Russia”. 
3  Т. Едовина, О новом стандарте обмена информацией о на-
логоплательщиках kommersant.ru/doc/2407402 от 14.02.2014 г. 
[T. Edovina. On a new Common ReporƟ ng Standard (CRS), kommer-
sant.ru/doc/2407402 of 14.02.2014],. The new Common ReporƟ ng 
Standard (CRS) will be approved by G20 in Sydney as soon as next 
week – it is expected to be introduced unƟ l the end of 2015. 

plied to banks, insurance companies, and organizaƟ ons 
whose securiƟ es are listed in regulated markets. There-
fore, due to the Russia’s accession to the World Trade Or-
ganizaƟ on (WTO), these standards will gradually replace 
the Russian AccounƟ ng Standards (RAS). The Ministry 
of Finance of Russia and the Federal Tax Service of the 
Russian FederaƟ on (FTS of Russia) have a lot of work to 
do to integrate the IFRS methods into the Russian rules 
for tax base assessment. Of course, this objecƟ ve is not 
criƟ cal for the Ɵ me being, because Russia’s fi scal legisla-
Ɵ on just correlates with rather than relies on the RAS. It 
was designed this way so that fi scal law and regulaƟ ons 
have no eff ect on the amount of taxpayers’ tax liabiliƟ es. 
Anyway, there is close relaƟ onship between accounƟ ng 
and taxaƟ on. In making decisions on further producƟ on 
and investment acƟ viƟ es, parƟ cipants (shareholders) 
are also governed by the degree of tax burden on their 
business. Therefore, contradicƟ ons and inconsistencies 
in terminology and defi niƟ ons should be detected and 
transcribed (for example, realizaƟ on, revenues and ex-
penditures etc.). 

There are more serious challenges that will be dif-
fi cult to deal with. For instance, the defi niƟ on of con-
solidated group (consolidated fi nancial statements 
under the IFRS) and principles of consolidaƟ on which 
under IFRS 10 don’t allow consolidaƟ on of the parent 
company and its subsidiaries engaged in co-fi nanced 
investment in the same investee4. This issue has so far 
been addressed exactly the opposite in the Russian 

4  See IFRS 10, п. В101: “В 101. When an enƟ ty become s an in-
vestment enƟ ty, it ceases to consolidate its subsidiaries at the date 
of the change of status except for any subsidiary that it is required 
to conƟ nue to consolidate in accordance with clause 32.” (i.e. save 
for subsidiaries that provide services that relate only to the invest-
ment enƟ ty’s own investment acƟ viƟ es). 

New trends in Russia’s fi scal legislaƟ on emerged and developed in the period under review, January thru Febru-
ary 2014. First of all, having adopted the InternaƟ onal Financial ReporƟ ng Standards (IFRS),1 Russia is facing the 
challenge of approximaƟ ng the exisƟ ng schemes for the determinaƟ on of tax bases provided for by the Tax Code of 
the Russian FederaƟ on to the rules for the calculaƟ on of revenues and expenditures provided for by the IFRS. There 
is a second factor which may have an eff ect on reforming the fi scal framework, i.e. the amendments to the Civil 
Code of the Russian FederaƟ on which were iniƟ ated by previous Russia’s President D. A. Medvedev. The eff ect of the 
amendments to the Civil Code of the Russian FederaƟ on on fi scal relaƟ ons (under a draŌ  law “On Making Amend-
ments to the Federal Law On Limited Liability Companies as Related to the Procedure for DistribuƟ on of Profi t s” 
which is being under discussion unƟ l 21.02.2014)2 needs extra studying. The new Common ReporƟ ng Standard (CRS) 
commissioned by G20 and prepared by the OECD is going to be an important measure to prevent tax evasion, i.e. 
instead of providing data by request of tax authoriƟ es, it will be provided automaƟ cally when certain criteria are 
met (for example, when the balance of an account has reached $250,000, etc.)3.
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FederaƟ on: no limits are imposed on consolidaƟ on for 
the purpose of taxaƟ on of revenues and expenditures 
of the parent company and its subsidiaries, above all, 
when it comes to hydrocarbon producƟ on. 

Here are some facts to support. First, the Russia n 
legislaƟ on contains what is called “Investment part-
nership” which is regulated by the Federal Law of 
28.11.2011, No. 335-FZ “On the Investment Part-
nership”1 and imposes no limits whatsoever on joint 
investment acƟ vity of the parent company and its 
subsidiaries within an investment partnership. Se-
cond, the applicable Tax Code of the Russian Federa-
Ɵ on opts dividends out of the scope of consolidaƟ on2, 
whereas other terms of consolidaƟ on encourage con-
solidaƟ on of the parent company and its subsidiaries 
for the purpose of alleviaƟ ng the tax burden. Con-
solidaƟ on requires a huge stakeholding in the capital 
(at least 90%)3. Other consolidaƟ on criteria are more 
abstract: total share of VAT on internal turnover is at 
least Rb 10bn, revenues at least Rb 100bn, total assets 
at least Rb 300bn4. Given the fact that under Clause 4, 
ArƟ cle 105.14 of the Tax Code of the Russian Federa-
Ɵ on transacƟ ons between members of the same con-
solidated group of taxpayers may not be deemed to be 
consolidated, “save for transacƟ ons with a produced 
mineral resource subject to the mineral extracƟ on tax 
whose producƟ on is taxable at a tax rate established 
in percentage terms”5, transacƟ ons on hydrocarbon 
producƟ on between related parƟ es a priori don’t in-
clude any controlled transacƟ ons. Therefore, the cur-
rently exisƟ ng profi t tax scheme grants exclusive privi-
leges for alleviaƟ ng the tax burden on profi ts through 
consolidaƟ on of revenues and expenditures of related 
parƟ es producing hydrocarbons, thereby opƟ ng them 
out of the framework of transacƟ ons which are super-
vised by tax authoriƟ es in the context of seƫ  ng mar-
ket prices. And this scheme, in our opinion, isn’t quite 
in line with the consolidaƟ on principle provided for by 
the IFRS. It is understood that profi t tax allowances for 
consolidated taxpayers producing hydrocarbons can to 

1  Investment partnership is referred to a simple partnership 
agreement. 
2  According to Paragraph 1, ArƟ cle 278.1 of the Tax Code of the 
Russian FederaƟ on, the consolidated tax base contains no reve-
nues of the parƟ cipants in the consolidated group of taxpayers, 
which are subject to withholding tax at source (dividends) and the 
tax base which is subject to tax rates other than those established 
by Clause 1, ArƟ cle 284 of the Tax Code of the Russian FederaƟ on 
(this clause establishes a total tax rate of 20%). 
3  ArƟ cle 25.2 of the Tax Code of the Russian FederaƟ on. 
4  Ibid, Clause 5. 
5  According to Subparagraphs 9–15, Paragraph 2, ArƟ cle 342 
thereof, rates for hydrocarbons are actually determined in rubles 
as per producƟ on unit in physical measures, i.e. no hydrocarbon 
producƟ on whatsoever is to be included into the transacƟ ons cov-
ered by tax authoriƟ es. 

a certain extent be explained by the presence of mine-
ral extracƟ on tax which determines costs per unit of a 
produced mineral resource and consƟ tutes a sort of 
rent payments. However, rent payments should allow 
the manufacturer to generate average market rate of 
return in a market-driven economy. We believe, there-
fore, that opƟ ng transacƟ ons between related parƟ es 
producing hydrocarbons (even where the mineral ex-
tracƟ on tax is applied) out of the supervision of tax au-
thoriƟ es, providing the opportunity for unlimited con-
solidaƟ on of revenues and expenditures of the parent 
company and its subsidiaries creates an economically 
unreasonable profi t tax privilege for extracƟ ng mo-
nopolies and no barriers to the emergence of channels 
for tax evasion such as recognizing subsidiaries’ losses 
incurred from foreign trade transacƟ ons. 

RegreƩ ably, the adopted Russian version of the IFRS 
lacks a clear defi niƟ on of co-fi nanced investment in an 
investee, thereby giving rise to quesƟ ons. For instance, 
investment in the natural resource development un-
der the terms of a product-sharing agreement entered 
into between the parent company and its subsidia ries 
is co-fi nanced investment in an investee or a com-
mon producƟ on? What about obtaining a producƟ on 
license for a mineral deposit by the parent company 
and subsequent development of the deposit by its 
subsidiary? As a reminder, the answer to these ques-
Ɵ ons will determine the opportunity for consolidaƟ on 
of revenues and expenditures of the parent company 
and its subsidiaries for the purpose of determining a 
profi t tax base if the IFRS’s principles of consolidaƟ on 
are embedded into the Tax Code of the Russian Fede-
raƟ on.

The issue of determining a tax base in case of ap-
plying for tax purposes the rules provided for by IFRS 9 
which regulates the assessment of revenues and ex-
penditures on transacƟ ons with derivaƟ ves will need 
further analysis. There is a problem here, i.e. the IFRS 
apply the same rules for the assessment of private in-
come to common investors and organizaƟ ons as pro-
fessional parƟ cipants. The IFRS rely on market values 
rather than the assessment of revenues on a cash ba-
sis. It is specifi c methods of classifying revenues and 
expenditures as part of transacƟ ons and the rules for 
market-value appraisal of assets and liabiliƟ es that is 
the essence of accounƟ ng schemes of revenues and 
expenditures under the IFRS. As a reminder, the Tax 
Code of the Russian FederaƟ on recognizes a priori the 
actual transacƟ on value (save for related parƟ es) as 
the market value between independent counterpar-
Ɵ es. Unless Russian manufacturers and administrators 
of budget revenues master the way of making fi nancial 
statements provided for by the IFRS, there is no point 
to give up the applicable the Tax Code of the Russian 
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FederaƟ on, because it is fairly autonomous and defi nes 
the market value upon compleƟ on of a transacƟ on. 
In our opinion, however, the tax allowances granted 
under the Tax Code of the Russian FederaƟ on to large 
producers of hydrocarbons which explicitly allow ex-
tracƟ ng monopolies and their subsidiaries to keep 
their revenues at their own disposal and reduce the 
tax base of the federal budget and regional budgets 
should be revised. In our opinion, making adjustments 
to tax bases following the IFRS’s principles embedded 
in the Tax Code of the Russian FederaƟ on will help in-
crease budget revenues through the applicaƟ on of the 
internaƟ onally accepted rules for the determinaƟ on of 
market value and consolidaƟ on principles. 

2. There is another group of changes to the income 
tax rules which can be made due to the adjustment 
to the basic relaƟ ons in the Civil Code of the Russian 
Fede raƟ on. Let’s consider this in the context of a draŌ  
federal law “On Making Amendments to the Federal 
Law “On Limited Liability Companies” with Regard to 
the Procedure for DistribuƟ on of Profi ts”. In our opin-
ion, the draŌ  law is the authors’ aƩ empt to develop, 
using JSCs as an example, new universal schemes of 
taxaƟ on of revenues amid changes to the legal frame-
work regulaƟ ng ownership relaƟ ons within the frame-
works of the Civil Code of the Russian FederaƟ on. 

The amendments made by the Federal Law of 
07.05.2013 No. 100-FZ1 to the Civil Code of the Rus-
sian FederaƟ on off er quite a uƟ litarian approach to-
wards ownership protecƟ on: a transacƟ on which is 
seƩ led in contravenƟ on of the Law isn’t deemed to 
be illegal and automaƟ cally void but subject to legal 
proceedings, i.e. is deemed to be disputed. Such a 
radical change to approaches toward ownership rela-
Ɵ ons has some reasons – the court only will invesƟ gate 
into disputed transacƟ ons, thereby allowing business’s 
risks associated with declaring all related transacƟ ons 
illegal and void to be miƟ gated. InvalidaƟ ng an illegal 
transacƟ on or driving the same to a situaƟ on under 
which it is other wise brought in accordance with the 
Law becomes an opƟ on the parƟ es may chose during 
an adversary legal procedure. 

In that context, having detected a violaƟ on of the 
law in the transacƟ on, the tax service isn’t enƟ tled to 
dispute the same (only the parƟ es to transacƟ ons are 
allowed to do that). At the same Ɵ me, however, ac-
cepƟ ng the results of such a transacƟ on, tax authori-
Ɵ es assume the risk of incorrect calculaƟ on of budget 
revenues at lower levels (to where 80% of profi t tax 
revenues are appropriated). Therefore, in our opinion, 

1  The Federal Law of 07.05.2013, No. 100-FZ “On Making 
Amendments to Subparagraphs 4 and 5, Paragraph I, Clause 1, and 
ArƟ cle 1153 of Part 3 of the Civil Code of the Russian FederaƟ on”. 

the Ministry of Finance of Russia has found it unrea-
sonable to give up calculaƟ ng net profi t of OJSCs (using 
editorial and technical peculiariƟ es of the legislaƟ on 
on OJSCs) and allocate prior to profi t tax the enƟ re 
sum as diff erence between revenues and expenditures 
(gross profi t). In fact, it implies giving up on the classic 
profi t tax, the transiƟ on to a general scheme of taxa-
Ɵ on of total income, which can hardly be benefi cial for 
the Russian FederaƟ on at the present stage of its eco-
nomic development. 

Let’s illustrate the situaƟ on. Suppose the enƟ re 
profi t of a legal enƟ ty is shared among its parƟ cipants 
(founders) and the revenue, having passed through a 
chain of sharing, is ulƟ mately taxed on end benefi ciary 
parƟ es as physical bodies. Indeed, this seriously sim-
plifi es the system of taxaƟ on much simpler in technical 
terms and allows legal uncertainƟ es to be avoided in 
calculaƟ ng taxable profi t of the legal enƟ ty. However, 
the newly created value (the very same GDP) is con-
sisted of two main components, namely the invest-
ment income – return on investment (the diff erence 
between the revenue and aggregate costs) and the 
staff  compensaƟ on – revenue posted to manufactur-
ing costs. At present, the Russian FederaƟ on has both 
types of income which are subject to taxaƟ on as bud-
get tax revenues, while withholding tax on payments of 
dividends is subject to the terms of internaƟ onal dou-
ble taxaƟ on convenƟ ons, i.e. nonresidents are with-
held taxes to the budget at the source of dividends. 

Russia is a federal state. Giving up on calculaƟ on of 
taxable income generated on the territory of a region 
will deprive regional budgets2 of legal resources as tax 
on the profi t generated at the source of investment in-
come. Should such a scheme have been implemented, 
regions would have costly personal income tax (per-
sonal income tax) withheld from salaries and wages of 
those employed on a given territory, property tax, and 
some other taxes which are insignifi cant for regional 
budgets. Personal income tax, property tax, and other 
taxes have nothing to do with the results of entrepre-
neurial acƟ vity. A tax on a “new type of dividends” will 
be withheld at the domicile of nonresident recipients 
of dividends (foreign organizaƟ ons and physical bo-
dies), i.e. outside the territory of the Russian Federa-
Ɵ on. Since capital fl eeing the Russian FederaƟ on, the 
proposed scheme may be regarded as an aƩ empt to 
transform the Russian market fi scal framework to a 
some kind of colonial taxaƟ on scheme under which 
the enƟ re investment income is withdrawn from the 
territory of a colony, save for earned income tax (how-
ever, costs are normally subject to minimizaƟ on). In 

2  And, maybe, to Russia’s budget revenues generated from in-
vestment of capital if such capital is owned by a non-resident. 
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our opinion, the Ministry of Finance of Russia should 
analyze its proposals more thoroughly. 

In our opinion, since the colonial taxaƟ on scheme 
doesn’t fi t Russia, profi ts from entrepreneurial acƟ v-
ity must be subject to taxes withheld at the source of 
such profi ts, i.e. in the Russian FederaƟ on, and once 
the profi t tax is paid, net profi t may be paid as divi-
dends as it is currently the case. 

 
3. There is another issue which Russia’s monetary 

authoriƟ es have been trying to address – counter-
measures against off shore zones which are used for 
tax free (or minimal tax burden) appropriaƟ on of 
profi ts generated on the territory of a state within an-
other state which off ers a preferenƟ al tax treatment. 
Retained revenues of organizaƟ ons – Russian taxpay-
ers (in so far as it relates to refunded depreciaƟ on) – 
which are subsequently provided with the same sums 
as interest-bearing loans; other speculaƟ ons for the 
purpose to withdraw incomes1; transfers to foreign 

1  For example, operaƟ ons with bills: counterparƟ es have ex-
change bills, the Russian resident has honored the bill, whereas 
the foreigner has failed to do that, and the Russian resident has 
charged the loss to reserves created from pre-taxed profi ts. There-
fore, the laƩ er has transferred сold “cash” out the country and 
reduced the tax base in Russia. Bills can be replaced with mutual 
loans in the scheme. The use of such tax avoidance schemes is pos-
sible in no small part to the posiƟ on of highest judicial bo dies. For 
example, the Supreme Commercial Court of the Russian FederaƟ on 
(SCC Russia), considers legal automaƟ c off set of reciprocal claims 
for the purpose of tax base assessment required by tax authoriƟ es. 
See The Ruling of the Presidium of the Supreme Commercial Court 
of the Russian FederaƟ on of March 19, 2013, No. 13598/12 which 
was communicated by LeƩ er of the Ministry of Finance of Russia 
and the FTS of Russia of 24.12.2013 No. СА-4-7/23263 on the Re-
view of Tax Hearings at the Highest Judicial Bodies in 2013. In fact, 
the posiƟ on of the SCC of Russia brings to naught the objecƟ ve of 
prevenƟ ng tax-avoiding transfers to off shore zones. Despite that 
the Civil Code of Russia provides for no obligaƟ on to off set mu-
tual claims of counterparƟ es by court, the SCC Russia encharged 
tax authoriƟ es to accrue taxes irrespecƟ ve of whether or not the 
counterparƟ es have mutual liabiliƟ es, even though neƫ  ng of such 
liabiliƟ es would result in a fair level of tax burden. This creates 
protecƟ on for abusive taxpayers. In our opinion, amendments to 
redress the injusƟ ce resulƟ ng in the infringement of interests of 
good faith taxpayers should be made to the Tax Code of the Rus-
sian FederaƟ on.   
The pracƟ ce shows that introducing special provisions into the text 
of the Tax Code of the Russian FederaƟ on is basically the only ef-
fi cient method of counteracƟ ng tax avoidance. For instance, in its 
LeƩ er of 23.12.2013, No. 03-08-05/56706 the Ministry of Finance 
of Russia explains that ArƟ cle 269 of the Tax Code of the Russian 
FederaƟ on prohibits Russian organizaƟ ons as borrower to charge 
interest paid under a credit agreement to the expenses. Interest 
is accepted for deducƟ on with regard to controlled indebtedness. 
Controlled is deemed to be indebtedness to a foreign company 
holding more than a 20% stake in the borrower or to such com-
pany’s affi  liate, except that the Russian borrower’s indebtedness is 
three Ɵ mes its equity. An interest the borrower has paid over the 
esƟ mated amount is not accepted as expense and re-qualifi ed as 
dividends. 

trusts from physical bodies and legal enƟ Ɵ es (trusts 
are based on temporal transfer of ownership to third 
parƟ es, except that trust management relaƟ ons are 
not regulated by the civil legislaƟ on in the Russian 
FederaƟ on) with subsequent  provision of the same 
funds as interest-bearing loans or for the purpose of 
speculaƟ ons in the stock exchange are only a few of 
absolutely legal channels designed to avoid taxaƟ on. 
Such channels oŌ en lead to a formal posiƟ on of judi-
cial bodies treaƟ ng fi scal relaƟ ons as derivaƟ ve of civil 
law relaƟ ons. In its Ruling of 16.07.2013 No. 3372/13 
on the case No. А33-7762/2011 the Presidium of the 
Superior Commercial Court of Russia gave straighƞ or-
ward explanaƟ ons that only judicial procedure of col-
lecƟ ng addiƟ onally charged taxes is mandatory when 
tax authoriƟ es re-qualify the transacƟ on. 

As a result, it is not always that tax authoriƟ es can 
prevent capital leaking under transacƟ ons whose ad-
verse fi scal eff ects are evident, and given that such 
transacƟ ons are deemed to be legally legiƟ mate, they 
aren’t subject to control by the Federal Financial Moni-
toring Service of Russia. Detected facts of deformed 
tax burden should, in our opinion, be considered a rea-
son for making instant amendments to the Tax Code of 
the Russian FederaƟ on. The pracƟ ce shows that it is 
only explicitly defi ned wording in the Tax Code of the 
Russian FederaƟ on that has so far proved eff ecƟ ve for 
restraining channels designed to avoid taxaƟ on.   

Considering the objecƟ ve set by the President of 
Russia – counteract capital transfer to off shore zones, 
– fi nancial government agencies has brought up the 
quesƟ on of introducing the concept of resident with 
respect to Russian organizaƟ ons2. This implies that 
Russia is claiming that any Russian resident’s revenues 
generated through permanent establishments, trusts, 
and other forms of stakeholding in foreign residents 
should be subject to taxaƟ on. In other words, this is 
an aƩ empt to impose taxes on off shore revenues on 
the capital of Russian organizaƟ ons and physical bod-

In paying interest (including interest re-qualifi ed as dividend) to a 
foreign organizaƟ on, the Russian borrower is acƟ ng as fi scal agent 
and must accrue, withhold, and remit the profi t tax to the budget 
(Subparagraphs 1 and 3, Paragraph 1, ArƟ cle 308, Paragraph 2, 
ArƟ cle 310 of the Tax Code of the Russian FederaƟ on). In paying 
interest income, including that re-qualifi ed as dividend, to Russian 
organizaƟ ons, the Tax Code of the Russian FederaƟ on specifi es no 
obligaƟ on for the fi scal agent, therefore the Ministry of Finance of 
Russia explained that in internal relaƟ ons these revenues must not 
be subject to profi t tax at source. As one may see, formal grounds 
lead to absolutely diff erent tax consequences under similar trans-
acƟ ons, thereby trespassing against the principle of neutrality and 
equity of taxaƟ on. 
2  lenta.ru 30.01.2014 г. «Минфин предложил обложить 
налогом зарубежные «дочки» российских компаний». [Minfi n 
suggests that Russian companies’ foreign “subsidiaries” should be 
subject to taxaƟ on]. 
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ies. Will it help increase tax revenues? There is liƩ le 
chance for this: any capital invested in foreign resi-
dents’ shares or credited to accounts with foreign 
banks is automaƟ cally subject to immunity granted 
to their fi scal residents under the law and regulaƟ ons 
of such states. The experience of US tax authoriƟ es is 
a good illustraƟ on of the fact that this problem can-
not be resolved single-handedly: let’s recall the story 
about a long-lasƟ ng baƩ le between the US tax au-
thoriƟ es and Swiss banks, which came to the point 
that Swiss banks’ managers had to spend their vaca-
Ɵ on in Switzerland in fear of being held responsible 
under the US laws for condoning US residents’ money 
transfers to and concealing income in off shore banks. 
The United States imposed a 30% tax withholding US 
residents’ funds transferred to anonymous benefi ciar-
ies. A similar scheme was introduced in the Russian 
FederaƟ on last year, i.e. a 30% tax must be withheld 
from transferred dividends (interest), if no benefi ciar-
ies have been idenƟ fi ed. 

Economic authoriƟ es in the developed countries 
realize that such a soluƟ on is based on free-market re-
laƟ ons. This is why the new Common ReporƟ ng Stan-

dard (CRS) was commissioned by G20 and developed 
by the OrganizaƟ on for Economic CooperaƟ on (OECD). 
The Standard is intended to automaƟ cally exchange 
informaƟ on between tax authoriƟ es. This is, in our 
opinion, the best possible approach, fi rst, because it 
is cheaper than other means of collecƟ on informaƟ on, 
second, it ensures the transparency and therefore le-
giƟ macy of capital residence. 

Russia has been acƟ ve in cooperaƟ ng with the in-
ternaƟ onal community in terms of adopƟ ng the infor-
maƟ on exchange standard, because it should negoƟ -
ate the rules for determining the budget revenues 
base without entering into a confl ict with economic in-
terests of other countries in determining their budget 
revenues base. It helps to remember that the Russian 
FederaƟ on’s level of development diff ers from that 
of the OECD countries. Since the Russian budget sys-
tem was basically intended to automaƟ cally prevent 
sweeping loss of budget revenues amid crisis, it should 
be reformed with an abundance of cauƟ on. At present, 
although the prevailing two-pillar system of determin-
ing profi t tax bases in the Russian FederaƟ on doesn’t 
make taxaƟ on an obstacle to capital ouƞ low (which is 
unacceptable in the context of internaƟ onal market), it 
is sƟ ll able to temper the infl ow of speculaƟ ve capital 
to the domesƟ c market of commodiƟ es (works, servi-
ces), ensuring separate assessment of taxable incomes 
generated from producƟ on and in the fi nancial mar-
ket. Profi ts generated from the producƟ on of mineral 
resources, manufacturing of goods (works, services) 
are not reduced by losses from fi nancial operaƟ ons. 

Of course, businesses would like to aggregate losses 
in the fi nancial market with sales proceedings, e.g. 
hydrocarbons, but it is sƟ ll an excepƟ onal risk for the 
Russian budget system. The tax system scheme pre-
vailing in the Russian FederaƟ on is in agreement with 
the informaƟ on exchange standard and is only applied 
on its own territory. In our opinion, this scheme should 
be retained. 

Following listed are the explanaƟ ons and informa-
Ɵ on leƩ ers of tax authoriƟ es and other federal agen-
cies, as well as reviews of the tax-related rulings issued 
by highest judicial bodies in the period under review, 
which, in our opinion, are worth emphasizing. 

4. The LeƩ er of January 22, 2014 No. ЕД-4-2/738@ 
issued by the Ministry of Finance of Russia and the FTS 
of Russia explains the procedure for the applicaƟ on of 
the Russian Government’s RegulaƟ on of 25.08.2012 
No. 851 “On the Procedure for Federal ExecuƟ ve Bo-
dies to Disclose InformaƟ on on the PreparaƟ on of DraŌ  
Laws and RegulaƟ ons and the Results of Their Public 
Discussion” in preparing laws and regulaƟ ons of the 
Federal Tax Service of Russia. In parƟ cular, it is speci-
fi ed that noƟ fi caƟ ons on the preparaƟ on of such laws 
and regulaƟ ons are available on hƩ p://regulaƟ on.gov.
ru. The FTS of Russia considers proposals posted on 
the website. 

5. The Federal AnƟ -Monopoly Service of Russia 
(FAMS of Russia) ExplanaƟ ons of 24.01.2014 on the 
execuƟ on of the provisions of ArƟ cle 15 of the Fe deral 
Law of 26.07.2006 No. 135-FZ “On the ProtecƟ on of 
CompeƟ Ɵ on” are worth noƟ ng. The FAMS of Russia 
specifi ed, among the acƟ ons in providing public ser-
vices constraining the compeƟ Ɵ on, a service provision 
fee which is not provided for by the law and related by-
laws adopted by the consƟ tuent territories of the Rus-
sian FederaƟ on and municipal legal acts. In parƟ  cular, 
the FAMS of Russia explained that under Clause 7, Ar-
Ɵ cle 29 of the Federal Law “On Public and Municipal 
Services” from February 1, 2011 acƟ ons of organiza-
Ɵ ons engaged in providing public or municipal services 
associated with charging the fee for the provision of 
public (municipal) service may be recognized as viola-
Ɵ on of Paragraph 9, Clause 1, ArƟ cle 15 of the Federal 
Law “On the ProtecƟ on of CompeƟ Ɵ on”, if such a fee 
is not provided for by the Federal Law “On Taxes and 
Levies”, adopted federal laws, other related by-laws of 
the Russian FederaƟ on, legal acts adopted by the con-
sƟ tuent territories of the Russian FederaƟ on, munici-
pal legal acts. 

6. The FTS’s LeƩ er of 21.01.2014 No. GD-4-3/607 
explains that consistent with the amendments made 
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to the Russian-Cypriot Double TaxaƟ on Agreement, 
the income from immovable property shall also cover 
the income generated through real estate trusts, real 
estate unit funds or similar collecƟ ve forms of invest-
ment (Clause 5, ArƟ cle 6 thereof). 

Therefore, the income of a resident of the Republic 
of Cyprus from sale of investment units of a close-end 
unit fund whose property includes immovable pro perty 
located on the territory of the Russian FederaƟ on, sub-
ject to the provisions of Clause 1, ArƟ cle 13 thereof, 
shall be subject to taxaƟ on in the Russian FederaƟ on. 

The FTS of Russia should avoid using the “trust” 
term in its legal acts and leƩ ers, because the legisla-
Ɵ on of the Russian FederaƟ on has no defi niƟ on of 
“trust-based relaƟ ons” (a legal scheme of property 
trust management is applied in the Russian Federa-
Ɵ on). 

7. For the purpose of transferring excise revenues 
to regional budgets, the Ministry of Finance of Rus-
sia in its LeƩ er No. 02-08-05/1596 and the Trea-
sury of Russia in its LeƩ er No. 42-7.4-05/5.4-36 of 
20.01.2014 provided updated revenue distribuƟ on 
rates on oil products, as well as furnace oil: from Ja-
nuary 1, 2014 excises on oil products are to be trans-
ferred 28% to the federal budget, 72% to the budget 
of the consƟ tuent territories of the Russian Federa-
Ɵ on (except that withholdings from consƟ tuent ter-
ritories’ budget revenues to local budgets must be 
at least 10% under the laws of the consƟ tuent ter-
ritories). The furnace oil excise is to be paid in full 
(100%) to the budget of the consƟ tuent territories of 
the Russian FederaƟ on. 

8. The Russian Government ExecuƟ ve Order of Feb-
ruary 10, 2014, No. 162-r approved a roadmap for “En-
hancing Tax AdministraƟ on”. 

The list of measures includes important innova-
Ɵ ons, such as the FTS of Russia’s publishing of expla-
naƟ ons of the applicable reference intra- and inter-
documentary relaƟ ons allowing taxpayers to detect 
and correct errors prior to the submission of tax re-
turns (computaƟ ons) on diff erent taxes and levies to 
supervisors; not holding taxpayers liable for failure 
to comply with Ɵ me limits for the submission of tax 
returns in case of failure to Ɵ mely publish changes 
to reporƟ ng forms (through extending the period of 
submission of accounts for a period of delay of pub-
lishing) or in case of the taxpayer Ɵ mely submiƫ  ng 
accounts according to the previously approved form; 
extending the terms of submission of tax accounts 
(fi ve days, and 10 days for e-reporƟ ng); expanding 
the scope of e-interacƟ on between taxpayers and tax 
authoriƟ es; studying the possibility to introduce the 

insƟ tute of “preliminary fi scal consultancy” on the 
assessment of business situaƟ ons; developing a draŌ  
federal law regulaƟ ng fi scal consulƟ ng and fi scal con-
sultants’ liability, keeping it opƟ onal for being used 
by taxpayers; approximaƟ ng fi scal accounƟ ng and 
book-keeping; simplifying fi scal accounƟ ng, eliminat-
ing provisions interfering with the use of rules similar 
to the accounƟ ng rules for the purpose of determin-
ing a corporate profi t tax base; considering the pos-
sibility to apply the declaraƟ ve principle on refunding 
the value added tax (within the limits of previously 
paid value added tax for the preceding year) etc.

9. In its LeƩ er of 30.01.2014 No. BS-4-11/1561@ 
the FTS of Russia explained that upon a voluntary 
medical insurance agreement between an insurance 
company and employer for the benefi t of an em-
ployee, the employee shall be enƟ tled to social tax 
deducƟ on on the personal income tax on the ground 
of insurance contribuƟ ons withheld directly from the 
employee’s wage. 

10. The Review of Tax Hearings at the Presidium of 
the Supreme Commercial Court of the Russian Fede-
raƟ on (SCC Russia), the Supreme Court of the Russian 
FederaƟ on (SC Russia), as well as interpretaƟ on of the 
provisions of the law on taxes and levies provided in 
the rulings of the ConsƟ tuƟ onal Court of the Russian 
FederaƟ on (CC of Russia) in 2013 was presented in the 
LeƩ er of the Ministry of Finance of Russia and the FTS 
of Russia of December 24, 2013, No. СА-4-7/23263 
for the purpose of communicaƟ ng tax authoriƟ es and 
taxpayer s on rulings issued by highest judicial bodies 
on the key issues of taxaƟ on and reducƟ on the num-
ber of legal proceedings. The review includes abstracts 
of most essenƟ al rulings on all taxes adopted in 2013, 
as well as fi scal control and taxpayers’ liability for brea-
ching the tax legislaƟ on. 

Where the posiƟ on of highest judicial bodies diff ers 
from the posiƟ on set forth in the laws and regulaƟ ons 
issued by the Ministry of Finance of Russia and the FTS 
of Russia, the posiƟ on of the laƩ er is deemed to be 
changed from the date of a ruling issued by the former. 

 
11. The LeƩ er of the Ministry of Finance of Russia 

and the FTS of Russia of  January 29, 2014, No. GD-4-
3/1410@ provides a detailed explanaƟ on of how to 
apply a new system of measuring the level of deple-
Ɵ on of a subsoil area Cв (Св = N/Vо), determining iniƟ al 
recoverable reserves (Vо), cumulaƟ ve producƟ on (N) 
for the assessment of mineral extracƟ on tax for crude 
oil. AddiƟ onally, the LeƩ er explains that cumulaƟ ve 
oil producƟ on on a specifi c subsoil area (including 
producƟ on losses) for a reporƟ ng period of taxaƟ on 
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is determined on the basis of the data of the naƟ onal 
register of mineral reserves approved for the previous 
reporƟ ng year (Nt-1). The calculaƟ on method Cвt (Свt = 
=Nt-1 / Vo) for a respecƟ ve year allows taxpayers to indi-
vidually apply it for the assessment of mineral extrac-
Ɵ on tax for 2013. 

In simplifi ed form, the mineral extracƟ on tax rate 
for a parƟ cular subsoil area will be determined as (a 
ruble-denominated mineral extracƟ on tax rate estab-
lished by the Tax Code of the Russian FederaƟ on for 
the respecƟ ve year t) х (free market oil price dynamic s 
factor) х (Свt).


