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1We believe that these measures alone will be insuf-
fi cient for doing away with stagna  on in Russia’s econ-
omy. The core of the ma  er is that the measures con-
sidered to be necessary for overcoming the stagna  on 
trend – no ma  er what its actual cause has been in the 
fi rst place, a generally unfavorable economic situa  on 
or some specifi c poli  cal developments, – should be 
those aiming at reducing the tax burden on commo-
dity producers, implemented in conjunc  on with 
some provisional measures designed to bring down 
the level of government expenditure. As long as busi-
nesses are properly func  oning, they create demand 
for workforce and form an independent market, while 
the government, by cu   ng its expenditures, reduces 
the demand for tax-generated revenues and, conse-
quently, the tax burden. However, if the aggregate tax 
burden is not reduced, and government expenditures, 
instead of being reduced, undergo a simple change 
of their structure (a shi   toward government invest-
ment), the nega  ve trend in economic development 
will, regre  ully, by no means be reversed. 

De-off shoriza  on will not provide any adequate 
solu  ons to the exis  ng problems, either – given the 
con  nuing decline of the economic development rate: 
if capital fl ees the country and is not going to return, 
Russian corporate tax agents will not be able to fi nd 
sources to compensate for their losses incurred as a 
result of toughening of their tax obliga  ons, and so 
they will rapidly lose their investors and be forced to 
shut down. 

1  A. Shtykina, Minfi n sostavil instruktsiiu po presecheniiu vy-
voda pribyli v ofshory [The RF Ministry of Finance has elaborated 
instruc  ons for preven  ng profi t ou  low to off shore zones]. See 
top.rbc.ru/economics/22/04/2014/919508.shtml;
Plan-perekhvat nalogov. Rosfi nmonitoring gotovitsia proverit’ ben-
efi tsiarov [The Tax Intercep  on Plan. Rosfi nmonitoring [Federal 
Financial Monitoring Service] is preparing to check on the benefi -
ciaries]. See kommersant.ru/doc/2444518.

The most noteworthy developments over the period under considera  on, against the backdrop of ever growing 
economic sanc  ons being imposed by the West and the resul  ng capital ou  low from Russia, are the asser-
 on, by Russian authori  es, of lack of any inten  on on their part to further increase the tax burden, as well as 

the measures suggested by the RF Ministry of Finance for the purpose of further de-off shoriza  on of Russia’s 
economy, as well as measures designed to increase the economic responsibility of Russian organiza  ons ac  ng 
as tax agents responsible for proper transfer of dividends and interest due to foreign investors on the basis of tax 
exemp  on mechanism in those instances when the said foreign investors are not iden  fi ed in accordance with 
Russian legisla  on as genuine benefi ciaries (owners) of such incomes1.

It would be technically easier to cut government ex-
penditures in condi  ons of deprecia  on of the na  on-
al currency, but the money thus saved will pro bably 
be spent on fulfi lling the RF President’s pre-elec  on 
promises to raise pensions, salaries and increase other 
social expenditures; in fact, this means that the sa-
vings created as a result of declining real incomes of 
some popula  on groups will be used to cover the con-
sumer spending by other groups, namely to support 
imports in order to improve the current consump  on 
level of socially vulnerable popula  on strata. In any 
event, Chairman of the RF Government Dmitry Med-
vedev, when repor  ng to the State Duma the results 
achieved by his government in 2013, spoke of the ne-
cessity to fulfi ll all the previously assumed social obli-
ga  ons2. It should be added though, that the govern-
ment’s chairman also men  oned the plan to cut by 
10% the number of Russian government offi  cials both 
at the regional and federal levels, in addi  on to the 
previously announced 20% cut. However, in reality this 
will hardly result in any true reduc  on in the amount 
of government expenditures. 

According to the RF Ministry of Finance, the main 
ways to sustain the revenue base of Russia’s budgets in 
the present situa  onи will be to reduce the number of 
tax exemp  ons (the Ministry es  mates that the losses 
of the federal and regional budgets resul  ng from tax 
exemp  ons have amounted to Rb 2 trillion3, and so 
now it is prepared to grant to regional authori  es the 
right to abolish the exemp  ons from regional and local 
taxes introduced at the federal level), and also to switch 
over to cadastre-based valua  on of the tax base for 

2  Dmitry Medvedev promised that any drama  c turna-
rounds in the economy will be avoided. See top.rbc.ru/poli-
 cs/22/04/2014/919615.shtml.

3  A. Kiselev. Moratorii nuzhno vves   ne tol’ko na l’goty, no i na 
vse drugie element naloga [A Moratorium Must Be Imposed Not 
Only on Tax Exemp  ons, But Also on Other Components of the 
Tax]. See kommersant.ru/doc/2453151, 15 April 2014.
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the tax on immovable property transferred to regional 
and local budgets (it should be men  oned in this con-
nec  on that the RF Government has recommended to 
the regions that they must not forcibly speed up this 
process). Besides, the RF Ministry of Finance has also 
somewhat so  ened (falling short of completely elimi-
na  ng them) the fi nancial risks created for the banking 
system by the economic sanc  ons introduced against 
Russia. In connec  on with the suspension, at the in-
tergovernmental level, of the nego  a  ons concerning 
the Russian Federa  on’s signing on to FATCA1, the RF 
Ministry of Finance developed altera  ons to RF legisla-
 on whereby Russian banks will be allowed to directly 

deal with US tax agencies (US IRS2) in the FATCA frame-
work3. However, un  l 1 January 2015 Russian banks 
will not be obliged to operate as tax agents for the 
IRS – that is, withhold and transfer to the US budget 
30% of the monies received in the accounts of US resi-
dents opened with those banks (so far, the banks will 
only be collec  ng informa  on on their clients). But if 
the issue as to recognizing Russian banks as enrolled 
tax agents by the US IRS is not properly regulated prior 
to the year-end of 2014, sanc  ons may be imposed 
on Russian banks in the form of suspension of their 
opera  ons or closure of their correspondent accounts 
with Western banks.

The worsening prospects for Russia’s economic de-
velopment have also triggered a search in the busi-
ness community for some mechanisms that can help 
prevent any further progress in the nega  ve trends. 
According to President of the Russian Union of Indus-
trialists and Entrepreneurs (RSPP) Alexander Shokhin, 
Russia is currently at a crossroads – ‘The mobiliza  on 
model for the economy, or a radical improvement of 
the business climate’. He suggested that the business 
community should stand for the la  er scenario at the 

1  FATCA (Foreign Account Tax Compliance Act) is a US tax law 
whereby non-resident banks are required to submit to the US In-
ternal Revenue Service informa  on on the opera  ons carried on 
in the accounts opened with those banks by US residents and the 
persons controlled by those US residents, and to act as tax agents 
with regard to opera  ons involving the handling of income derived 
from sources in the USA, to the extent of closing the accounts of 
non-complying clients. 
2  Internal Revenue Service.
3  O. Shestopal, Minfi n nashel vkhod v FATCA. Rossiskim bankam 
propisali pravila raboty s SShA [The RF Ministry of Finance Has 
Found an Entrance to FATCA. Russian Banks Have Been Prescribed 
Rules for Working with the USA]. See kommersant.ru/doc/2449026 
of 10 April 2014. ‘The altera  ons to Russian legisla  on have al-
lowed banks not only to directly inform the IRS on the accounts 
and opera  ons of US taxpayers in Russia without viola  ng there-
by Russian legisla  on, but also to close the accounts of those of 
them who avoids disclosing that informa  on. However, as before, 
Russian banks will not be able to act as tax agents before the IRS, 
which means that they s  ll be faced with the related risks – those 
of their correspondent accounts abroad being closed’. 

public reading of Business Ombudsman Boris Titov’s 
report at the Interna  onal Economic Forum in St. Pe-
tersburg in June4.

The well-known businessman and ex-leader of the 
Civic Pla  orm party Mikhail Prokhorov put forth his 
own solu  ons in the framework of his comprehensive 
program for Russia’s development 5. These solu  ons 
are clearly oriented to the interests of big businesses, 
and so they should be treated with cau  on. It is in-
deed possible that free access to hydrocarbon extrac-
 on granted, as he suggests, to private entrepreneurs 

may result in increasing output and lowering extrac-
 on costs. However, the demand on world raw materi-

als markets has for a long  me already been regulated 
through the use of produc  on and supply quotas, in 
order to maintain a stable level of world prices. In 
reality, free access of private capital to hydrocarbon 
extrac  on may only result in replacement of the key 
players in that market segment, with li  le eff ect to the 
na  onal economy at large. As for the proposal that 
land should no longer be divided into categories in ac-
cordance with its uses (agricultural land, land for hous-
ing development projects) and instead be placed on 
the market for free and unlimited circula  on, it must 
be remembered that land and subsoil alike are legisla-
 vely consolidated in joint ownership by the Federa-
 on and the Federa  on’s subjects, and represent the 

same type of natural monopoly as natural mineral re-
sources. A free commercial turnover of land can hardly 
be possible under a federa  ve mul  -na  onal state sys-
tem. In this sphere, there will always be a hierarchy 
of rela  onships at several levels: the Federa  on and 
a Federa  on’s subject; a Federa  on’s subject and the 
owner of a land plot. Land resources, similar to other 
natural resources, are subject to physical limits – that 
is, they cons  tute a state natural monopoly. A state 
natural monopoly is a special type of monopoly, it 
is based on every ci  zen’s right to enjoy the welfare 
produced by such a monopoly, and the government’s 
role (or func  on) – that is, the government’s service 
– consists in most effi  ciently governing that natural 
monopoly for the benefi t of en  re society. Natural 
monopoly, in our opinion, must be dis  nguished from 
other types of state monopoly, the crea  on of the lat-

4  V. Khamraev, Nas malo i nas vse men’she. Buzines-ombuds-
man Boris Titov gotovit doklad dlia prezidenta [There are Few of 
Us, and We Are Becoming Fewer S  ll. Business Ombudsman Boris 
Titov Is Preparing a Report for the President]. See kommersant.ru/
doc/2453139 15 April 2014.
5  NEP 2.0: ob oborone i nastuplenii [NEP 2.0: On Defense and 
Off ensive]. See kommersant.ru/doc/2453979. Mikhail Prokhorov: 
‘First, to launch a wave of private housing construc  on around big 
ci  es. For this to be done, land use categories must be abolished, 
and a mass of new land plots must be thrown on the free market, 
in order to radically reduce prices’.
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ter o  en  mes being mo  vated by factors other than 
economic and involving a ban of restric  ons on certain 
ac  vi  es (for example, a ban imposed by local authori-
 es on free parking in a city center, or the numerous 

types of mandatory licenses granted by government 
agencies for the right to render certain services1). An 
op  miza  on of the list of paid government services 
may indeed help in elimina  ng these unnecessary 
state monopolies. But Prokhorov’s proposals envi sage 
li  ing of any restric  ons specifi cally on the natural 
monopolies market. But absence of restric  ons on the 
circula  on of natural resources may give rise to con-
troversial consequences, and in any event it is unlikely 
that this measure may indeed promote innova  on de-
velopment of the economy. 

The issues of economic stagna  on in Russia and the 
need to put an end to it have also s  rred a stronger 
interest in the comprehensive package of technical 
measures suggested by the Interna  onal Monetary 
Fund (IMF) for dealing with the current fi nancial in-
stability Ukraine in the framework of the preliminary 
arrangement, announced on 28 March 2014, for a 
$ 14–18bn stand-by loan agreement. The aim of the 
suggested measures: ‘to try to immediately eliminate 
two big disbalances: fi scal and external’2. 

The ‘technology’ for exi  ng the crisis suggested by 
the IMF to Ukraine relies in the main on elimina  ng 
the external disbalance through deprecia  on of the 
na  onal currency. When a na  onal currency loses its 
value against world currencies, imports shrink (and 
so less currency is spent), and the condi  ons improve 
for exports (the equivalent of proceeds from exported 
product denominated in world currencies increased 
the amount of exporter profi t denominated in the na-
 onal currency, thus boos  ng produc  on effi  ciency).

A similar policy is currently being pursued by the RF 
Central Bank – the ruble’s free fl oa  ng coupled with 
a high key rate of refi nancing, to cut off  specula  ve 
market demand for ruble-denominated funds with the 
purpose of conver  ng them into world currencies. All 
these measures are designed to ensure priority de-
velopment of export-oriented non-raw-materials in-
dustries. The IMF experts have pointed out in connec-
 on with the situa  on in Ukraine that a country with 

1  The author fi rmly dis  nguishes between these licenses and 
the licenses issued, for example, by self-regulatory organiza  ons in 
response to newly emerged market demand for professional ser-
vices in a specifi c fi eld of economic ac  vity, with due regard for 
both the ecological safety standards and consumer safety stand-
ards established for a par  cular commodity (or work or service), 
and for average marker price of that commodity, so as to prevent 
a producer from capturing the market and establishing a single-
price monopoly as a sole provider of that commodity (or work or 
service). 
2  N. Petrova, Sushite salo [Start Hoarding Lard]. See kommer-
sant.ru/doc/2432559

a considerable defi cit in its foreign trade and current 
opera  ons accounts must have defi nitely made some 
mistakes in planning its exchange rate policy. Evidently, 
this considera  on is no news for Russian authori  es, 
either. It is not a coincidence that the RF President, in 
his conversa  ons during Direct Line with Vladimir Pu-
 n on 17 April 2014, confi rmed the RF government’s 

intent to s  ck to the budgetary rule, whereby the 
amount of oil proceeds gained in excess of planned 
budget oil price targets is earmarked for government 
reserve funds – even in face of a plumme  ng growth 
rate in the Russian economy3. By doing so, Russian au-
thori  es are trying to eliminate the eff ects of the raw 
materials factor on the processes of alloca  on of fun-
ding to cover government expenditures. This should 
be regarded as the manifesta  on of an effi  cient eco-
nomic policy, provided that, at the same  me, some 
mechanisms will be created for an ac  ve involvement 
of private businesses in structural changes in the na-
 onal economy. Ukraine and Russia are faced with 

somewhat similar problems in their post-Soviet econo-
mies, and so the methods applied in the a  empts to 
improve the economic situa  on in those two countries 
can be visibly correlated. Howe ver, there are also cer-
tain diff erences. Ukraine’s na  onal bank has imposed 
a ceiling on the amount of foreign currency sold to 
individuals (15 thousand hryvnas per day per bank). 
Besides, a levy of 0.5% is imposed on foreign currency 
purchases, earmarked for covering the Pension Fund 
of Ukraine’s defi cit. The goal of such measures is to 
bring down the demand for foreign currencies, while 
at the same  me preven  ng a complete isola  on of 
Ukraine’s market from the world market. Obviously, 
these measures resemble those introduced in Cyprus 
at the  me of the banking system’s crisis, or in Rus-
sia in 1998; they are probably inevitable in a situa  on 
when foreign currency ou  low cannot be halted. Rus-
sia possesses substan  al foreign currency reserves 
($ 481.1bn)4, which prevent the realiza  on of such a 
scenario. However, mush will depend on government 
policy, because over the period from late November 
2013 through April 2014, Russia’s gold and foreign cur-
rency reserves shrank by $ 40bn, or by nearly 8%.

The IMF’s recommenda  on that the number of mili-
tary personnel and government offi  cials should be re-
duced in order to bring down budget expenditures is a 

3  Pu  n prizval ne speshit’ s izmeneniem biudzhetnogo pravila 
[Pu  n Spoke against Any Hasty Altera  ons to the Budgetary Rule]. 
See ria.ru/economy/20140417/ 1004331592 от 17 April 2014. ‘Con-
sidering the risks in the world economy – not only those in our econ-
omy, I would s  ll not a  empt to alter the budgetary rule in a hurry. 
But this is a decision in the competence of the RF Government’, said 
Pu  n to mass media representa  ves a  er the broadcast of Direct 
Line with Vladimir Pu  n on Channel One in April 2014. 
4  See cbr.ru/hd_base/default.aspx?Pr  d=mrrf_m
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standard requirement at the  me of economic decline. 
Russia has managed to tackle that problem rela  vely 
painlessly, by freezing salaries at government budget-
funded ins  tu  ons and allowing these ins  tu  ons 
(subordinated to certain ministries – the RF Ministry of 
Health Care, the RF Ministry of Educa  on and Science, 
etc.), including the power structures (the RF Ministry 
of Internal Aff airs) to render commercial services to 
the popula  on, while at the same  me separa  ng the 
budget-funded and off -budget components of their 
ac  vity. Thus, a collapse of the budgetary system was 
prevented, and criminal racket as a means of market 
redistribu  on was not allowed to fl ourish (the build-
ings remained state property in spite of the bad fi nan-
cial situa  on faced by the management, while the go-
vernment offi  cials in charge of these ins  tu  ons could 
provide, on a paid basis, the government services that 
were in high demand on the market). This helped to 
curb the growth of government expenditures, while at 
the same  me sa  sfying society’s demand for govern-
ment services. As a result, in 2012 Russia succeeded 
in implemen  ng a very complex large-scale reform of 
budget-funded ins  tu  ons by reorganizing them into 
not-for-profi t organiza  ons or joint-stock socie  es 
without social upheavals. If Ukraine now simply carries 
out a one-  me massive cut in the number of civil ser-
vants and military personnel, it may soon have to deal 
with grave social problems. And this measure will by 
no means remove the problem associated with bud-
get defi cit, as the newly unemployed and their families 
will have to be kept at the budget’s expense (unem-
ployment benefi ts, the cost of budget-funded medical 
care), they will be faced social degrada  on – a factor 
preven  ng their successful adapta  on to the market 
situa  on.

Another controversial point in the economic trans-
forma  ons in Ukraine is the newly developed scheme 
for raising taxes. At present, taxes in Ukraine are com-
parable to those in Russia (value added tax (VAT) at a 
rate of 20%, tax on profi t at a rate of 18%). The levying 
of VAT on grain and pharmaceu  cal exports means that 
the export-oriented industries (the source of foreign 
currencies) will be deliberately destroyed, because 
these products will be made exempt from local VAT in 
the importer ерах countries, so the losses incurred by 
exporters will simply be increased by the amount of 
addi  onal domes  c VAT. The drama  c growth of pro-
duc  on costs will diminish the compe   ve capa city 
of these commodi  es on the external market (with 
their already well-established market prices and profi t 
rates). We believe that VAT must not be levied on ex-
ported market products. It is another ma  er that VAT 
transferred as advance payments, to be subsequently 
set off  (or refunded) a  er the sale of foreign currency 

received as proceeds (the mechanism that had been 
applied in Russia prior to the switchover to a system of 
bank guaranteed granted against advance payments 
of VAT on exports. 

In spite of the announced RF Government’s deci-
sion not to increase the tax burden un  l the end of 
the current poli  cal cycle – that is, un  l 20181, it can 
be assumed that the tax burden in this connec  on was 
not understood to include the so-called ‘infl a  on’ tax, 
when fl uctua  ons in the ruble’s exchange rate result in 
a redistribu  on of fi nancial resources across society: 
the government obtains some addi  onal ruble-denom-
inated resources, while individual ruble-denominated 
savings and current salaries are depleted of their for-
mer value. That is why the emergence of an addi  onal 
sum of approximately Rb 1 trillion is regarded by RF 
authori  es not as an addi  on to the exis  ng tax bur-
den, but as a supplementary source of internal funding 
for the government (these addi  onal funds, as stated 
by the RF Ministry of Economic Development, instead 
of covering running budget expenditures will replen-
ish the Na  onal Welfare Fund (NWF)2). Howe ver, RF 
authori  es should be cau  oned against any further at-
tempts to generate such ‘addi  onal resources denomi-
nated in rubles’, resul  ng from a specula  ve decline of 
the Russian na  onal currency’s exchange rate.

Any quan  ta  ve easing policy3 is always fraught 
with increased risks. But whilst the concentra  on of fi -
nancial resources in the US market results in price fl uc-
tua  ons in that country’s fi nancial markets (an equiva-
lent of rising fi nancial risks), the upshot of quan  ta  ve 
easing in other economies will be somewhat diff erent. 
Capital that is not ready to accept the excessive specu-
la  ve fi nancial risks on US markets will inevitably fl ow 
back into those developing markets where investment 
in real assets will produce a yield comparable to the 
return on investment in the developed economies, but 
cleared of fi nancial risks. If Russia’s na  onal currency’s 
exchange rate will con  nue to plummet at an acce-
lerated rate, a cheap US dollar will, most likely, cause 
further weakening of the ruble, or it will be altogether 
ousted – in other words, the result would be a hidden 
‘dollariza  on’ of all se  lements in domes  c economic 

1  ‘Shuvalov: the tax burden will not be increased in the nearest 
future. The document “Main Direc  ons of Tax Policy un  l 2017” 
will be extended to the end of the current poli  cal cycle – un  l 
2018’. See itar-tass.com/ekonomika/1105431 , 8 April 2014.
2  P. Mileshkin, Ulyukaev predskazal ekonomike svetloe budush-
chee. Oslableniie rublia pomozhet popolnit’ federal’nyi biudzhet 
na 900 milliardov [Ulyukaev Predicts a Bright Future for the Econ-
omy. The Ruble’s Weakening Will Help to Replenish the Federal 
Budget by Rb 900bn]. See utro.ru/ar  cles/2014/04/16/1189721.
shtml
3  This policy is understood by us as a policy aimed at sa  sfying 
the economy’s demand for fi nancial resources by means of ‘liquid-
ity injec  on’. 
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transac  ons, and the ruble will no longer be used as a 
currency for saving and capital accumula  on1. Russia 
has already experienced the consequences of a refusal 
to make se  lements in rubles – this was at the turn of 
last century. This problem cannot be solved by means 
of prohibitory legisla  on alone. Russia is s  ll impor  ng 
the bulk of consumer commodi  es in demand on her 
domes  c market. In view of a declining ruble, infl a  on-
ary expecta  ons will, most likely, be on the rise, thus 
pushing up the level of prices for imported consumer 
items. Similar problems will also be faced by those in-
vestors who take loans denominated in foreign curren-
cies on interna  onal markets in order to buy hi-tech 
equipment and technologies. As a result, investment 
in the moderniza  on of fi xed assets and development 
of the industrial produc  on base will be shrinking.

At present, it is impera  ve for Russia to pursue a 
very moderate labor remunera  on policy in the state 
sphere and the spheres closely linked thereto, abstain-
ing from the alloca  on of ‘addi  onal ruble-denominat-
ed funds’ to social expenditure items and the upkeep 
of the government. The Na  onal Welfare Fund is a 
government reserve, and so any money spent from it 
belongs to the category of government expenditure. 
We believe that, in a situa  on characterized by short-
age of aff ordable bank loans needed for revival of 
small and medium-sized businesses, it can be possible 
to re-channel some of the money earmarked for trans-
fer to the Na  onal Welfare Fund, for the fi nancing of 
commercial investment projects implemented under 
the joint control of representa  ves of government 
agencies, state corpora  ons and the business com-
munity. Funding can be channeled through several 
public non-governmental investment funds by means 
of short-term (for a period under one year) returnable 
investment (not to be spent on fi nancial assets, or to 
be used as a business turnover loan, or to cover com-
modity purchases, or to cover the costs of raw materi-
als extrac  on, etc.), the interest on which can be used 
by the investment funds to strengthen their fi nancial 
base. 

The most important norma  ve documents issued 
during the period under considera  on are as follows:

1. The RF Ministry of Finance’s le  er, of 9 April 
2014, No 03-00-RZ/16236 off ers clarifi ca  ons with 
regard to a number of issues concerning the exis  ng 
double taxa  on avoidance agreements (hereina  er to 
be referred to as Agreements) in the part of benefi t 
applica  on terms and tax agents’ liabili  es towards 
the RF budget. This le  er should be considered within 

1  Situa  ons when a stronger currency pushes out a weaker one 
have always been the rule rather than the excep  on in modern 
fi nancial history.

the context of an  -off shore measures being taken by 
the RF government.

The Ministry of Finance points out that for an en  ty 
to be recognized the actual (benefi cial) owner of the 
income, the relevant en  ty should not only be legally 
en  tled to receive the income, but it should also be 
an immediate benefi ciary, i.e., be en  tled to decide 
economically how and when to dispose of the income. 
Thus, the mere formal fact of ‘tax residency’ should not 
be deemed to be suffi  cient for an en  ty to be granted 
a tax benefi t. The case in point is some intermediate 
en   es situated in the countries which have signed 
bi-lateral double taxa  on avoidance agreements with 
Russia, but actually transfer the income received by 
Russian taxpayers to en   es that are residents in 
some other state, which has not signed a bi-lateral 
double taxa  on avoidance agreement with Russia. The 
RF Ministry of Finance explains that an intermediate 
en  ty, for example a conduit company2, should not be 
deemed to be an en  ty en  tled to actual ownership 
of the received income and to the corresponding tax 
benefi ts if such a company, despite its formal status 
of income owner in a transac  on with a person that 
is tax resident in the state where the source of that 
income is situated, has very limited authority over the 
said income, being in fact a trustee or manager ac  ng 
in the name of other interested par  es. The issue of 
requalifi ca  on of the subject of an interna  onal com-
mercial agreement clearly falls outside the jurisdic  on 
of the tax authori  es and poses a very tough task even 
for the judicial authori  es. At the same  me, by Ruling 
of the Plenum of the RF Supreme Arbitra  on Court, of 
30 July 2013, No 57 it has been established that a tax 
agent should be responsible for correctly calcula  ng 
the appropriate amount of the tax and for withholding 
it at the source (including the correctness of applica-
 on of the tax benefi ts (reduced rates and exemp  ons) 

envisaged by interna  onal double taxa  on avoidance 
agreements). As a result, all the risks for conduit com-
panies will became apparent and taken into account in 
advance. However, in the event of systemic non-recog-
ni  on, by the tax authori  es, of such companies’ right 
to tax benefi ts, coming hand in hand with hampering 
of their even most ordinary commercial transac  ons 
and coupled with the addi  onal administra  ve de-
mand that the ownership right, of a foreign resident, 
to the received income should be properly confi rmed, 

2  A conduit company (from French conduit – a pipe) is a holding 
company formed in order to reduce the amount of tax burden in 
the course of interna  onal transac  on by serving as a pipeline for 
income from one country to another. Conduit companies are usu-
ally established in countries (or territories) with so  er tax regimes 
or in countries that have signed bilateral double taxa  on avoid-
ance agreements. 
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Russian organiza  ons may easily lose their investors 
and, as a result, suff er considerable losses.   

It should be added that all these observa  ons and 
conclusions clearly point to the necessity, for Russia, 
to join the exis  ng interna  onal systems of automa  c 
informa  on exchange. However, it is likely that the 
current economic sanc  ons can make the se  lement 
of this issue in the nearest future all but impossible. In 
any case we believe that, in order to avoid a massive 
exodus of investors from the RF, any sanc  ons against 
Russian organiza  ons – tax agents should be imposed 
only a  er it has been proved that those tax agents are 
indeed misusing the tax benefi ts granted to them un-
der interna  onal agreements1.

2. Federal Law, of 2 April 2014, No 52-FZ has intro-
duced the following altera  ons to the RF Tax Code 
(RF TC): 

a) Taxpayers – physical persons paying property and 
transport taxes on the basis of tax no  ces are now 
obliged to submit, to the relevant tax body, the afore-
said tax no  ces and copies of the documents estab-
lishing (or cer  fying) their ownership rights to the re-
levant immovable property objects and (or) copies of 
the documents in confi rma  on of State registra  on of 
their motor vehicles. Such documents should be sub-
mi  ed to the relevant tax body in respect of each of 
the objects of taxa  on once a year, before 31 Decem-
ber of the year following the expired tax period. The 
failure (or delay) to submit the aforesaid informa  on 
should entail tax liability: a fi ne at a rate of 20% of the 
unpaid amount of tax;

b) As a result of the recent change in the status of 
budget-funded ins  tu  ons, whereby these have been 
made subject to Russia’s legisla  on on non-commer-
cial organiza  ons, those Federal Treasury’s bodies 
where the client accounts of budget-funded organiza-
 ons are operated, should be obliged to inform the tax 

relevant authori  es about the opening and closure of 
client accounts, as well as about any changes in the 
format of such accounts, exactly as it is done by the 
credit ins  tu  ons opera  ng the client accounts of tax-
payers; 

c) The simplifi ed taxa  on system, whereby exemp-
 ons are envisaged from the profi ts tax (except for the 

profi ts from the dividends and interest on government 
securi  es), from the property tax (except for the as-
sets which are taxed at their cadastral value), from VAT 

1  As follows from the clarifi ca  ons provided by the Cons  tu-
 onal Court of the Russian Federa  on (RF CC), interna  onal agree-

ments should be deemed to be an element of Russian Federa  on’s 
domes  c legisla  on, and therefore must be observed by all gov-
ernment ins  tu  ons on a regular basis, and not only in response 
to a court ruling. 

(except for VAT on imports), and a 6% rate of tax is set 
for income, or a 15% rate for the diff erence between 
income and expenses, has now been made available 
to organiza  ons established by budget-funded and 
autonomous ins  tu  ons for the purpose of materi-
alizing the results of the intellectual ac  vity of these 
budget-funded and autonomous ins  tu  ons in those 
cases when the exclusive rights to the results of the 
said intellectual ac  vity are not only held by these (sci-
en  fi c) budget-funded and autonomous ins  tu  ons 
in full, but are also held jointly with third par  es. The 
purpose of this decision is to give an impetus to said 
third par  es to increase their coopera  on with edu-
ca  onal and scien  fi c ins  tu  ons in business ma  ers 
and other joint ac  vi  es, as well as in implemen  ng 
the results of joint intellectual projects.

3. The RF Ministry of Finance’s le  er, of 27 January 
2014, No 03-11-09/2884 and the Federal Tax Service 
of Russia’s le  er, of 7 April 2014, No GD-4-3/6312@ 
contain a very important clarifi ca  on concerning the 
procedure for issuance of licenses to individual entre-
preneurs in 2014. 

In accordance with the RF TC, the tax for the patent 
issued to an individual entrepreneur should be calcu-
lated at 6% of the poten  al annual income expected 
to be received thereby within the framework of one or 
other business ac  vity. The amounts of poten  al an-
nual income should be established by the laws of the 
subjects of the Russian Federa  on (clause 7 of Ar  cle 
346.43 of the RF TC) for all types of entrepreneurial ac-
 vi  es in rela  on to which the patent system of taxa-
 on can be applied. At the same  me, the minimum 

amount of the poten  al annual income expected to 
be received by an individual entrepreneur cannot be 
less than Rb 100,000, while the maximum amount in 
the same instance cannot exceed Rb 1m. The mini-
mum and maximum amounts of the poten  al annual 
income expected to be received by an individual entre-
preneur are eligible for indexa  on by the defl ator coef-
fi cient set for the corresponding calendar year (ibid, 
clause 9). By Order of the RF Ministry of Economic De-
velopment, of 7 November 2013, No 652, the defl ator 
coeffi  cient for 2014 is set at 1.067.

According to legisla  on, a relevant tax body is 
obliged to issue a patent to an individual entrepreneur 
applying for it within 5 days since receiving the appli-
ca  on. Therefore the tax body does not have the right 
to reject this applica  on on the ground that the law of 
the corresponding RF subject, whereby the amounts 
of poten  al annual income expected to be received by 
individual entrepreneurs in the next calendar year is to 
be set, has not yet been adopted. Should this indeed 
be the case, then the cost of the patent is to be deter-
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mined on the basis of the ‘old’ ini  al data, to which the 
2014 defl ator-coeffi  cient should be applied.

As far as the status of individual entrepreneurs is 
concerned, the clarifi ca  ons provided by Russia’s Mi-
nistry of Finance and the Federal Tax Service (FTS) 
have, in fact, totally eliminated the danger of admin-
istra  ve procras  na  on that may result from delays in 
the passage, by one or other RF subject, of the relevant 
laws. In the event when the maximum and minimum 
amounts of poten  al annual income for some types of 
entrepreneurial ac  vi  es, established by the relevant 
RF subject’s law for 2014, are increased (or decreased) 
in comparison with those being rested on by the tax 
body when issuing the patent, the tax body should is-
sue to the taxpayer a new patent with the updated tax 
amount. 

4. It should be noted that the RF Ministry of Finance 
con  nues its frui  ul ac  vity aimed at removing all the 
other administra  ve obstacles that are economically 
counterproduc  ve for taxpayers. Thus, in the RF Mi-
nistry of Finance’s le  er, of 10 April 2014, No 03-03-
RZ/16288 it is noted that any primary documents at-
tes  ng to the validity and nature of produc  on costs, 
including the costs of hospitality, may serve as confi r-
ma  on of the fact of such costs having been incurred 
for profi ts tax purposes, including tax deduc  on. In 
par  cular, the document confi rming the validity of 
hospitality may be a summary report on expense ac-
counts, approved by the head of the organiza  on and 
confi rmed by relevant primary documents. 

5. The RF FTS’s le  er, of 7 April 2014, No GD-4-
3/6391@ clarifi es the issue  concerning the procedure 
for paying Mineral Resource Extrac  on Tax (MRET). 

In accordance with the RF TC, a MRET payer carry-
ing out mineral extrac  on at several sites situated in 
the territory of one subject of the Russian Federa  on, 
has the right to be registered with the tax authori  es 
of the territorial administra  ve unit where one of the 
above sites is situated. As far as the fi lling up of a tax 
declara  on is concerned, this means that the taxpayer 
should now enter, in sub-sec  on 20 of the Declara-
 on’s Sec  on ‘The Amount of Tax Payable to the Budg-

et’, the OKATO code of the municipal forma  on where 
the said taxpayer is registered as a MRET payer. Bear-
ing in mind that the RF Tax Code s  pulates that ‘the 
tract of sub-soil granted to the taxpayer for use shall 
be recognized to be the territory of the subject of the 
Russian Federa  on where the tract of sub-soil is situ-
ated’ (clause 1, Ar  cle 335 of the RF TC), the OKATO 
code of the tax body selected by the payer of MRET 
will by no means principally aff ect the iden  fi ca  on of 
the actual recipient of this income.    

The procedure for entering MRET revenues into 
various budgets is regulated by the budgetary legis-
la  on of the Russian Federa  on. The distribu  on of 
MRET revenues among the budgets of Russia’s budget 
system is carried out on the basis of the aggregate 
amount of tax receipts under the relevant code of the 
RF budget classifi ca  on. 

6. The RF FTS’s le  er, of 15 April 2014, No GD-4-
3/7123@ states that the free of charge transfer of 
ownership rights to excisable goods from one person to 
another, carried out for promo  onal purposes, should 
be deemed to be the sale of goods, and thus subject to 
excise duty. We believe that the tax authori  es should 
have been provided with a more precise clarifi ca  on 
in order to avoid any possible distor  ons of exis  ng 
legisla  on in the future. Promo  onal campaigns are 
designed to promote goods (or work, or services), and 
in this capacity they represent a form of adver  zing. 
Therefore they should be en  tled to the same benefi ts 
that are established for adver  zing goods (or work, or 
services). In par  cular, in accordance with the exis  ng 
procedure for the transfer of excisable goods (or work, 
or services) carried out for promo  onal purposes in 
the territory of the Russian Federa  on, the transfer, 
for adver  zing purposes, of goods (or work or servi-
ces) should be made exempt from VAT, provided that 
the cost of acquiring (or crea  ng) a unit of those goods 
(or work, or services) does not exceed 100 rubles (sub-
clause 25, clause 3, Ar  cle 149 of the RF TC). At the 
same  me, in accordance with clause 16 of Ar  cle 270 
of the RF TC, expenses in the form of the value of as-
sets (or work, or services), which are transferred free 
of charge, and expenses associated with such transfer, 
should not be taken into account when determining 
the tax base, and therefore should not be deemed to 
be tax-deduc  ble. 

7. Joint le  er of the RF Ministry of Finance and the 
RF FTS, of 4 April 2014, No GD-4-3/6132 specifi es the 
situa  ons where persons who are not payers of VAT 
should also be made exempt from the obliga  on to 
submit VAT declara  ons. According to the le  er, this 
exemp  on should be extended to: 1) those organi-
za  ons and individual entrepreneurs whose en  re 
amount of income received from the sale of goods (or 
work, or services) generated over the course of three 
previous successive calendar months does not exceed 
Rb 2m before VAT; 2) the taxpayers using the simplifi ed 
system of taxa  on (except for VAT on imports); 3) the 
payers of a single presump  ve income tax – within the 
framework of their entrepreneurial ac  vi  es subject 
to this tax (except for VAT on imports); 4) the payers 
of a single agricultural tax (except for VAT on imports); 



RUSSIAN ECONOMIC DEVELOPMENTS No. 5,  2014

58

and 5) entrepreneurs who have switched over to the 
patent taxa  on system.

8. Joint le  er of the RF Ministry of Finance and the 
RF FTS, of 24 March 2014, No BS-4-11/5295 communi-
cates to the tax authori  es the procedure for reconcil-
ing informa  on on immovable property entered into 
the Unifi ed State Register of Immovable Property and 
Transac  ons Therewith (EGPR) with informa  on con-
tained in the databases of regional authori  es of the 
Federal Tax Service. The purpose of the said procedure 
is to make it possible for the tax authori  es to  mely 
compose and issue tax no  ces to taxpayers, specifying 

the amount of their immovable property tax. In order 
to coordinate the ac  vi  es of the RF FTS and the EG-
PR, these federal ins  tu  ons have established a spe-
cial interdepartmental task force. The RF FTS was to 
submit the ini  al list of immovable property objects to 
the EGPR before 28 March 2014. The  me limit for the 
EGPR to consider the said list was set at 30 days. For 
our part, we believe that such interdepartmental task 
forces should operate on a permanent basis, because 
otherwise it would be technically diffi  cult to update 
on a  mely basis the lists of real property objects con-
tained in the databases of regional authori  es of the 
Federal Tax Service.


