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1The Russian government appears not yet to be 
ready to drasƟ cally cut budget spending2. Expenditure 
restraint measures provided for by the anƟ -crisis plan 
were launched in July–August 2015, but the level and 
the scheme of the restraints are unlikely to be able to 
release the overall tax burden on manufacturers. For 
instance, it is set forth in the plan of anƟ -crisis measures 
that some social-oriented compensaƟ ons will cease to 
be indexed beginning with 2015 and amounts due will 
be carried forward and recovered in future periods3. It 
is obvious that the expenditure have no criƟ cal eff ect 
on the federal budget defi cit. As a reminder, the IMF 
recommended the Russian authoriƟ es to cut govern-
ment spending by 10% of GDP4.

Budget sustainability amid crisis can be achieved by 
retaining the revenue base of budgets in addiƟ on to 
spending cuts. This is a challenge indeed. The Russian 
government in Ɵ mes of crisis is experiencing harder 
pressure by major taxpayers such as mineral extracƟ on 
monopolies seeking ways to ease the tax burden on 
the acƟ viƟ es they consider most criƟ cal, in parƟ cular, 

1 “Ulyukayev: the Russian economy has hit the boƩ om”. 
Available at: izvesƟ a.ru/news/590385 dated 25 August 2015.
2 First and foremost: increase the reƟ rement age, reduce the 
number of supervisory and control enƟ Ɵ es, government staff  
costs, abandon the priority support to mineral extracƟ on and 
fi nancial state-run corporaƟ ons.
3 Russian Government ExecuƟ ve Order No. 840 dated 
13 August 2015 suspended beginning with 2015 a few of the 
social-oriented legal acts of the Russian Government for the pur-
pose of the Federal Law “On the Federal Budget for 2015 and the 
Planning Period of 2016 and 2017, including execuƟ ve order dat-
ed 12 October 2010 No. 813 “On indexaƟ on of funeral costs and 
grants”; execuƟ ve order dated 16 December 2014 No. 1371 “On 
indexaƟ on of the annual fi nancial compensaƟ on to disabled per-
sons for costs on guide-dog upkeeping and veterinary aƩ endance; 
от 18 December 2014 No. 1411 “On indexaƟ on of compensaƟ ons 
and other payments to the ciƟ zens exposed to radiaƟ on as a result 
of the disaster at the Chernobyl Nuclear Plant, the ProducƟ on 
AssociaƟ on Mayak, and the disposal of radioacƟ ve waste in the 
Techa River, nuclear weapon tests at the SemipalaƟ nsk test site. 
4 Edovina T, “The IMF prepares budget cuts for Russia. 
Government spending are recommended to cut 10% of GDP”, 
Available at: kommersant.ru/doc/2781656 от 4 August 2015.

The Russian economy, according to the Russian Economic Development Ministry, “has hit the bo  om, and Q4 
results will be markedly be  er than the Q3 ones”1. It is telling that the situa  on developed at the end of August 
almost mirrors that at the end of December 2014, but there has been no panic so far. Russia’s interna  onal 
reserves remain at $362bn, the Russian Central Bank has not interfered with the ruble exchange rate. As of H1 
end, 2015, some enterprises have began to show profi ts, thus contribu  ng to a be  er picture of regional budgets 
which have begun to receive advanced payments on the profi t tax.

they want the mineral extracƟ on tax to be abolished. 
Oil producers and the Russian Ministry of Industry and 
Trade (MinPromTorg) have ratcheted up their require-
ments for replacing the mineral extracƟ on tax with the 
fi nancial result tax (FRT). To prevent uncontrolled loss 
of budget revenues in the criƟ cal period of 2016, the 
Russian Finance Ministry (MinFin) has suggested that 
a bill on added income tax (AIT) as replacement of the 
FRT should be draŌ ed and approved in 20165 as an 
alternaƟ ve to the “tax maneuver” proposed by the oil 
producing community. 

While the mineral extracƟ on tax involves payment 
of a fi xed amount per each ton of produced crude oil, 
the FRT and the AIT link the tax amount with total rev-
enues generated by a project. The FRT is a tax levied 
on the diff erence between oil sales revenues and costs 
of oil producƟ on and transportaƟ on given accelerat-
ed depreciaƟ on of current (not accumulated) capital 
investment in a project (40% over 4 years). The FRT 
is applied to only acƟ ve oil fi elds (with easy-to-access 
mineral resources). The AIT base is revenue less pro-
ducƟ on costs and all capital investment, but the rate 
is fl oaƟ ng and depends on Р-factor (the accumulated 
revenue/accumulated costs raƟ o). In other words, tax 
burden will growth with profi tability. It is our opin-
ion that this is a more fair and holisƟ c approach to oil 
producƟ on taxaƟ on which sets a higher tax rate on 
the producƟ on in fi elds with easy-to-access oil and 
a lower one on those with hard-to-access crude oil. 
However both approaches are exposed to the risk of 
unbalancing the current budget revenue base. Since 
the iniƟ al stage of implemenƟ ng mineral extracƟ on 
projects tends to involve high capital spending, one 
should expect budget sources to reduce considerably 

5  Papchenkova M, Fadeyeva A., Starinskaya, “The MinFin pro-
poses its version of tax reform for the oil sector. MinFin fears 
that the version approved by the Russian government may pose 
risks for the budget”. Available at: vedomosƟ .ru/economics/
arƟ cles/2015/08/03/603159-minfi n-predlozhit-svoyu-reformu-
nalogooblozheniya-neŌ yanoi-otrasli dated 3 August 2015. 
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compared to generaƟ ng budget revenues from each 
ton of produced crude oil (as with the mineral extrac-
Ɵ on tax). It is therefore our opinion that it would be 
reasonable to conƟ nue employing the current scheme 
unƟ l the crisis is over. 

In addiƟ on, one shouldn’t overlook that the prob-
lem of replacing the mineral extracƟ on tax with the 
FRT or the AIT involves another level of confl ict of 
interests, i.e. between the federal budget and the 
regional budgets. The mineral extracƟ on tax is a part 
of federal budget revenues, whereas the FRT and 
the AIT is the fi nancial result (profi t) tax on a project. 
Under the currently applicable tax law, the profi t tax is 
levied at 18% to the regional budgets and at 2% to the 
federal budget. 

Excise duƟ es and the transportaƟ on tax are the key 
sources which feed regional road funds (the regions 
use such funds to fi nance road construcƟ on). The 
excise duƟ es have been lowered by replacing customs 
duƟ es with the mineral extracƟ on tax. Unlike customs 
duƟ es, the mineral extracƟ on tax is recognized as costs, 
and therefore the replacement of the amount, which 
has ceased to be a part of the federal budget revenue, 
of tax duƟ es levied on the selling price given the excise 
tax, with an amount equal to the mineral extracƟ on 
tax, has resulted in higher costs. The introducƟ on of 
mineral extracƟ on tax has resulted in the excise duty 
being assessed from a bigger tax base. The excise tax 
has been reduced in order to prevent increase in the 
price of oil and petrochemicals. This has resulted in 
less revenues for regional road funds. For the purpose 
of compensaƟ ng the regions for losses, they have 
been enƟ tled to the enƟ re excise duty on oil and gas 
condensate (the excise duty was previously shared 
among the federal budget and the regional budg-
ets). According to specialists, the regional road funds’ 
losses have not been compensated in full1. President 
Vladimir PuƟ n has commissioned the Russian govern-
ment to fi nd a way of making inter-budget transfers 
from the federal budget to the regions for the purpose 
of road maintenance.

Moreover, there are more illustraƟ ons showing 
that the crisis has sharpened the issue of distribuƟ ng 
the revenue base among the federal budget and the 
regional (local) budgets. Another line will be consid-
ered as part of the analysis of an updated version of the 
Guidelines of the Tax Policy in the Russian FederaƟ on 
for 2016 and the Planning Period of 2017 and 2018.

A serious channel of tax-free revenue fl ow out of  the 
Russian FederaƟ on was blocked in July–August 2015. 
The Moscow District Commercial Court ruled that 

1  Buranov I., “All the roads lead to money. Vladimir PuƟ n com-
missions the government to fi nd money by all means.”. Available 
at: kommersant.ru/doc/2785180 dated 10 August 2015.

expenses of a transnaƟ onal corporaƟ on (TNC) head 
offi  ce located outside the Russian FederaƟ on, which 
are not confi rmed by documents to meet the require-
ments of the Russian laws and regulaƟ ons, should not 
be recognized as for tax purposes regarding the profi t 
of the representaƟ ve offi  ce of the transnaƟ onal cor-
poraƟ on (TNC)2. Indeed, this is a signifi cant precedent 
case in the way of protecƟ ng the budget revenue base 
of the Russian FederaƟ on. The point is that according 
to the common rules, the permanent representaƟ ve 
offi  ce of a corporaƟ on operaƟ ng on the territory of 
the Russian FederaƟ on is treated as separate taxpayer 
at the place of its tax registraƟ on (i.e. in the Russian 
FederaƟ on) with regard to the revenues generated 
from business acƟ viƟ es conducted on the territory of 
the Russian FederaƟ on and the related costs incurred 
by the representaƟ ve offi  ce. The corporaƟ on itself 
is taxpayer at the place of tax registraƟ on, therefore 
the corporaƟ on’s costs has nothing to do with the 
acƟ viƟ es conducted by its permanent representaƟ ve 
offi  ce. The permanent representaƟ ve offi  ce is not legal 
enƟ ty, therefore the tax it has paid may be recognized 
as general liabiliƟ es on the profi t (income) tax at the 
place of tax registraƟ on of the corporaƟ on itself. Prior 
to the foregoing court ruling was awarded, taxed rev-
enues from selling goods imported by the TNC to the 
territory of the Russian FederaƟ on were considerably 
understated because expenses incurred by foreign 
enƟ Ɵ es of such corporaƟ ons were deducted in their 
Russian representaƟ ve offi  ces. The 47 Moscow Tax 
Offi  ce (with which foreign companies are registered) 
reports that this scheme was employed by almost 90% 
of foreign companies. A similar channel for tax avoid-
ance is employed through seƩ lements between the 
head offi  ce and the subsidiaries (affi  liated companies) 
of the corporaƟ on, which were established on the ter-
ritory of the Russian FederaƟ on. In this case, all kinds 
of consulƟ ng agreements may be entered into, royalty 
payments for brand use eff ected, etc. A possibility to 
interdict such channels is refl ected in the defi niƟ on 
of expenses set forth in the Russian Tax Code (TC RF), 
which covers not only “documented” deductable 
expenses, but also “economically reasonable” expens-
es, i.e. the terms of exempƟ on for such expenses were 
envisaged in the text thereof on the very date when 
the Tax Code was adopted, but thereaŌ er courts were 
not ready to apply this regulaƟ on.

Another precedent case which is important in terms 
of protecƟ ng the interests of the Russian budget is a 
ruling of the Northwestern District Commercial Court 
(the court ruling dated 28 July 2015, case No. A56-

2  Shtykina A., Titov S., “Tax authoriƟ es win an emblemaƟ c dis-
pute against a foreign law fi rm”. Available at: top.rbc.ru/economic
s/27/07/2015/55b64d8d9a7947ea1f7c9acd dated 27 July 2015.
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61078/2014) which recognized as taxable income the 
capitalized interest paid to a foreign enƟ ty under a 
credit agreement. According to the terms of the credit 
agreement which was considered by the court at the 
hearing, the period of interest accrual to the foreign 
lender began from the date of loan and lasted unƟ l 
each calendar year. The interest must be added to the 
principal amount of the loan at the end of each calen-
dar year. 

The complainant – the foreign enƟ ty – fi led a law-
suit against the tax offi  ce, alleging improper applica-
Ɵ on of Clause 2, ArƟ cle 287 and Clause 1, ArƟ cle 310 
of the TC RF. Under the foregoing provisions, the pay-
ment in cash (transfer of funds) or any other genera-
Ɵ on of income by the foreign enƟ ty is recognized as 
the Ɵ me of profi t taxaƟ on on the revenues of foreign 
organizaƟ ons. According to the complainant, the tax 
offi  ce made a wrong decision on nonpayment of the 
tax and imposing penalƟ es on the sums of the capital-
ized interest, because there was no actual payment of 
the sums to a non-resident.

The respondent – the tax offi  ce – established that 
the interest accrued to the lender was refl ected as 
non-sale expenses of the borrower (interest payer), 
i.e. the borrower’s tax base was reduced by these 
amounts. No raƟ fi ed agreement between the Russian 
FederaƟ on and the foreign state in which the compli-
ant (lender) is resident was available at the Ɵ me of 
liƟ gaƟ on, and therefore the results of the transacƟ on 
must to the fullest extent be subject internal laws and 
regulaƟ ons of the Russian FederaƟ on. The Commercial 
Court explained that ArƟ cle 310 of the TC RF provides 
for other ways of income generaƟ on in addiƟ on to 
payment in cash. CapitalizaƟ on of interest consƟ tutes 
non-cash payment of income, for which reason at the 
Ɵ me of capitalizaƟ on of the accrued interest the bor-
rower was actually acƟ ng as fi scal agent and was to 
charge tax on the income of the foreign enƟ ty (lender).

Following listed are some of the documents and 
decisions adopted in the period under review, which 
appear to be controversial and in some cases they may 
increase the risks of unstable budget system. This may 
subsequently harden the tax burden on taxpayers.

1. The Russian government proclaim steps towards 
the domesƟ c market development. State-run compa-
nies are expected to be refocused on buying goods 
and services basically from domesƟ c manufacturers. 
However, the Russian government have noted that 
they have no objecƟ ve to ensure that imports are sub-
sƟ tuted by all means. As a reminder, this refers to pur-
chases as part of investment projects, which are cov-
ered at the cost of the NaƟ onal Welfare Fund (NWF) 

and Vnesheconombank (VEB)1. There is a danger of 
low-quality import subsƟ tuƟ on resulƟ ng in losing the 
exisƟ ng market outlets or lower technical character-
isƟ cs of end products (works, services). We therefore 
consider it important that decisions on specifi c pur-
chases should not be governed by poliƟ cal considera-
Ɵ ons.

Under the circumstances, there is a blend, typical 
of Russia, of the scheme of tender-based purchases 
at the cost of the budget with the State – a player 
(shareholder) – authoritarian imposiƟ on of addiƟ on-
al limits on business acƟ viƟ es of legally independent 
organizaƟ ons. The State as a player (shareholder) 
must not interfere with the business run by a business 
enƟ ty (if business enƟ Ɵ es are state-run corporaƟ ons, 
this is what we are supposed to be convinced of). 
Unfortunately, the State tends to interfere on a regular 
basis. As a result, incomes of state-run corporaƟ ons 
are distributed outside of the Budget Law and their 
losses are covered at the cost of the budget.

2. Russian Government ExecuƟ ve Order dated 
13 August 2015 No. 839 made amendments to Russian 
Government ExecuƟ ve Order of 14 August 2012 
No. 825, under which state guarantees only may be 
granted to certain organizaƟ ons (to the extent that 
such organizaƟ ons play a signifi cant role in certain 
industries), even if their fi nancial performance is poor 
including overdue liabiliƟ es to the Russian FederaƟ on, 
overdue compulsory payments to the budgets within 
the Russian budget system which a legal enƟ ty is una-
ble to pay.

Nevertheless, this scheme has a posiƟ ve aspect – 
guarantees are denominated in the Russian naƟ onal 
currency rather than foreign currencies (it is worth 
noƟ ng that the respecƟ ve amendment was introduced 
as early as in 2014) and can be granted for a term of 
3-7 years (this is very important in Ɵ mes of crisis).

It is our opinion that the scheme has much more 
controversial aspects. Guarantees may be granted to 
apparent bankrupts, perhaps, with a view to giving 
them another chance to obtain interest-bearing loans 
from banks (in other words, to cover their losses at 
the cost of persons who have deposits in such banks) 
and use the money to help them out unƟ l the guar-
antee expires. It is very likely that the guarantee will 
then be repaid by issuing securiƟ es and the interest 
due to the banks will be allowed to pay at the cost 
of the budget subsidies allocated for recapitalizaƟ on. 
Despite the fact that guarantees may be granted unƟ l 
31 October 2015, as set forth in the baseline Russian 
Government ExecuƟ ve Order dated 14 August 2012 

1  “Russia’s ban on imports of food products will not last forev-
er – Medvedev”, Available at: fi nmarket.ru/main/arƟ cle/4082045 
dated 11 August 2015. 
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No. 825, the Russian government may at any Ɵ me 
extend the term of granƟ ng guarantees by making 
changes though its execuƟ ve order, because the text 
of the analyzed ExecuƟ ve Order has no reference to 
provisions of laws and regulaƟ ons.

Of most risk, in our opinion, is the fact that the 
eff ecƟ ve term of guarantees may end beyond (2018) 
the planned 3-year budget (especially if a guaran-
tee is granted for a term of more than three years). 
ObligaƟ ons under such long-term guarantees of the 
Russian government are simply presented at a certain 
point as accomplished fact by the Russian MinFin to the 
Federal Assembly of the Russian FederaƟ on (the State 
Duma and the FederaƟ on Council) for being legally 
implemented as part of the Federal Budget Law for the 
ensuing fi nancial year 1. This, in our opinion, infringe-
ment upon the rights of the Federal Assembly to set 
budget parameters based on proposals made by the 
Russian government in the course of budget hearing. 
The Russian government must grant guarantees either 
for the planning period (subject to a respecƟ ve record 
in the budget text, specifying limits on the guarantees) 
or a long term under a special law or a PresidenƟ al 
execuƟ ve order on the security of the enƟ re property 
owned by the Russian FederaƟ on.

3. An updated version of Guidelines for the Tax 
Policy of the Russian FederaƟ on in 2016 and the 
Planning Period of 2017 and 2018 (hereinaŌ er – the 
Tax Policy Guidelines) was published in the period 
under review. The proposed version contains basically 
all of the previously announced measures which were 
analyzed in our previous reviews, but there are some 
amendments which raise quesƟ ons.

Clause  9.4. “Enhancing the rules of transfer pricing 
taxaƟ on” in the published updated version provides for 
restoring from 1 January 2016 the scheme of assessing 
the taxable profi t of consolidated groups of taxpayers 
(CGTs) by recognizing losses of legally independent 
enƟ Ɵ es (organizaƟ ons) inside CGTs by decreasing the 
income of profi t-making CGT parƟ cipants. The Russian 
government illustrate in the fi rst part of the Tax Policy 
Guidelines2 that the profi t tax base assessment using 
CGTs has resulted in a decrease of the regional aggre-
gate revenue base from the profi t tax. At the same 
Ɵ me, the Russian government have agreed, perhaps in 
an eff ort to accommodate loss-making mineral extrac-
Ɵ on monopolies, to restore from 1 January 2016 the 
consolidaƟ on of income and losses of CGT parƟ ci-

1  Paragraph 5 of the Russian Government ExecuƟ ve Order 
of 14 August 2012 No. 825 contains a strict prescripƟ on for the 
MinFin to “make provision for funds to honor obligaƟ ons under 
guarantees granted in compliance with the Rules while draŌ ing a 
federal budget bill for the ensuing fi nancial year and the planning 
period.” 
2  SecƟ on II, Paragraph. 1 thereof.

pants for profi t tax purposes. The Tax Policy Guidelines 
provide for the possibility to recognize foreign trade 
transacƟ ons as controlled (transacƟ ons) as to the key 
export commodiƟ es (incl. crude oil and petroleum 
derivaƟ ves, iron and steel, non-ferrous metals, mineral 
ferƟ lizers, precious metals and precious stones). This 
implies that tax authoriƟ es will be authorized to deter-
mine a market value for such transacƟ ons for taxaƟ on 
purposes, according to the provisions set forth in the 
TC RF. 

The restoraƟ on of consolidaƟ on will result in una-
voidable profi t tax losses for the regional budgets, 
which might frustrate the regional populaƟ on and 
governments. The Russian government amid cri-
sis are openly protecƟ ng the economic interests of 
state-run corporaƟ ons. In order to compensate the 
regional budgets for the profi t tax revenue which 
have been lost because of eased off  tax burden on 
CGTs, the Russian government have proposed that 
the land tax rate should be increased for lands occu-
pied by federal enƟ Ɵ es (as a reminder, most of the 
considerable tax allowances concerning the corpo-
rate property tax of federal corporaƟ ons were abol-
ished in 2013: public railway tracks, cross-country 
pipelines, power transmission lines, faciliƟ es which 
are not their integral technological part, and the tax 
rate is to be gradually increased from 0.4% in 2013 
to 2.2% in 2019; lands provided for naƟ onal defense, 
security and customs purposes entered the list of 
items subject to the land tax at a rate not higher than 
0.3% of the cadastral value)3. New tax allowances at 
the federal level (including tax exempƟ ons, exemp-
Ɵ ons from the tax base and taxable items) are expect-
ed to be completely abolished for regional and local 
taxes in years to come. 

The problem is that in a federal state it is the fed-
eral budget that pays the land and property taxes to 
the regional and local budgets for lands and assets 
being in use and/or managed by federal enƟ Ɵ es, and 
for the federal property (assets). At what cost will the 
federal budget be able amid crisis to increase amounts 
of its tax payments to the regional budgets? One can 
see that with the proposed decision on restoring from 
1 January 2016 the profi t tax consolidaƟ on rule for CGT 
members the Russian government have hardened the 
burden on the federal budget, which is not backed by 
revenue. This leads to the risk of underfunded social 
spending and higher budget defi cit. The Russian gov-
ernment perhaps expect that such an indirect fi nan-

3 According to the esƟ mates of the Russian Finance Ministry, 
shorƞ all revenue from the foregoing tax allowances at as of being 
in force in 2012 accounted for near 85% of the total shorƞ all rev-
enue of the regional and local budgets from granƟ ng regional and 
local tax allowances at the federal level.
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cial support to state-run corporaƟ ons will facilitate 
the investment acƟ vity of the laƩ er1. However, this is 
not a soluƟ on to the issue of current fi nancing of the 
widened gap between the federal budget revenue and 
expenditure.

The work on explaining the taxaƟ on stand of the 
Russian Finance Ministry and the Federal Tax Service 
(Russian FTS) conƟ nued in July–August 2015.

4. The Russian Finance Ministry and the Russian FTS 
published a package of explanaƟ ons on how to pay the 
sales tax (LeƩ ers of the Russian Finance Ministry dat-
ed 15 July 2015 No. 03-11-09/40621 and the Russian 
FTS dated 12 August 2015 No. GD-4-3/14230; of the 
Russian Finance Ministry dated 23 July 2015 No. 03-11-
09/42494 and the Russian FTS dated 12 August 2015 
No. GD-4-3/14233; of the Russian Finance Ministry 
and the Russian FTS dated 14 August 2015 No. GD-4-
3/14386; of the Russian Finance Ministry dated 10 
August 2015 No. 03-04-07/45937 and the Russian 
FTS dated 13 August 2015 No. ПА-4-11/14285; of the 
Russian Finance Ministry dated 28 July 2015 No. 03-03-
10/43490; of the Russian FTS dated 12 August 2015 
No. GD-4-3/14100).

The foregoing explain that the sales tax may reduce 
the profi t tax (a single tax paid under the simplifi ed 
taxaƟ on scheme) to the consolidated budget of the 
region in which a municipality is located and the sales 
tax has been paid by a CGT, and it also can be reduced 
under the simplifi ed scheme of taxaƟ on according to 
the type of business acƟ vity which is subject to the 
sales tax which has been paid. It was explained how to 
record the sales tax in the tax return when the simpli-
fi ed taxaƟ on scheme is applied.

The amount of personal income tax may be reduced 
by the sum of sales tax and the paid sales tax may be 
recorded in the personal income tax return in accord-
ance with the same rules which are applied to the 
profi t tax. 

With regard to parƟ cipants of a consolidated group 
of taxpayers, the sales tax may be credited on an indi-
vidual basis for each parƟ cular parƟ cipant as taxpayer 
of the sales tax for each type of business acƟ vity on 
which the parƟ cipant (taxpayer) has paid the sales tax, 
to the amount of the sum actually paid in the period 
elapsed since the beginning of the tax period. The CGT 
responsible parƟ cipant may reduce the profi t tax paid 
to the regional budget of a consƟ tuent enƟ ty of the 

1  In pracƟ ce, the presence of loss-making enƟ Ɵ es inside CGTs 
is evidence that the revenue from selling of raw materials have 
already been “dissolved” in these enƟ Ɵ es (this is because the 
expenses have to be covered by someone) and there is no way that 
they would be used for investment. Investment are made from the 
profi t aŌ er tax and compensated by using depreciaƟ on which is 
included into the price of end products (works, services).

Russian FederaƟ on at the place of registraƟ on of a 
respecƟ ve item which is subject to the sales tax.

The above procedure may not be applied if the tax-
payer fails to noƟ fy of being registered as taxpayer 
of the sales tax with regard to the object of business 
acƟ vity for which the sales tax has been paid.

5. LeƩ ers of the Russian Finance Ministry and the 
Russian FTS dated 17 July 2015 No. 03-03-10/41223 
and dated 14 August 2015 No. GD-4-3/14370 explained 
the terms of applying a 0% rate on the profi t tax with 
regard to specifi c types of business acƟ vity.

In parƟ cular, it was explained that the TC RF pro-
vides for two independent arrangements which regu-
late the applicaƟ on of a 0% rate to the total income of 
an enƟ ty (organizaƟ on):

• ArƟ cle 284.1 which is applied to medical and 
educaƟ onal acƟ viƟ es;

• ArƟ cle 284.5 which is applied to enƟ Ɵ es (organ-
izaƟ ons) involved in the provision of social ser-
vices.

Each of the foregoing arrangements provides for 
applying a 0% rate to all generated income: in the for-
mer case, if the income generated from medical (or 
educaƟ onal) acƟ vity account for at least 90% of the 
total income of an enƟ ty (organizaƟ on); in the lat-
ter case, if the income from providing social services 
account for at least 90% of the total income of the 
enƟ ty (organizaƟ on. According to the Russian Finance 
Ministry and the Russian FTS, there are no grounds to 
apply the 0% rate when the level of 90% is achieved 
exclusively subject to summing the shares of income 
from medical (or educaƟ onal) acƟ viƟ es and social ser-
vice provision.

6. LeƩ ers of the Russian Finance Ministry dated 
06 July 2015 No. 03-11-09/38742 and the Russian FTS 
dated 12 August 2015 No. GD-4-3/14231 explain how 
to apply the patent scheme of taxaƟ on. The fact of over-
due payment for a patent for the previous period may 
consƟ tute grounds for patent refusal in the ensuing 
calendar year. It is set forth in Sub-clause 3, Clause 6, 
ArƟ cle 346.45 of the TC RF that the taxpayer shall be 
deemed to have forfeited the right to apply the patent 
scheme of taxaƟ on and switched to the standard taxa-
Ɵ on scheme since the beginning of the fi scal period for 
which the taxpayer was patented. Individual entrepre-
neurs who apply the patent taxaƟ on scheme may be 
deregistered with a tax authority within fi ve days aŌ er 
the date of payment for the patent expires.

7. Disputable is the stand of the Russian Finance 
Ministry on allocaƟ ng the interest on a loan obtained 
for paying out dividends to the expenses which are 
considered when the profi t tax base is assessed, 
which was explained in Ministry’s LeƩ er No. 03-03-
06/1/42780 dated 24 July 2015.
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In support of its stand the Finance Ministry dupli-
cates textually Ruling No. 3690/13 which was award-
ed on 23 July 2013 by the Presidium of the Supreme 
Commercial Court of the Russian FederaƟ on (SCC): 
“Dividends paid to parƟ cipants of business enƟ Ɵ es 
represent the profi t distributed among them, which 
has been generated as a result of business acƟ viƟ es. In 
this context the obligaƟ on to pay dividends may not be 
treated as (obligaƟ on) assumed without any relaƟ on 
to profi t-making acƟ viƟ es”. In other words, the SCC 
Presidium interprets expenses related to payment of 
dividends as (expenses) related to business acƟ viƟ es. 
Furthermore, the SCC Presidium does not treat the 
dividends as expenses which reduce the tax base, due, 
perhaps, to the fact that under Clause  1 ArƟ cle 270 
such expenses “shall not be considered in determining 
the profi t tax base”.

Unfortunately, we are facing a situaƟ on when court 
decisions fail to consider the economic nature of trans-
acƟ ons. Not any amount debited from the account of 
an organizaƟ on may be treated as expenses related 
to business acƟ viƟ es and must decrease the profi t 
tax base. Some of the expenses are covered from the 
profi t aŌ er tax, namely expenses which are not related 
to business acƟ viƟ es, profi t-making. Supposing that a 
company (enƟ ty) conducts business acƟ viƟ es but has 
no suffi  cient funds to keep the process on an ongo-
ing basis. In this case, the company (enƟ ty) seeks 
and obtains an interest-bearing loan. The interest 
on the loan also become business-related expenses, 
because the borrower pays the interest to the lender 
on account of distribuƟ ng the profi t which the bor-

rower made from selling products (so-called non-sale 
expenses). But if business-related seƩ lements have 
been completed in full, the profi t esƟ mated and the 
profi t tax paid, then all subsequent payments and 
seƩ lements from this part of the profi t are simply a 
form of subsequent distribuƟ on which is not related 
to business (the profi t-making acƟ vity has come to an 
end). Not the enƟ re net profi t is distributed as divi-
dends. Shareholders decide how and where the net 
profi t is to be distributed, and it is shareholders who 
are to decide how much money is to be paid as divi-
dends, on payment for bank services of crediƟ ng funds 
to personal accounts of shareholders, and how much 
money is to be capitalized (i.e. how much money is to 
be retained as equity). 

Unfortunately, the stand of the SCC Presidium may 
result in confusion and trigger a great deal of violent 
interpretaƟ ons of deductable corporate costs when 
the profi t tax base is assessed. In its explanaƟ on the 
Russian Finance Ministry accepted the possibility of 
paying dividends with raised funds (loans) (i.e. divi-
dends would be paid in the absence of profi ts1). It is 
unacceptable, in our opinion, that the key fi nancial 
authority uses in its offi  cial explanaƟ on the speech 
paƩ ern of that dividends may be paid with raised 
funds. It is our opinion that the judicial system and the 
core fi nancial authoriƟ es will have to turn back to this 
maƩ er (distribuƟ on of dividends aŌ er tax) and analyze 
the issue of engaging independent experts.  

1  Это уже будет не выплата дивидендов, а намерение 
передать в собственность третьим лицам third-party money. 


