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1. Overview

1.1 Geography

The Russian Federation stretches across Eurasia from Eastern Europe
to the Pacific coast and is the largest country in the world in terms of
territory.

1.2  Population

The population of the Russian Federation is approximately 146.4 million.
Although about 81% of the country’s population is ethnically Russian,
the Russian Federation is a multinational state and is home to numerous
ethnic minority groups, including sizeable Tatar (3.9%) and Ukrainian
(1.4%) populations. Roughly 75% of the population lives in urban areas
and 16 cities have a population of over one million. The largest city is
Moscow, with a population of approximately 13.1 million, followed by St.
Petersburg, with a population of approximately 5.6 million.

1.3  Political System

The Russian Federation is a federal republic consisting of constituent
entities of six categories. All constituent entities, while subtly different in
classification, are constitutionally defined as equal members of the
federation. Republics (corresponding to the homelands of various ethnic
groups) enjoy a certain degree of regional autonomy. The federation is
further divided into oblasts (regions), an autonomous oblast
(autonomous region), cities of federal significance and krais (territories)
in which autonomous okrugs (autonomous districts, also delineated for
various ethnic groups) are located. In 2000 Russia was further divided
into seven federal super-districts (circuits) with the aim of ensuring
federal supervision over regional affairs. In 2010, the number of federal
super districts (circuits) was increased to eight.

Each constituent entity of the federation possesses its own charters,
political institutions and local legislation. Approximately half of the
constituent entities have signed bilateral treaties regulating the
relationship between the regional and federal governments. Significant
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progress has been made towards greater consistency between the
regional and federal legal systems. However, when conducting business
transactions at the regional level, treaty stipulations should be carefully
reviewed as they may assign slightly different rights and privileges to the
constituent entity in question.

Constitutionally, the President of the Russian Federation is elected for a
six-year term (which was extended from four to six years in 2008). Any
given individual is limited to two terms. As a result of the constitutional
reform in July 2020, this restriction applies to a person who held or holds
the post of the President without taking into account the number of terms
during which he or she held or holds this position at the time of entry into
force of the amendments to the Constitution.

The President is vested with extensive powers, serving as the head of
state, the commander-in-chief of the armed forces, and the highest
executive authority of the federation. The office of the President also
includes the powers of decree, legislative veto, and the power to appoint
and dissolve the Government. The President is primarily responsible for
domestic and foreign policy and represents Russia in international
relations.

The Prime Minister oversees the activities of the government and serves
as the acting President if the President becomes ill and is unable to
carry out the functions of that office. The Prime Minister's authority as
acting President expires upon the election of a new President, which
would normally be three months after the former President’'s authority
expired.

Since the election of Vladimir Putin to the Russian presidency in
May 2000, the country has undergone a number of sweeping political
reforms aimed at centralizing power within the federal executive.

Legislative power is exercised by a bicameral Federal Assembly, which
consists of the Federation Council (upper house) and the State Duma
(lower house). Since January 2002 the Federation Council has
consisted of two representatives ("senators") from each federal
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constituent entity, one from the executive branch appointed by the
regional governor, and one from the legislature nominated by the
regional assembly. Since July 2020, the Federation Council also
includes no more than 30 representatives of the Russian Federation
appointed by the President, of whom no more than seven may be
appointed for life. A former President who completed his term or
resigned also becomes a senator for life. The State Duma consists of
450 members elected nationwide under a mixed electoral system: 225
are elected by proportional representation based on party lists
(proportional system), and another 225 are elected in single-member
districts (majority system). To obtain seats in the Duma under the
proportional system, parties have to overcome the 5% barrier, and for
candidates in the districts it is enough to get a relative majority of votes.

The lowest governmental level in the Russian Federation is local self-
government. Current law distinguishes between community-level
government and the governments of towns and villages. However, the
overall influence of local self-government depends on how much
authority has been delegated to the local level by the regional
government. Foreign investors should be aware of the position of local
bodies in regions where they conduct business since these bodies may
possess limited powers of taxation.

At the top of the Russian judicial system are two high courts: the
Constitutional Court and Supreme Court. The Constitutional Court
reviews constitutional disputes. The Supreme Court reviews civil,
criminal, and administrative disputes involving private individuals, as well
as commercial disputes and administrative disputes involving legal
entities and individual entrepreneurs. Judges for all of these courts are
appointed for life by the Federation Council on the recommendation of
the President.

In July 2020 the Constitution was amended. The amendments, among
other things, establish the priority of the Constitution over the
requirements of international law — decisions of intergovernmental
bodies, taken on the basis of international treaties of Russia, will not be
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enforceable in Russia if the Constitutional Court establishes that they
contradict the Constitution. The amendments expand the powers of the
President to exercise "general management" of the government's
activities and dismiss the Prime Minister, to appoint and dismiss heads
of federal executive bodies responsible for defense, state and public
security, domestic and foreign affairs, justice and the prevention of
emergency situations, to appoint the Prosecutor General, his deputies
and regional prosecutors, to propose to the Federation Council the
termination of the powers of judges of the Constitutional Court, Supreme
Court, and cassation and appeal courts.

According to the amendments, the Duma must approve the candidacy of
the Prime Minister, deputy prime ministers and ministers (except for the
ministers of defense and foreign affairs and top security officials).

The amendments reduced the number of judges of the Constitutional
Court from 19 to 11. The Constitutional Court can review the
constitutionality of laws on complaints of Russians only if "all other
domestic remedies have been exhausted". Upon request of the
President the court has jurisdiction to verify the constitutionality of draft
federal laws prior to their signing by the President, and laws of
constituent entities of the Russian Federation prior to their promulgation.

14 International Relations

At present, Russia's international relations with developed countries are
strained.

After Crimea became part of Russia in 2014, the relations of the Russian
Federation with Western countries deteriorated. Most Western countries
imposed sanctions against the Russian Federation and certain sectors
of the economy (financial and economic, infrastructure, transport, energy
and other). As a retaliatory measure, the Russian Federation imposed a
food embargo and restrictions on imports of some light industrial goods
from the states that imposed sanctions against the Russian Federation.

In the following years, sanctions pressure on the Russian Federation
increased. In February 2022, the Russian Federation started a special
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military operation in Ukraine. In September 2022, four regions of Ukraine
were incorporated into the Russian Federation. These actions entailed
new unprecedented Western sanctions, including diplomatic, visa and
logistical relations, among others. The participation of the Russian
Federation and its officials in certain intergovernmental organizations
and associations (the Council of Europe, the Coordinating Group of
Developed Countries within the World Trade Organization and others)
was suspended.

The Russian Federation retaliated with its own measures, imposing
restrictions on dealings with states that carry out unfriendly actions
against Russia, Russian legal entities and individuals. The list of
"unfriendly" states includes EU countries, USA, Australia, UK, Canada,
Singapore and other Western states. Russia reoriented its focus on
relations with other states that did not impose sanctions against it. For
more details, see Section 8 ("Sanctions"). Russia has deepened
integration within the Eurasian Economic Union (EAEU) with Armenia,
Belarus, Kazakhstan and the Kyrgyz Republic in pursuit of greater
cooperation aiming at improving competitiveness of the economies of
EAEU Member States and living standards in member countries. The
EAEU aims to ensure the freedom of movement of goods, services,
capital and labor resources, and to become a platform for the
implementation of joint infrastructure and investment projects.

Internationally, Russia continues to be a member of all bodies of the
United Nations and retains a permanent seat on the Security Council
with veto rights.

Russia has close ties with its neighbor and major trading partner —
Belarus. In 1997 the two countries formed a supranational entity, the
Union of the Russian Federation and the Republic of Belarus. After
several years of inactivity, in 2021 discussions of potential further
integration resumed.
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1.5 Economy

Western sanctions have had a negative effect on the Russian economy:
the ruble has been falling against the dollar and euro, and GDP has
declined. In 2022, the economy fell by 2.1% on the back of Western
sanctions, import restrictions and the weaker ruble. The Russian
Government has taken various measures to stabilize the economy and
prevent capital outflow. For instance, in order to reduce the impact of the
volatility of oil prices, the Russian government adopted a budget rule
whereby all revenue earned above the budgeted price of U.S. $44.20
per barrel of Urals oil is diverted to a special National Fund as a cushion
for potential economic shocks. In November 2022, the president
approved a new version of the rule, which does not provide for the base
price of Urals oil.

Western sanctions, which prohibited loans to some of the major Russian
companies, resulted in a major reduction of debts to foreign lenders.

Prior to 2022 the Russian Federation took steps to develop business
and improve the investment climate, as well as improve its self-
sufficiency in telecommunications, agriculture, food processing,
pharmaceuticals and the power industry.

Western sanctions (the ban on imports of technological goods,
microchips, military products, rejection of Russian energy resources) are
expected to slow down Russia’s economic development.

The sanctions are aimed at the financial, energy and transport
industries, the supply of goods, logistics, technologies and equipment. A
number of large Russian banks have been disconnected from the
SWIFT payment system, the operation of MasterCard and Visa payment
systems have been suspended. Many Western companies announced
their exits from Russia and stopped new investments. The United States
and some of its partners decided to terminate normal trade relations with
Russia. The EU countries have imposed restrictions on the price of
Russian oil.
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In response to Western sanctions, Russia adopted a number of
Presidential Decrees on special economic measures with regard to
"unfriendly actions of foreign states". They concern currency regulation,
corporate law, real estate and international commercial transactions.
Dividend payments and loan repayments to persons from unfriendly
states, as well as sale of Russian companies by owners from such
states, were prohibited without a special government commission
approval (for additional information see Sections 3 ("Promoting Foreign
Investment in Russia"), 8 ("Sanctions"), 10 ("Property Rights")). As one
of the measures, Russian authorities allowed parallel imports of goods
from foreign states that have banned the export of goods to Russia - the
importation of goods without the consent of the manufacturer or
copyright holder (for additional information see Section 8 ("Sanctions")).
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2. Judicial System

21 What are the basic distinctions between the
jurisdictions of courts in the Russian judicial system?

The Russian judicial system consists of federal courts (the Constitutional
Court of the Russian Federation, courts of general jurisdiction, and
arbitrazh (state commercial) courts) and the courts of the Russian
Federation's constituent entities (magistrates' courts).

The Constitutional Court of the Russian Federation generally resolves
issues relating to compliance with the Constitution of the Russian
Federation, federal laws, and some regional laws and regulations if they
are related to issues within the competence of the federal authorities.
The Constitutional Court of the Russian Federation is also empowered
to review the enforceability of foreign and international court judgments
and arbitral awards, and the decisions of interstate bodies, to ensure
their compliance with the constitutional system of the Russian
Federation.

In lieu of the constitutional courts of constituent entities, which ceased to
exist as of January 2023, the law provides for the constituent entities’
right to establish constitutional (statutory) councils that would function
under the auspices of the legislative bodies of the respective constituent
entity.

Arbitrazh (state commercial) courts have jurisdiction to resolve disputes
in connection with business activities and disputes involving legal
entities and self-employed entrepreneurs. Such courts are also entitled
to resolve certain types of disputes irrespective of the nature of the
parties, such as bankruptcy cases, corporate disputes, disputes from
depositories' activities in connection with recording title to the shares
and other securities, and certain disputes arising out of the activities of
public law companies, state companies and corporations, etc. Other
disputes fall under the purview of federal courts of general jurisdiction
and the courts of general jurisdiction of constituent entities (magistrates).

Melling, Voitishkin & Partners 29



Doing Business in Russia

2.2  What is the procedure for resolving disputes in courts
of general jurisdiction?

The Civil Procedure Code of the Russian Federation governs the
dispute resolution procedure in the courts of general jurisdiction. Most
claims subject to courts of general jurisdiction are heard in the first
instance by either a magistrate or a district court. The Civil Procedure
Code expressly provides for specific types of claims to be heard in the
first instance by federal general jurisdiction courts of constituent entities
and the Supreme Court of the Russian Federation.

Legal representatives of parties in courts must have a higher legal
education or a degree in law (except for proceedings at district and
magistrates' courts).

A group of persons can file a class action for the defense of violated or
challenged rights and legal interests. Such actions are considered by a
court if at least twenty persons have joined the claim at the time of its
filing.

Courts of general jurisdiction have four levels:

. trial courts

. courts of appeal

. courts of cassation appeal (two levels of cassation courts)
. courts of supervisory appeal

The particular court entitled to resolve disputes at each level depends on
the category of the case, with the levels for review available to a party
and their sequence being uniform. Each subsequent review is possible
once the preceding lower level of review has been completed.

Generally, trial courts are district (city) courts (for some minor cases,
magistrates' courts). In certain cases, the courts of a higher level, that is,
courts of Russia's constituent entities (the Supreme Court of a republic,
regional courts, Moscow City Court and St. Petersburg City Court as
courts of cities of federal importance and courts of an autonomous
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region and autonomous area) are competent to act as trial courts. As
such, these courts hear cases for the recognition and enforcement of
foreign court decisions and foreign arbitral awards, challenges to
regional regulatory acts, etc.

The Supreme Court resolves as a trial court in administrative cases
where regulatory and non-regulatory acts of the President of the
Russian Federation, the Government of the Russian Federation, and
those of certain other state authorities and organizations are challenged.
The Supreme court also resolves economic disputes between federal
authorities and those of Russia’s constituent entities, between the
highest state authorities of different constituent entities, etc.

Before submitting a claim with a court of general jurisdiction, a party may
have to comply with a pre-claim or other pre-trial dispute resolution
procedure, if this is provided for in the federal law for this category of
disputes.

Judgments from trial courts can be appealed within one month of their
issuance. A court of appeal reviews a judgment on the grounds stated in
the appeal. New evidence is only accepted when the party succeeds in
proving it was unable to present such evidence to the trial court for
reasons beyond its control and the court finds these reasons to be valid.
The rulings of a court of appeal become effective immediately upon
issuance.

Courts of appeal are:
o district (city) courts — for decisions of magistrates' courts

. courts of Russia's constituent entities — for decisions of district
(city) courts

. appellate courts (interregional competence) — for those
decisions of courts of Russia's constituent entities where they
acted as first instance courts

o appellate panel of the Supreme Court — for decisions of other
panels of the Supreme Court

Decisions of a court of appeal (and a trial court's judgments) may be
further appealed at a cassation court within three months of becoming
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effective. As a rule, a review by a court of cassation appeal is only
possible after a review by a court of appeal. The decisions of a trial court
that were not subject to appellate proceedings may only be appealed in
a court of cassation appeal if the appeal was dismissed without
prejudice for failure to comply with the submission deadline and the
deadline was not restored.

Courts of cassation appeal are:

. cassation courts (first stage) — for decisions of magistrates’
courts, district (city) courts and courts of Russia's constituent
entities

. the Civil Panel of the Supreme Court (second stage) — for

decisions of cassation courts

Cassation review consists of two stages. At the first stage, a cassation
appeal is reviewed by a cassation court of general jurisdiction that has
competence over several regions of Russia. The decision of such
cassation court can be appealed at a panel of the Supreme Court for the
second stage cassation review within three months from its issuance.

Cassation review at the Supreme Court is a two-tier process. First, a
judge of the Supreme Court resolves whether there are grounds for the
review of the cassation appeal at a court session of the Supreme Court's
panel. Refusal to transfer the case for such review may be challenged
via the Supreme Court's chair or deputy chair. If the challenge is
successful, the cassation appeal is transferred for review in a court
session.

A court of cassation appeal may only set aside or modify court
resolutions if it finds material violations of substantive or procedural law
rules that have affected the outcome of the case.

Decisions of a court of cassation appeal become effective immediately
upon issuance.

Last, certain court acts may be appealed (within three months of
becoming effective) at the court of supervisory appeal — the Presidium
of the Supreme Court of the Russian Federation.
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The court of supervisory appeal may set aside or modify a decision of
lower courts if it finds that the decision has violated:

. the rights and freedoms guaranteed by the Constitution,
international law principles and international agreements of the
Russian Federation

o the rights and lawful interests of an indefinite number of persons
or other public interests

. the uniformity of the courts' interpretation and application of the
law

All documents may be submitted to the court on paper and
electronically, including via the federal information system "Unified portal
of state and municipal services"! or an information system identified by
the Supreme Court, the Judicial Department of the Supreme Court, or
via electronic document exchange systems of the parties to the
proceedings with the use of a unified system of inter-agency electronic
document flow. If the documents are submitted electronically, as above,
they must be in the form of an electronic document signed with an
electronic signature as regulated by Russian law.

2.3 What is the procedure for resolving disputes in
arbitrazh (state commercial) courts?

The title "arbitrazh court" is not related to arbitration tribunals, but
originates from an old Soviet tradition whereby disputes between state
enterprises were heard before the so-called State Arbitrazh. In the
USSR, it was assumed that under a planned economy no disputes could
arise between socialist enterprises (since all enterprises ultimately had
the same owner) and any differences that did arise could be settled by
an intermediary — the State Arbitrazh — which was a quasi-judicial
government institution.

Since then, arbitrazh courts have evolved into an independent branch of
the court system, and mainly deal with commercial disputes.

' https://www.gosuslugi.ru/.
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The procedural rules applicable to Russian arbitrazh courts are based
on the general principles of procedural law adopted in continental
Europe.

Traditionally, Russian arbitrazh courts favor written documentary
evidence rather than examining witnesses, hearing experts or using
audio or video recordings.

A specialized court, part of Russia's system of arbitrazh courts, deals
with intellectual property (the "IP") disputes. The Court of Intellectual
Property Rights is a court of first instance in disputes over the
establishment and validity of IP rights and challenges to regulatory and
nonregulatory acts in the IP field. The decisions issued in such cases
are effective immediately and can be appealed to the Presidium of the
Court of Intellectual Property Rights for cassation review.

A panel of judges of the Court of Intellectual Property Rights, as the
court of cassation instance, and not the court's presidium, reviews IP
infringement cases.

Arbitrazh courts have four levels:

. trial courts (arbitrazh courts of Russia's constituent entities)
J courts of appeal (arbitrazh courts of appeal)
. courts of cassation appeal (arbitrazh courts of cassation and an

economic panel of the Supreme Court)

. courts of supervisory appeal (the Presidium of the Supreme
Court of the Russian Federation)

Before submitting a claim with an arbitrazh court, a party may have to
comply with a pre-trial claim procedure, for example, in civil law disputes
for the recovery of funds where claims have arisen out of contracts,
other transactions and because of unjust enrichment. The statutory term
for the pre-trial claim procedure is 30 calendar days from sending a
pretrial claim to the other party. Another term and procedure can be
stipulated in the law or a contract. Compliance with pre-trial procedures
for other types of civil law disputes is necessary where such procedures
are stipulated by a federal law or contract.
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2.3.1 What are the peculiarities of procedures at the trial
court?

The maximum state fee for filing a claim is limited to RUB 200,000. The
trial period in Russian arbitrazh courts is relatively short. Proceedings
start with a statement of claim. Under current regulations, a court must
consider cases within three months of receiving a statement of claim.
The judge may request an extension of up to six months for complex
cases or cases involving a considerable number of parties. In practice,
this period may be longer but regular cases are reviewed within these
deadlines. A judgment is announced immediately after the final hearing.

A judgment from a trial court may be appealed within one month of
being rendered; otherwise, it comes into force upon expiration of the
month. The basis for an appeal can be mistakes either in establishing
the factual circumstances of a case or in the application of the law.

2.3.2 What are the peculiarities of procedures at the court
of appeal?

In most cases, an oral hearing takes place one to two months after filing
an appeal with a court of appeal. Before the hearing, all parties to a case
are allowed to provide the court with written responses to the appeal.
The hearing in the court of appeal can be seen as a limited retrial of the
case, and both the application of the law and the facts of the case can
be reviewed by the court of appeal. The resolution of a court of appeal
comes into force as soon as the full text of the decision is made.

2.3.3 What are the peculiarities of procedures at the court
of cassation appeal?

A judgment of first instance, after undergoing review from a court of
appeal, may be appealed in a court of cassation appeal (a third-level
court) as a general rule within two months after such judgment or
resolution comes into force. A court of cassation appeal does not retry
the case or reevaluate the evidence, but deals only with issues of law.
As a result of the cassation hearing, the decision may be upheld,
reversed or amended, or the case may be sent back to the court that
issued the decision for a retrial.
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A cassation appeal is heard within two months of the date of its filing.
Generally, the submission of a cassation appeal does not suspend the
enforcement of the appealed decision, although a court of cassation
appeal may order a stay of execution.

Any party may appeal decisions of the court of cassation appeal and
relevant lower courts with the panel of the Supreme Court within two
months of the effective date of the last court act rendered in the case,
which is subject to challenge.

Cassation review at the Supreme Court is a two-tier process. A
Supreme Court judge, within two to three months, first resolves whether
there are grounds for the review of the cassation appeal at a court
session of the Supreme Court's panel. If transferred to the panel, the
cassation appeal must be considered within two months of the ruling on
such transfer. A refusal to transfer the case for such review may be
challenged via the Supreme Court's chair or deputy chair. If the
challenge is successful, the cassation appeal is transferred for review at
a court session of the Supreme Court's panel.

Rulings of the Supreme Court's panel may be appealed with the court of
supervisory review within three months of becoming effective.

2.3.4 What are the peculiarities of supervisory reviews at
the Supreme Court?

A supervisory review is a two-tier process. Before the appeal is actually
heard on its merits, a Supreme Court judge, within two to three months,
resolves whether there are grounds for the review of the cassation
appeal at a court session of the Presidium of the Supreme Court of the
Russian Federation. If transferred to the presidium, the supervisory
appeal must be considered within two months of the ruling on such
transfer. A refusal to transfer the case for such review may be
challenged via the Supreme Court's chair or deputy chair. If the
challenge is successful, the supervisory appeal is transferred for review
at a court session of the Presidium of the Supreme Court of the Russian
Federation.

A resolution issued by the Presidium of the Supreme Court of the
Russian Federation upon review of the supervisory appeal cannot be
further appealed.
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2.3.5 What are the main procedural issues in litigation
proceedings at an arbitrazh (state commercial) court?

A legal entity involved in an arbitrazh court case in Russia may
represent itself in court using the services of an in-house lawyer, or
retain a law firm.

Certain formalities must be followed for a person to appear as a legal
representative in court. The Arbitrazh Procedure Code (the "APC")
provides that a general director or another person acting pursuant to a
power of attorney may represent a legal entity. The general director of
the company or another person duly authorized under the law and the
constituent documents must sign the power of attorney and should bear
the corporate seal (if there is one).

Moreover, a representative acting under a power of attorney may
perform certain procedural actions only if such actions are expressly
stated in their power of attorney. These actions include the right to sign
a statement of claim, a statement of defense, and appeals, applications
to amend the subject matter or grounds of a claim, applications for
provisional measures, acceptance or withdrawal of claims, transfer of
the case to arbitration, concluding an amicable agreement and
agreement on facts, and delegation, as well as the right to sign
applications for review based on new or newly discovered facts, to
challenge court acts, and to receive awarded funds or other property.

With a few exceptions, legal representatives that represent parties in
arbitrazh (state commercial) courts must have a higher legal education
or a degree in law.

An arbitrazh court must serve a party by sending it first ruling on the
case. The relevant information is also placed on the court's website.?
Thereafter, the parties should obtain further information regarding the
pending proceedings themselves.

Submissions are filed either on paper, with the personal signatures of
authorized representatives, or electronically, via the federal information
system "Unified portal of state and municipal services"3 or via an

2 http://rad.arbitr.ru/; http://kad.arbitr.ru/.
3 https://www.gosuslugi.ru/
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information system identified by the Supreme Court, the Judicial
Department of the Supreme Court or via electronic document exchange
systems of the parties to the proceedings with the use of a unified
system of interagency electronic document flow. Where the documents
are submitted electronically, as above, they must be signed by a simple
electronic signature in accordance with Russian laws and the procedure
determined by the Supreme Court, or the Judicial Department of the
Supreme Court, unless the APC provides for the use of an enhanced
electronic signature. Applications for interim measures, applications for
securing evidence, applications for securing property interests, for
suspension of enforcement, etc., may only be filed by signing with an
enhanced electronic signature.

The APC introduces the possibility of settlement proceedings through
negotiations, mediation and court reconciliation. Court reconciliation is a
completely new institution where former judges are involved in the
settlement of disputes.

2.3.6 What are the peculiarities of summary proceedings?

Summary proceedings are an expedited procedure for resolving
disputes based on written evidence, which aims to reduce litigation costs
and the caseload for judges. A list of disputes subject to summary
proceedings is provided in the law. Among those are various types of
disputes with either a relatively small or an undisputed amount of claim.
Corporate disputes, class actions and bankruptcy disputes cannot be
resolved in summary proceedings.

The peculiar features of summary proceedings include the following:

. no preliminary or main hearing; the case is resolved based on
written submissions and evidence only

. examination of the case files and all filings in the case is done
electronically. An individual access code is sent to the parties
together with a ruling on the initiation of the summary
proceedings

. a fixed term for filing submissions and evidence is established
by the court. The court does not consider any filings made after

Melling, Voitishkin & Partners 38



Doing Business in Russia

such date unless a party can prove it was unable to comply with
the term for reasons beyond its control

. no minutes are kept
. the postponement of proceedings is not possible

A judgment in summary proceedings is subject to immediate
enforcement and lodging an appeal against the judgment does not stay
the execution. An appeal can be lodged within 15 days of the judgment's
issuance. If a party requests that a reasoned judgment be issued, the
term for filing an appeal is fifteen days as from the issuance of a
reasoned judgment.

Cassation review of summary judgments is possible only after appellate
review or if the request for an extension of the term for filing an appeal
has been refused.

2.3.7 What are the peculiarities of writ proceedings?

Writ proceedings are a procedure where a judge, sitting alone, resolves
cases based on the applications for the recovery of funds or movable
property from the debtor, filed by the applicant and without summoning
either the applicant or the debtor. The proceedings end with the
issuance of a judicial writ, which is, at the same time, an executory
document enforceable as per the procedure for the execution of court
judgments. The writ is issued within 10 days of filing an application with
the court.

A list of disputes subject to writ proceedings is provided in the law and
includes small-size contractual claims (below RUB 500,000) that are
substantiated by documents and admitted by the debtor; claims of the
same amount that are based on notaries' protests of bills for
nonpayment, non-acceptance and for failure to date acceptance; and
claims for the recovery of mandatory payments and penalties below
RUB 100,000.
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2.3.8 When does a Russian arbitrazh (state commercial)
court have personal jurisdiction over foreign
respondents?

Russian arbitrazh courts have jurisdiction over foreign respondents if the
following apply:

. the respondents or their assets reside or are located in the
Russian Federation

. the management body or a branch or representative office of the
foreign party is located in the Russian Federation

. the dispute arose out of a contract, the performance of which
should have taken place, or actually took place, in the Russian
Federation

. the claim arose out of damage caused to assets by an act or

other event that occurred in the Russian Federation, or upon the
onset of harm in the Russian Federation

. the dispute arose out of unjust enrichment that took place in the
Russian Federation

. the claimant files an action for the protection of its business
reputation and it is located in the Russian Federation

o the dispute arose out of a relationship connected with the
circulation of securities that were issued in the Russian
Federation

o the applicant, in a case to establish a fact of legal relevance,

claims that such fact occurred in the Russian Federation

o the dispute arose out of a relationship connected with the state
registration of names and other assets and the provision of
services via the internet in the Russian Federation

. cases where the disputed legal relationship is closely linked with
the Russian Federation
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A Russian court may consider a case involving a foreign investor if; (a)
the key evidence in the case is located in Russia; (b) Russian law is the
governing law of the contract; (c) the domain name in the foreign domain
zone is predominantly aimed at the Russian audience; and (d) the focus
of commercial activity is on persons located in Russian jurisdiction (the
criteria of "close connection" with Russia). The court does not apply the
close connection test automatically. Rather, courts will take into
consideration all the factors and circumstances of the case.

In addition, Russian arbitrazh courts have jurisdiction over disputes
involving foreign parties if such disputes fall within the exclusive
jurisdiction of the Russian courts, including:

. disputes relating to state property, including privatization
disputes and takeovers of private property for public needs

. disputes relating to title and other registered rights to real
property located in the Russian Federation

. disputes connected with the registration in the Russian
Federation of patents, trademarks, designs or utility models, or
registration of other rights over the results of intellectual activity

. disputes involving the establishment, liquidation or registration of
legal entities and self-employed entrepreneurs in the Russian
Federation

. bankruptcy proceedings with respect to a Russian debtor

. corporate disputes with regard to a Russian legal entity

. disputes arising over administrative and other public law
relationships with the Russian Federation or Russian state
agencies

. disputes involving entities subject to restrictive measures or

claims based on restrictive measures (under Article 248.1 of the
APC) with certain carve-outs available for foreign-seated
international arbitration and prorogation agreements

Based on the latter ground, which was introduced in June 2020, Russian
parties now increasingly invoke the exclusive jurisdiction based on
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restrictive measures despite the agreed foreign forum in their contracts.
The provisions enable a party to disregard the agreed dispute resolution
(DR) clause providing for a foreign court or foreign-seated arbitration
where the said DR clause is unenforceable as a result of sanctions
imposed against a party to the dispute, creating obstacles in its access
to justice. According to recent court practice, the imposition of restrictive
measures is enough for the state court to find there are obstacles in the
access to justice and accept jurisdiction over the dispute. In one case
known to us, the court found exclusive jurisdiction where no restrictive
measures were imposed but the foreign forum a was in an unfriendly
state.

Russian arbitrazh courts have jurisdiction over a foreign respondent if
the parties have agreed in writing to submit their disputes to Russian
courts, provided that the agreement does not violate the exclusive
jurisdiction of a foreign court.

24 What are the procedural rules for administrative
judicial proceedings?

Procedural rules regulating administrative judicial proceedings are
contained in the Code of Administrative Proceedings (the "CAS"),* the
APC?® and the Code of Administrative Offenses.

2.4.1 What types of disputes are resolved under the CAS?

The provisions of the CAS apply to resolutions of the Supreme Court,
federal courts of general jurisdiction and magistrates' courts of
administrative cases for defending the violated or challenged rights,
freedoms and legal interests of citizens and legal entities, and other
administrative cases arising out of administrative and other public law
relations that are connected with judicial control over the legality and
validity of the exercising state or other public authority, such as cases
involving:

4 The CAS was adopted in 2015 and became effective on 15 September 2015 (except for
certain provisions). Given its scope of application, it is intended to replace the provisions of
the Civil Procedural Code on resolving cases out of public law relations, as well as those of
certain special laws.

5 Section Il of the APC continues to be applicable to cases arising from public legal
relations that are within the competence of arbitrazh (state commercial) courts.
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challenges to regulatory legal acts in part or in full
challenges to acts of clarifying legislation of a legal nature

challenges to decisions and actions (inaction) of governmental
authorities, other state authorities, military authorities, municipal
authorities, public officials and state and municipal officers

the awarding of compensation for violation of conditions of
detention, detention in a correctional facility;

challenges to decisions and actions (inaction) of noncommercial
organizations vested with certain state or public authority,
including self-regulated organizations

challenges to decisions and actions (inaction) of qualification
boards of judges

challenges to decisions and actions (inaction) of the Highest
Qualifying  Examination = Commission and examination
commissions of the Russian Federation constituent territories
holding qualification exams for judges

the defending of electoral rights and the rights of citizens of the
Russian Federation to take part in a referendum

awarding compensation for the violation of the right to judicial
process within a reasonable term (within the competence of
general jurisdiction courts) and the right to the execution of a
general jurisdiction court act within a reasonable term

the termination of activities of the mass media
the restriction of access to an audiovisual service

the establishing information in data communication networks,
including internet, which is prohibited for dissemination in Russia

the recognition of information materials to be extremist, etc.

Melling, Voitishkin & Partners 43



Doing Business in Russia

2.4.2 What are the peculiarities of procedures under the
CAS?

In addition to the joinder of parties in administrative proceedings, the
CAS introduces the possibility of filing collective administrative claims to
defend violated or challenged rights and the legal interests of a group of
persons in administrative proceedings. Such actions are considered by a
court if at least 20 persons have joined the claim at the time of its filing.

The CAS allows a court to order provisional relief in administrative
cases, the list of which is not exhaustive, which includes the suspension
of the challenged decision in full or in part and the prohibition of carrying
out certain actions. When challenging a regulatory legal act, only one
provisional relief is possible: the court may order that such act not be
applied to the administrative claimant.

The procedural coercion measures introduced by the CAS include: (i)
putting limits on pleading by a party or depriving a party of the chance to
plead; and (ii) an undertaking to appear. Among the procedural changes
is a requirement for higher legal education for representatives in
administrative cases.

The CAS obligates governmental bodies and officials to prove the
legitimacy of their decisions and actions (inaction). However, an
administrative plaintiff that challenges such decisions or actions
(inaction) is not obligated to prove their illegality (but should indicate
which regulations they run contrary to and show that their rights or the
rights of others have been violated).

The CAS allows administrative cases to be heard in a simplified
procedure. This procedure is subject to the conditions set out in the
code (for example, at the request of the parties) and no oral hearing is
conducted, and the court only examines the written evidence.

The general term for a challenge in appeal proceedings is one month.
However, shortened terms of five to 10 days are stipulated for certain
types of cases.®

5 Article 298 of the CAS.
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An administrative statement of claim, an application, complaint and other
documents may be submitted to the court on paper and electronically,
including in the form of an electronic document signed by an electronic
signature as regulated by Russian law. An administrative statement of
claim filed electronically that contains a motion for provisional relief is to
be signed by enhanced electronic signature.

2.4.3 What disputes under the Code of Administrative
Offenses should be resolved by the courts?

The Code of Administrative Offenses (the "CAQO") regulates the
procedure for competent courts and authorities (officials, executive
authorities and law enforcement authorities) to resolve cases concerning
administrative liability.

Article 23.1 of the CAO stipulates the competence of courts in resolving
administrative cases by listing the types of administrative offenses
subject to the jurisdiction of courts (either federal general jurisdiction
courts, magistrates' courts or arbitrazh (state commercial) courts) (Part 1
of Article 23.1) as well as those disputes that may be referred to courts
pursuant to a decision from a competent body and/or official (Part 2 of
Article 23.1).

Part 3 of Article 23.1 contains provisions establishing the jurisdiction
over administrative disputes among the courts of the Russian judicial
system.

Disputes falling under the jurisdiction of arbitrazh (state commercial)
courts include competition disputes, and certain disputes where the
administrative offense is committed by a legal entity and/or individual
entrepreneur.

Magistrates' courts resolve the majority of the remaining disputes falling
under the jurisdiction of the courts.

The code specifies cases where disputes regarding administrative
offenses are referred to district courts for resolution. First, these are
particular administrative offenses that are expressly listed as falling
under the jurisdiction of district courts, such as violation of the rules for
public meetings, violation of the rules regarding cultural heritage objects,
failure to perform an order from a supervisory authority responsible for
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cultural heritage objects, some public safety and public order offenses,
etc. Second, district courts resolve disputes where an administrative
enquiry has been made, as well as administrative cases entailing certain
administrative penalties, such as administrative deportation from the
Russian Federation, administrative stay of activity and disqualification of
state officials.

Please note that anti-corruption cases initiated based on Article 19.28 of
the CAO ("lllegal remuneration on behalf of a legal entity") are heard by
magistrates if the administrative offense has been committed in the
Russian Federation. Anti-corruption cases with an administrative offense
committed outside the Russian Federation, where such offense entails
administrative liability under the CAO, are heard by district courts.

2.5 What is international arbitration?

As an alternative to state arbitrazh courts, foreign investors may refer
disputes to a private arbitration tribunal, including ad hoc and
institutional arbitration tribunals located either in the Russian Federation
or abroad.

251 What disputes may be referred to international
arbitration?

Non-arbitrable disputes are listed in Article 33(2) of the APC and they
include the following types:

. bankruptcy disputes

o disputes on the refusal to register legal entities and individual
entrepreneurs or the evasion of state registration

. disputes regarding the protection of IP rights involving
organizations that exercise the management of copyright and
related rights, as well as disputes within the jurisdiction of the
Court of Intellectual Property Rights at first instance (involving
the challenge of regulatory and nonregulatory legal acts,
invalidation of patents, early termination of the legal protection of
a trademark, identifying a patent holder, etc.)
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. disputes arising out of administrative cases and other public law
relations

. disputes on establishing legally significant facts

o disputes on compensation for the breach of rights to a timely

adjudication

J class actions

. certain types of corporate disputes

. disputes regarding privatization of state/municipal property

. disputes arising out of public procurement’

. disputes arising out of relations connected with compensation

for environmental harm
. other disputes when expressly stipulated by federal law

There are a number of conditions imposed on the arbitrability of
corporate disputes in relation to a Russian legal entity.

Among the conditions is the requirement that such disputes are to be
resolved in institutional arbitration proceedings by arbitral institutions
that have obtained a license.®

In addition, for most types of arbitrable corporate disputes the seat of
arbitration is in Russia, except for disputes listed in subparagraphs 2
and 6 of Article 225.1(1) of the APC,® such as disputes related to the
ownership of shares, stakes in the charter (contributed) capital of
business entities and partnerships, ownership of participation interests
of cooperative members encumbering the same and exercising rights
thereunder, disputes arising out of the sale and purchase agreements of
shares and stakes in charter (contributed) capital of business entities
and partnerships, etc.

7 Such disputes are non-arbitrable until a federal law takes effect that sets out the
procedure for determining a permanent arbitral institution that is entitled to administer
disputes out of such relations.

8 See below in Section 2.5.2.

9 See Atrticle 225.1(3) of the APC.
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For certain arbitrable corporate disputes, there is an additional
requirement to apply special rules for the arbitration of such disputes.°

2.5.2 What legal rules apply to international arbitration in
Russia?

International arbitration in Russia is governed by the Federal Law "On
International Commercial Arbitration" (the "ICA Law"), enacted on 7 July
1993 and based on the provisions of the UNCITRAL Model Law. The
parties may agree to submit disputes to international arbitration arising
out of civil law relationships in the course of engaging in foreign trade
and other types of international economic activities, if the following is
situated outside Russia: (a) the place of business of at least one party;
(b) any place where a substantial part of the obligations of the
commercial relationship is to be performed; or (c) the place with which
the subject matter of the dispute is most closely connected. The parties
may also submit to international arbitration disputes that arise in
connection with making foreign investments in the territory of the
Russian Federation or Russian investments abroad.

Certain provisions of the law on domestic arbitration in Russia, Federal
Law No. 382-FZ "On Arbitration (Arbitration Proceedings) in the Russian
Federation" dated 29 December 2015 (the "Domestic Arbitration
Law"), also apply to international arbitration proceedings seated in
Russia.™

In addition, the international commercial arbitration provisions of various
international treaties to which the Russian Federation is a party — in
particular, the European Convention on International Commercial
Arbitration of 1961 and the New York (United Nations) Convention on
the Recognition and Enforcement of Foreign Arbitral Awards of 1958
(the "New York Convention") — also apply in Russia.

Arbitral institutions must have a license to be able to administer
arbitrations in Russia. The applicable requirements are established in

0 See Article 225.1(3) and Article 225.1(4) of the APC.

" Article 1(3) of the ICA Law.

'2 For example, provisions on licensing requirements for arbitral institutions and provisions
regarding the arbitration of corporate disputes. See Article 1(2) of the Domestic Arbitration
Law.
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the Domestic Arbitration Law.'® Foreign arbitral institutions have fewer
requirements, namely, they need to prove they possess a reputation that
is recognized worldwide. As of March 2023, the list of foreign licensed
arbitral institutions includes the Hong Kong International Arbitration
Centre (HKIAC),' the Vienna International Arbitral Centre (VIAC),® the
International Court of Arbitration (ICC)'” and the Singapore International
Arbitration Centre (SIAC).' These institutions are able to administer
international arbitration proceedings seated in Russia.'® According to
amendments, there is an additional requirement to establish a branch of
the foreign arbitral institution or its founding organization in case the
institution intends to administer domestic arbitrations in Russia.?®

As of March 2023, ?' the following Russian arbitral institutions are
operational: the ICAC?? and the MAC? at the Chamber of Commerce
and Industry of the Russian Federation, the Arbitration Center at the
Russian Union of Industrialists and Entrepreneurs, ?* the Russian
Arbitration Center at the Russian Institute of Modern Arbitration,?® the
National Centre of Sports Arbitration at Sports Arbitration Chamber
ANO,?¢ the Arbitral institution at the All-Russian Industrial Association of
Employers' "Russian Engineering Union,"?” and the Arbitral Institution at
the Autonomous Non-Commercial Organization "National Institute of
Developing Arbitration in the fuel and energy sector."28

'3 See Article 44(8) of the Domestic Arbitration Law. It also applies to international
commercial arbitrations seated in Russia as per Article 1 of the Domestic Arbitration Law.
' See Article 44(12) of the Domestic Arbitration Law.

'8 https://www.hkiac.org/.

16 hitps://www.viac.eu/en/.

7 https://iccwbo.org/dispute-resolution-services/icc-international-court-arbitration/.

'8 https://siac.org.sg/.

'® https://minjust.gov.ru/ru/activity/directions/961/#section-materials.

20 See Article 44(12) as amended by Federal Law No. 531-FZ dated 27 December 2018.
21 https://minjust.gov.ru/ru/pages/deponirovannye-pravila-arbitrazha/.

22 International Commercial Arbitration Court (ICAC) at the Chamber of Commerce and
Industry of the Russian Federation, https://mkas.tpprf.ru/en/.

2 Maritime Arbitration Commission (MAC) at the Chamber of Commerce and Industry of
the Russian Federation, https://mac.tpprf.ru/en/.

24 https://arbitration-rspp.ru/.

25 https://centerarbitr.ru/en/main-page/.

% https://sportarbitrage.ru/.

27 https://arbitr.soyuzmash.ru/

2 https://www.arbitration-niratec.ru/
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According to changes made in November 2020 to the Russian Criminal
Code, there is now a separate crime of commercial bribery in the context
of arbitration proceedings?® providing for the transfer to/receipt of a
commercial bribe by an arbitrator for actions (inaction) within their
authority or where they, due to such authority, can facilitate the said
actions. Liability occurs in cases where the bribe was
transferred/received in Russia irrespective of the seat of arbitration. For
bribes transferred/received abroad, liability can occur where such
actions resulted in infringement of the rights of a Russian legal entity or
a Russian citizen.

2.6  What is the regulation regarding the enforcement of
judgments and arbitral awards in Russia?

The state bailiff service enforces judgments from Russian courts of
general jurisdiction and Russian arbitrazh courts.

A foreign court judgment may only be enforced in Russia if the judgment
has been recognized by a Russian court. Such recognition is available if
supported by a relevant international treaty or on the basis of reciprocity.
Russian courts also recognize and enforce foreign court judgments
relying on the principle of reciprocity on a case-by-case basis.

Russia is a party to the Kyiv Treaty on the Procedure for Resolving
Disputes Relating to Business Activities (the "Kyiv Treaty") and the
Convention on Legal Assistance and Legal Relations in Civil,
Criminal and Family Matters (the "Minsk Convention"). According to
the Kyiv Treaty, judgments rendered by state courts of certain CIS
nations are enforceable in the Russian Federation. The Minsk
Convention provides for recognition and enforcement of judicial
decisions in civii and family disputes, including settlement
agreements confirmed by the court and notarial acts regarding
financial obligations, as well as criminal court's judgments for
compensation of damages. The Russian Federation is also a party
to a number of bilateral agreements containing provisions on the
recognition and enforcement of court judgments. Based on the above
agreements, Russia has arrangements for enforcement with the
following  countries:  Albania, Algeria, Argentina, Armenia,
Azerbaijan, Belarus, Bosnia and Herzegovina, Bulgaria, Czech
Republic, Croatia, Cyprus, Estonia Greece Hungary, China, Cuba,
Egyrle fseargite Rdigan Criminal Code (Commercial bribery of an arbitrator).
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Iran lIraq, ltaly, Kazakhstan, Kyrgyzstan, Latvia, Lithuania, Moldova,
Mongolia, Montenegro, North Korea, North Macedonia, Poland,
Romania, Slovakia, Slovenia Spain, Serbia, Tajikistan, Tunisia,
Turkmenistan, Ukraine, Uzbekistan, Vietnam, Yemen. Arbitral awards
rendered by arbitration tribunals located in the Russian Federation or
abroad are executed by the bailiff service after such awards are
recognized and ordered to be enforced by Russian courts. As a rule,
Russian courts may not review any foreign arbitral award on its merits.
The grounds for refusing to recognize and enforce foreign arbitral
awards are generally the same as those set forth in the New York
Convention.

Judgments of foreign courts and foreign arbitral awards that do not
require enforcement are recognized in the Russian Federation if the
international treaty of the Russian Federation and the federal law
stipulates the recognition.

2.7 What are the main rules for alternative dispute
resolution and mediation in Russia?

The Federal Law "On an Alternative Procedure for Dispute Resolution
with the Participation of an Intermediary" dated 27 July 2010 regulates
dispute resolution procedures involving the assistance of a mediator on
the basis of the voluntary consent of the parties.

The mediation procedure may be applied to disputes arising out of civil
law, administrative and other public legal relations, including those in
connection with commercial and entrepreneurial activities, labor disputes
(except for collective employment disputes) and family law disputes.
However, mediation is not possible if they affect the public interest or the
rights and legitimate interests of third parties that are not participating in
the mediation procedure. From the start of mediation, the limitation
period is suspended.

When the parties have concluded a mediation agreement following a
mediation procedure after the dispute has been referred to a state court
or arbitration, the court or arbitration tribunal may approve the mediation
agreement as a decision on agreed terms.
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A mediation agreement concluded by the parties following a mediation
procedure that was conducted without referring the dispute to a court or
an arbitration court, if notarized, can be the basis for enforcement.

Mediators and other intermediaries assisting the parties in settling the
dispute may not be questioned as witnesses in state courts on matters
that came to their knowledge in the course of performing their duties.

2.8 What changes to the Russian judicial system are
anticipated in the near future?

A draft law with changes to simplified dispute resolution procedures,
such as summary proceedings and writ proceedings, is pending.® The
purpose of the draft law is to broaden the scope of disputes subject to
simplified procedures, namely by increasing the monetary thresholds for
submitting the dispute to summary proceedings and writ proceedings.

%0 Draft Law No. 237135-8 "On amendments to the Arbitrazh Procedure Code of the
Russian Federation," available at: https://sozd.duma.gov.ru/bill/237135-8.
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3. Promoting Foreign Investment in Russia

3.1 What is the legal framework for foreign investment?

The Constitution and the Civil Code, as well as laws on joint-stock and
limited liability companies and securities markets, provide the general
legal framework for investment in Russia.

Foreign investments in Russia are regulated by the Law "On Foreign
Investments in the Russian Federation" (the "Foreign Investments
Law"),3! which guarantees foreign investors the right to invest and to
receive revenues and profits from such investments, and sets forth the
general terms for foreign investors' business activities.

By virtue of this law, foreign investors will be treated no less favorably
than domestic investors, although with certain exceptions. These
exceptions may be introduced to protect the Russian constitutional
system, public morals, the health and rights of citizens, or for state
security and defense purposes. Foreign investments may only be
nationalized following the adoption of a federal law, and with
compensation.

The Foreign Investments Law permits foreign investment in most sectors
of the Russian economy: government securities, stocks and bonds,
direct investment in new businesses, the acquisition of existing Russian-
owned enterprises, joint ventures, etc. Importantly, the Foreign
Investments Law does not apply to the investment of foreign capital in
banks and other credit organizations, insurance companies, mass media
outlets, broadcasting organizations and air carriers, as well as
noncommercial organizations. Foreign investments in these entities are
subject to specific Russian legislation.

Certain restrictions on foreign investments are imposed by the Law "On
the Procedures for Foreign Investments in Companies of Strategic
Significance for National Defense and Security" (the "Strategic
Companies Law").% The Strategic Companies Law is designed to
regulate the acquisition of control over Russian strategic companies by
foreign investors or by groups that include a foreign investor.

31 Federal Law No. 160-FZ dated 9 July 1999.
32 Federal Law No. 57-FZ dated 29 April 2008.
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In addition, Russia is a member of the World Trade Organization and,
thus, is committed to implementing its treaties and regulations.

In March 2022, the Russian Government introduced a list of "unfriendly”
jurisdictions (i.e., countries and territories that have imposed sanctions
against the Russian Federation, Russian legal entities and individuals®?
in connection with events in Ukraine (the "List of Unfriendly
Jurisdictions"). The List of Unfriendly Jurisdictions includes, among
others, the USA, the EU countries, the UK, Canada, Japan, etc.
Jurisdictions not included in the List of Unfriendly Jurisdictions are
considered "friendly."

The regulatory regime that applies to foreign investments from "friendly"
jurisdictions is described in more detail in other paragraphs in this
Section (the "General Regulatory Regime").

In addition to the General Regulatory Regime, transactions (actions) of
persons from "unfriendly" jurisdictions are subject to the following special
limitations and restrictions imposed by Decrees of the President of the
Russian Federation:

. incorporation by a non-Russian entity or individual from an
"unfriendly" jurisdiction of a JSC or an LLC requires prior
approval by the Russian Government Commission on Control
over Foreign Investments (the "Government Commission")3*

3 any transactions (operations) relating to the establishment,
change or termination of ownership rights, use and/or disposal,
in each case whether directly or indirectly, of the participation
interests in an LLC or any other controlling rights with respect to
an LLC between (i) a non-Russian entity or individual from
"unfriendly" jurisdictions (or any entity controlled by such non-
Russian entity or individual) and a Russian resident; or (ii) two
non-Russian entities or individuals from "unfriendly" jurisdictions
(or entities controlled by them); or (iii) a non-Russian entity or
individual from "unfriendly" jurisdictions (or any entity controlled

33 Resolution of the Government of the Russian Federation No. 430-r dated 5 March 2022
"On Approval of the List of Foreign States and Territories that Have Undertaken Unfriendly
Actions against the Russian Federation, Russian Legal Entities and Individuals."

3 Decrees of the Russian President No. 618 dated 8 September 2022 and No. 737 dated
15 October 2022.
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by such non-Russian entity or individual) and a non-Russian
entity or individual from a "friendly" jurisdiction, requires prior
approval by the Government Commission3®

. transactions (operations) relating to the transfer of title to securities
and real estate between Russian residents and a non-Russian
entity or individual connected with an "unfriendly" jurisdiction or
persons under its control, requires prior approval by the
Government Commission®®

. transactions (operations) relating to the establishment, change or
termination of ownership rights, use and/or disposal, in each
case whether directly or indirectly, of shares in a JSC or any
other controlling rights with respect to a JSC between (i) a non-
Russian entity or individual from "unfriendly” jurisdictions; or (ii)
a non-Russian entity or individual from an "unfriendly"
jurisdiction and a non-Russian entity or individual from a
"friendly" jurisdiction, requires prior approval by the Government
Commission®’

. if the amount of distributable profits/dividends payable by an LLC
or JSC to its foreign shareholder connected with an "unfriendly"
jurisdiction exceeds RUB 10,000,000 per month or an
equivalent amount in any foreign currency calculated at the
Russian Central Bank official exchange rate on the first day
of the respective month, such payment shall be made only in
Russian rubles to a special S-type account opened with a
Russian authorized bank. Funds from such S-type account can
be used only for a limited number of operations and it is not
possible to extract them from Russia. Payment of distributable
profits/dividends to a different account requires prior approval
of the Russian Ministry of Finance.®

Please see also Sections 14 ("Intellectual Property") and 10 ("Property
Rights") for further details relating to additional limitations and

3 Decree of the Russian President No. 618 dated 8 September 2022.

3% Decree of the Russian President No. 95 dated 5 March 2022.

%7 Decree of the Russian President No. 737 dated 15 October 2022,

3 Decrees of the Russian President No. 95 dated 5 March 2022 and No. 254 dated 4 May
2022.
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restrictions on the transfer of real estate and royalty payments involving
persons from "unfriendly" jurisdictions.

3.2 What is the legal definition of a foreign investor?

The Foreign Investments Law defines foreign investors as:

. foreign entities not controlled by Russian entities and individuals
o foreign individuals unless they are also Russian citizens
o foreign states and international organizations, as well as entities

under their control
The Strategic Companies Law expands this definition by extending it to:

o entities (including those registered in Russia) under the control
of foreign investors

o Russian citizens with foreign citizenship

3.3 Does Russian law provide for a stabilization clause?

Russian law provides for stabilization clauses under the Foreign
Investments Law and other regulatory regimes.

3.3.1 Stabilization clause under the Foreign Investments
Law

The Foreign Investments Law sets forth a stabilization clause (the
"Grandfather Clause"). The Grandfather Clause prohibits increasing the
rates of certain federal taxes until initial investments have been
recouped (up to a maximum of seven years, unless this period is
extended by the Russian Government). The Grandfather Clause also
protects from applying prohibitions or limitations related to foreign
investments during the same period if these prohibitions or limitations
are introduced after the first investments to the project are made.

This clause applies to: (i) foreign investors that are implementing priority
investment projects; (ii) Russian companies with more than 25% foreign
equity ownership; and (iii) Russian companies with foreign participation
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that are implementing priority investment projects, regardless of the
percentage of foreign participation in the company.

According to the Foreign Investments Law, a priority investment project
is a project where the amount of foreign investment exceeds RUB
one billion or where a foreign investor has purchased an equity interest
worth more than RUB 100 million. In both cases, the investment project
must be included in a list of projects approved by the Russian
Government.

Key exceptions to the Grandfather Clause are established for excise tax,
VAT on domestic goods, and pension fund payments. There is also a
potentially broad exception for laws protecting public or state interests.
Despite these exceptions and qualifications, it remains unclear if the
Grandfather Clause brings any real benefit to foreign investors.

3.3.2 Stabilization clauses under other regulatory regimes

Investors making certain capital investments, as well as parties to
special investment contracts (the "SPIC") and investment protection and
promotion agreements (the "SZPK"),% or residents of special economic
zones (the "SEZ"), may enjoy regulatory stabilization in respect of their
investment projects.

The basic regulatory stabilization issues relating to such regimes are
outlined below. For more details concerning SZPK, SPIC and SEZ
please refer to Section 3.4 of this guide.

3.3.2.1 Capital investment activities

The Law "On Investment Activity in the Russian Federation in the Form
of Capital Investments"“° provides for a stabilization clause similar to the
Grandfather Clause under the Foreign Investments Law.

Investors may enjoy this stabilization clause in priority investment
projects involving capital investments in Russia, provided that the project
is included in a list of projects approved by the Russian Government.

3% In Russian: cornalueHuns o 3alTe 1 nooLpeHnn kanutanosnoxeHuin (C3MK).
40 Federal Law No. 39-FZ dated 25 February 1999.
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3.3.2.2 SZPK

SZPK may include a stabilization clause ranging from six to twenty years
depending on the amount of investments and the industries in which a
given project is implemented. The term may be extended up to six years
subject to additional investment commitments.

The stabilization clause protects from negative regulatory changes that
may affect the project, including:

. changes in rates and payment terms of taxes and similar
charges, as well as the introduction of new taxes and similar
charges

. increase in import customs duties effective 1 January 2022

. increase in the negative environmental impact charge and other

environmental charges

. changes in the rules on granting and using land plots, as well as
implementation of urban development

o changes to certain administrative procedures
3.3.2.3 SPIC

SPIC may provide for a general stabilization clause with regard to
protection from laws and regulations limiting or prohibiting the
implementation of rights granted to an investor under SPIC.

SPIC may also provide for a tax stabilization clause with regard to
amendments to a tax law increasing or abolishing reduced tax rates
established for investors under SPIC. A tax stabilization clause under
SPIC may apply to taxation of corporate profits, property, land tax and
transport.

3.3.24 SEZ

The Federal Law "On Special Economic Zones"*' establishes a tax
stabilization clause for SEZ residents during the validity period of their

41 Federal Law No. 116-FZ dated 22 July 2005.
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agreements with the SEZ administration. Such clause does not apply to
taxes payable for excised goods such as alcohol, gasoline, tobacco,
cars and others.

3.4 What are the main incentives for attracting foreign
investment in Russia?

In recent years, the Russian Government has been actively promoting
investments in certain industries with a view to greater localization,
development and deployment of innovations, broader economic
diversification, and accelerating the development of specific territories.

To do so, federal, regional and municipal authorities establish territories
with a special status, execute various investment promotion and public-
private partnership (the "PPP") agreements, offer tax benefits and
subsidies, grant preferential access to public procurement and run
various government-sponsored programs.

Generally, such incentives apply irrespective of whether the investments
are of domestic or foreign origin. However, most of them require the
establishment of a Russian legal entity.

3.4.1 Territories with special status

There are a number of special zones (territories) established within
Russia that provide their residents with a variety of incentives.
Depending on the particular territory, such incentives may include tax
and customs benefits, simplified procedures for leasing state or
municipal land and hiring foreign personnel, reduced administrative
barriers, access to certain unique infrastructure, etc. The most
noteworthy types of such territories include:

o the Skolkovo Innovation Center, a flagship government
project aimed at promoting research and development activities
in the fields of energy efficiency, information technologies,
biomedicine, cutting-edge manufacturing, and nuclear and
space technologies

o the Moscow International Medical Cluster (the "MIMC"),
a medical, scientific and educational center designed to develop
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advanced healthcare in Russia, MIMC welcomes the world's
best clinics to open branches and engage foreign specialists

. Innovation Science and Technology Centers (also referred
to as technological valleys), such as Vorobyovy Gory
(Moscow), Mendeleev Valley (Moscow), Quantum Valley
(Nizhniy Novgorod), Nuclear and Medical Technologies Park
(Kaluga Oblast), Intellectual Electronics — Valdai (Valdai,
Novgorod Oblast), Composite Valley (Tula Oblast), Russkiy
(Vladivostok) and Sirius (Sochi)

. SEZs designed to attract investments into priority sectors of the
Russian economy; there are currently 50 SEZs established
across Russia of which:#?

o 31 specialize in industrial manufacturing — such as
Alabuga in Tatarstan, Titanium Valley in Sverdlovsk Oblast
and Krasnoyarsk Technological Valley

o seven specialize in technology development — such as
Innopolis in Tatarstan, Technopolis Moscow and St.
Petersburg

o 10 specialize in recreation — such as Elbrus, Arkhyz and
several others in North Caucasus, Gate of Baikal in Irkutsk
Oblast and Turquoise Katun in Altai Krai

o two specialize in port infrastructure — namely, Olya in
Astrakhan Oblast (near the Caspian Sea) and one in
Ulyanovsk Oblast

o territories with unique status (generally comparable to SEZs)
such as the free port of Vladivostok, special zones in Kaliningrad
and Magadan Oblasts, and major territories of the Arctic Zone of
the Russian Federation (AZRF)

o territories of advanced social and economic development
(the "ADTs") aimed at incentivizing investment into certain (often

42 According to Russian Ministry of Economic Development's website
<https://www.economy.gov.ru/material/directions/regionalnoe_razvitie/instrumenty_razvitiy
a_territoriy/osobye_ekonomicheskie_zony/> (accessed on 16 March 2023).
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depressed) regions. More than 100 ADTs have been established
across Russia, most of which are located in the so-called mono-
cities (one-factory towns) and in Russia's Far East*®

On 9 March 2023 the Russian Government published the Draft Federal
Law on several international ADTs (the "IADTs").** The core objective of
the IADTs is to incentivize foreign investments into the manufacturing of
high-tech or other products with high added value. The list of such
products will be determined by the Russian Government. The scope of
IADTs incentives are planned to be more generous as compared to
other ADTs. Several regions of Russia’s Far East announced their intent
to establish such IADTSs.

In addition, the Russian City Planning Code entitles investors to enter
into an agreement with state or municipal authorities for integrated
territorial development (the "IDT"). Pursuant to such agreement,
investors undertake to carry out construction and territorial development
activities in exchange for simplified land use-related administrative
procedures. IDT projects may involve the construction of new buildings
and infrastructure facilities in unbuilt areas, or the renovation of old
buildings and infrastructure. By way of example, the Moscow authorities
initiated several such projects aiming to renovate more than 130
locations with a total of almost 2,000 hectares, which is expected to
mobilize about RUB seven trillion in investments.*®

3.4.2 Investment agreements with state and municipal
authorities

Russian law allows investors to execute various types of investment
agreements with federal, regional and municipal authorities. Such
agreements may entitle investors to regulatory regime stabilization (as
detailed in Section 3.3 above), tax benefits, subsidies (grants),
preferential access to state or municipal land, public procurement and
some other incentives.

43 According to Russian Ministry of Economic Development's website
<https://www.economy.gov.ru/material/directions/regionalnoe_razvitie/instrumenty_razvitiy
a_territoriy/tor/> (accessed on 16 March 2023).

44 Federal portal of regulations drafts
<https://regulation.gov.ru/projects/List/AdvancedSearch#npa=136561>.

45 According to Industrial Quarters website of the Moscow government
<https://iquarters.ru/> (accessed on 16 March 2023).
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3.4.21 SZPK

Investors may enter into SZPKs with the Russian Federation, its
constituent entities and municipalities to ensure regulatory stability for
the implementation of major investment projects (stabilization clause),
obtain additional incentives, and resolve SZPK related disputes with
authorities under arbitration rules.

The types of activities envisaged by SZPK projects may include
construction, modernization and subsequent operation of industrial
facilities, intellectual property development and use, and environmental
efficiency improvement.

SZPKs are relevant for various industries, with certain exceptions such
as gambling, tobacco, oil and gas extraction (except for liquefied natural
gas), retail, construction or modernization of business centers and
shopping malls (except for terminals), and household and finance.

The SZPK law provides a number of eligibility criteria for projects in
healthcare, the digital economy, airports, public transportation,
environmental protection, agriculture, tourism, logistics centers,
education, culture and other fields. For instance, a digital economy
project must result in construction or upgrade of IT infrastructure or
contribute to objectives of the national project Digital Economy (see item
(9) below).

Minimum investment thresholds vary depending on the type (industry
sector) of the project:

° RUB 10 billion — most of the industries

o RUB 4.5 billion — manufacturing, airports, public transportation
and logistics centers

o RUB 1.5 billion — digital economy, environment, agriculture,
tourism, food and processing industries

o RUB 750 million — healthcare, education, culture and sports,
residential buildings construction in accordance with the IDT

) RUB 200 million — regional projects
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Both equity and debt finance may be accounted for the above
investment thresholds.

SZPK participants may be entitled to tax benefits (such as investment
tax deduction)*® and/or a subsidy (grant) to reimburse 20 to 100%*" of
certain project-related expenses such as those incurred:

. to build or upgrade maintenance or auxiliary infrastructure

. to repay interest under loans or bonds used to finance such
auxiliary infrastructure-related activities, as well as to finance the
demolition, construction or upgrade of certain facilities or the
development of intellectual property

. to conduct R&D resulting in the creation of new technology
. to dismantle facilities in military towns (as part of residential
construction)

In 2020-2021, 36 SZPKs were executed with total envisaged
investments of RUB 1.28 trillion. Since then, Russia has suspended the
SZPK mechanism until September 2022. From September 2022 to
March 2023, six SZPKs were executed with total envisaged investments
of RUB 408 billion.*8

The authorities consider the SZPK as the core instrument to incentivize
major investments. They continue to fine-tune it*°, including in terms of
its operation in conjunction with other regulatory incentives.

3.4.22 SPIC

Under a SPIC, a private investor undertakes to develop and implement
the production of high-tech industrial products, while the Russian federal
and regional governments, as well as municipal authorities, acting
jointly, assume the obligation to provide the private investor with certain
benefits and incentives (e.g., a stable and preferential tax regime) to

46 In June 2022, the Russia Tax Code amended with Federal Laws No. 225 and No. 226.
47 Depending on the particular type of expense.

48 Kommersant, Investments fail to keep up with agreements (13 March 2023)
<https://www.kommersant.ru/doc/5873576?from=main>.

4 For instance, relaunched SZPK regulation entitles investors to use debt finance for
SZPK activities.
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facilitate the implementation of the investment project. SPIC is
concluded for a maximum term of 15 years (if the total project
investment amount does not exceed RUB 50 billion or 20 years (if the
threshold is reached)).

SPIC legislation was significantly revised in 2019. New SPICs are
commonly known as "SPIC 2.0." The key change under the SPIC 2.0
regime is the requirement to introduce and implement modern
technologies under the investment project. Modern technologies are to
be used as a basis for the mass production of industrial products that
are globally competitive. The Russian Government approves the list of
such modern technologies. Currently, several companies have signed
contracts under the SPIC 2.0 regime.

Prior to 2019, several notable contracts were executed under the SPIC
1.0 regime in industries such as pharmaceuticals, automotive,
chemicals, healthcare, the manufacture of renewable energy equipment
and other machinery, and electronics.

3.4.2.3 Regional investment projects (the "RIPs")

Another example of investment incentives are RIPs. Participants in RIPs
undertake to invest in the production of goods within a certain territory
and, in turn, are granted corporate profits tax benefits. Initially, RIPs
were designed to promote investments in the economies of the Russian
Far East and Eastern Siberia. Currently, investors may implement RIPs
in any Russian region that has introduced this regime in its territory.

3.4.2.4 Priority investment projects (the "PIPs")

Both federal and regional authorities use the mechanism of PIPs to
support certain types of projects.

At the federal level, the Russian Government has approved several lists
of PIPs such as those in forestry and projects in the Russian Far East
region. Participants in federal PIPs may be entitled to a stabilization
clause in respect of tax or other payments, as well as access to public
funds.

Russian regions may also award PIP status to significant investment
projects, which are then included in regional PIP lists. The scope of
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incentives under regional PIPs depends on regional legislation.
Generally, such incentives may include regional tax benefits, subsidies
and simplified procedures to lease state or municipal land.

3.4.25 Concessions and PPP

In order to attract private investments into public infrastructure and other
areas such as IT, Russian authorities are making significant efforts to
develop PPP mechanisms.

PPP implies the cooperation of a public and private partner, based on a
coalition of resources and risk sharing. The goal of the public partner is
to attract private investment to the economy, ensure availability of
goods, work and services, improve their quality, and develop socially
critical infrastructure. The private partner gets to benefit from operating
the PPP facility.

Until 2015, the only PPP mechanism available at the federal level was
the concession agreement. The concession model implies that
ownership title to a facility remains with the public partner. This
drawback limited the possibility for implementing internationally
recognized PPP models and hindered the expansion of concession
agreements in Russia, forcing Russian regions to develop their own
more sophisticated PPP legislation.

To correct this situation, on 1 January 2016, new PPP legislation
entered into force establishing the general legal framework for PPP
projects at the federal level and, among other things, allowing ownership
title to a facility to be transferred to a private partner. This opened
opportunities for private investors to employ a variety of models in
structuring PPP projects that were not previously available.

Nevertheless, concession agreements are still commonly used in many
industries such as utilities, waste and power.

3.4.3 Tax incentives and subsidies

Russian law permits a number of tax incentives either for specific
industries, such as information technology, or types of activities
(investments), such as capital expenditures or R&D. For further details
on the Russian tax system, please refer to Section 6 of this guide.
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Russian-established entities operating in some industries may apply for
certain types of subsidies or grants. By way of example, various
authorities may subsidize:

o automakers with localized production

. major industrials implementing so-called best available
technologies (the "BAT") and issuing green bonds to finance
BAT implementation®

. artificial intelligence projects

o manufacturers of priority industrial or agricultural products (for
instance, hydrogen or ammonia)®' through low-interest loans

3.4.4 Regulatory sandboxes

In July 2020, Russia adopted the law on experimental legal regimes for
digital innovations (regulatory sandboxes (the "ELR")). The law came
into effect in January 2021.

ELR aims to incentivize companies to develop, test or implement "digital
innovation" in fields such as:

. healthcare and pharmaceuticals, including telemedicine,
technologies for collection and processing health-related data

. transportation, including unmanned vehicles and aircraft
. industrial manufacturing

. agriculture

. construction

o financial markets

o e-commerce

% Please see Section [20.2.2.4] for further details on BAT and for details on green bonds.
51 Please see the List of priority products for import support purposes adopted by the
Decree of the Russian Ministry of the Trade and Industry No. 3041 dated 21 July 2022.
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. state and municipal services

Companies awarded the ELR status may be exempted from certain laws
and regulations (such as licensing requirements) that would have been
applicable to given activities in the absence of ELR status.

Specific regulatory exemptions are established in accordance with a
specific ELR program. Such programs are to be approved by the
Russian Government or the Bank of Russia (in respect of financial
market-related activities). The default term of an ELR is three years, and
may be extended.

3.4.5 Preferential public procurement

According to some estimates, just in the first half of 2022, state and
municipal procurement (including state corporations and similar
regulated entities) in Russia accounted for about RUB five trillion which
is 10% more than the same period in the previous year. Access to public
procurement is of vital importance for many industries.

3.4.5.1 Benefits for Russian-made goods

Default provisions of Russian law rules restrict public procurement of
certain types of foreign goods such as various types of software, light or
machinery tools and industry goods.

When both foreign and Russian goods are proposed for public
procurement, a 15% price handicap applies to the goods of Russian
origin.

From 2021, Russian authorities and state-controlled entities also have to
ensure a minimum share of procured goods with Russian origin, with
respect to certain types of goods, such as computer hardware.

Producers of goods with the "made in Russia" status enjoy preferential
access to public procurement. To obtain such status, they have to
demonstrate compliance with certain localization levels for a given type
of goods.

52 Civil Control of Public Procurement. The volume of public procurement in the first half of
the year increased by 10%, to five trillion rubles (2 August 2022) <https://gkgz.ru/obem-
goszakupok-v-i-polugodii-vyros-na-10-do-5-trin-rublej/>.
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Manufacturers that are parties to a SPIC may enjoy a simplified
procedure to confirm the localization level.

3.45.2 Offset agreements

Public procurement law entitles regional authorities to execute reciprocal
investment agreements (offset agreements) with investors that are
Russian legal entities.

Offset agreements provide for an investor's obligations to build or
renovate certain production facilities or to set up production of certain
goods (offset goods) on the territory of the region executing the
agreement. In exchange for the investments, regional authorities register
the investor as a sole vendor of the offset goods. Such status entitles
the public buyers within the respective region to purchase the offset
goods without tendering, as opposed to default public procurement
procedures. Effective from 1 July 2022, offset agreements will be
available for execution in respect of services.

The respective investments should be no less than RUB one billion. The
term of such agreements can be up to 10 years.

The city of Moscow executed six offset agreements envisaging RUB
13.1 billion of investments in the manufacturing of medical supplies,
pharmaceutical goods and certain food products.>® In addition, Moscow
approved 11 contracts for more than 9.8 billion of investments to be
executed in 2023.%*

3.4.6 Special administrative areas (the "SARs")

3.4.6.1 SAR concept and objectives

In December 2018, SARs were established in Kaliningrad Oblast and
Primorsky Krai.

%3 According to the Moscow mayor's official website
https://www.mos.ru/news/item/93672073/ and
https://www.mos.ru/news/item/119736073/?utm_source=search&utm_term=serp.
% According to the Moscow mayor's official website
https://www.mos.ru/news/item/117654073/.
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SAR legislation introduced the concept of redomiciliation, i.e., the
relocation of foreign companies to Russia. Residents of a SAR
(redomiciled foreign companies) receive the status of international
companies.

Conceptually, SARs aim to incentivize companies to redomicile to
Russia while maintaining some of the benefits traditionally offered in
offshore jurisdictions.

Attention to SARs have materially grown in 2020-2021 in view of the
Russian Government's assertive renegotiation or termination of double
tax treaties (the "DTT") with Cyprus, Luxembourg, Malta, the
Netherlands and possibly several other jurisdictions, such as
Switzerland, Singapore and Hong Kong. In March 2023 Russian
Ministries of Finance and Foreign Affairs proposed to withdraw from
DTTs with the "unfriendly states."5®

In 2022-2023 the number of companies with Russian origin moving to
SARs have drastically increased following massive sanctions against
Russian businesses.

3.4.6.2 International companies

In order to apply for registration in a SAR as an international company, a
foreign company must meet the following requirements:

. be a commercial corporate holding entity that carries out its
activities in several states, including Russia (whether on its own
account, or through directly or indirectly controlled entities or
branches/representative offices)

. be registered in a member state or observer state of FATF,5®
Moneyval, 5 EAG, ® APG, % ESAAMLG, % GAFILAD, ©
MENAFATF,82 CFATF,% GIABA® or GABAC®®

% States that joined sanctions targeting Russian individuals, companies and state. List of
such states is determined by the Russian Government.

%6 Financial Action Task Force, global money laundering and terrorist financing watchdog.
57 Committee of Experts on the Evaluation of Anti-Money Laundering Measures and the
Financing of Terrorism of the Council of Europe.

58 Eurasian Group on Combating Money Laundering and Financing of Terrorism.

59 Asia/Pacific Group on Money Laundering.
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. be entitled to domicile under its personal law and constituent
documents and apply to the management company of a SAR to
be registered as a participant of a SAR

o undertake to invest in Russia at least RUB 50 million within one
year following registration in a SAR

International companies enjoy tax benefits and a special currency
regime. The authorities are considering fine-tuning the SAR regime,
including in terms of tax benefits.

3.46.3 International funds

In addition to international companies, the concept of international funds
was introduced in November 2019 to provide SAR benefits to nonprofit
entities. The rationale behind this change was that important sectors of
the Russian economy, such as healthcare or education, are often
financed through nonprofit organizations.

An international fund is defined as a noncorporate organization
established by a participant(s) of a SAR for managerial, social and other
nonprofit functions. The founder of an international fund may not be an
individual, credit institution, noncredit financial institution, payment
system operator or a payment infrastructure service operator.

An international fund may be registered in a SAR either by way of
redomiciliation of a foreign entity or incorporation of a new entity in a
SAR, and is subject to the following requirements:

. the fund (in case of redomiciliation) or the founders (in case of
incorporation) will apply to the management company of a
SAR to be registered as a participant of a SAR

o the book value of the assets of the founder(s) of the
international fund will be at least RUB 50 million

80 Eastern and Southern Africa Anti-Money Laundering Group.

51 Financial Action Task Force of Latin America.

52 Middle East and North Africa Financial Action Task Force.

83 Caribbean Financial Action Task Force.

54 Inter-Governmental Action Group against Money Laundering in West Africa.
8 Task Force on Money Laundering in Central Africa.
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. in case of redomiciliation, the foreign entity will be registered in
a member state or observer state of FATF, Moneyval, EAG,
APG, ESAAMLG, GAFILAD, MENAFATF, CFATF, GIABA or
GABAC

. the goals of the international fund will not be at variance with
the public order of the Russian Federation

3.4.7 Governmental programs highlighting Russia's
strategic development goals that may be relevant for
investors

Russian authorities run a number of so-called national projects and
other strategic initiatives that indicate governmental priorities and aim to
open the door for investments in certain areas.

3.4.7.1 National projects 2024 and national
development objectives 2030

In May 2018, the Russian President signed the Decree on National
Goals and Strategic Objectives of Russian Development until 2024 (the
so-called May Decree). Pursuant to the May Decree, the Russian
Government developed 13 national projects.

Each national project supports several specific federal programs that are
effectively road maps to achieving specific development targets in fields
such as:®%

. safe and high-quality roads — aimed at major construction
and renovation of roads, deployment of advanced road
technologies and renovation of the passenger vehicles fleet

. environment — aimed at developing waste utilization
infrastructure, significant industrial emission reductions and
various water and forestry related activities

o integrated backbone infrastructure modernization and
expansion — aimed at building and renovating railways,

56 Based on the national projects information gateway operated by Tass
https://futurerussia.gov.ru/.
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airports, sea ports, the Northern Sea Route, inland waterways
and the power sector

o digital economy — aimed at advancing digitalization across
multiple industries, and developing data centers, communication
networks and cyber security

o healthcare — aimed at renovating medical facilities; supporting
special treatments for cancer, cardiovascular and other diseases;
and setting up national medical R&D centers and smart
healthcare

o housing and urban habitat — aimed at materially expanding
housing construction and various urban improvements

. international cooperation and export — aimed at boosting
industrial and agricultural export

o tourism and hospitality management — aimed at boosting
tourism infrastructure, internal tourism and export of tourism
services

o other socially focused areas — demography, education,

science, small and medium entrepreneurship and culture (art)

In July 2020, the President of the Russian Federation signed the Decree
"On National Development Goals until 2030" which aims to reshape the
national projects and to integrate them into more ambitious goals
through 2030.

34.7.2 Governmental initiatives 2030

In October 2021, the Russian Government approved 42 initiatives of
Russia’s development through 2030, grouped into six core areas:
Technological Breakthrough, Digital Transformation, Construction,
Environment, Government for Citizens and Social Affairs.

By way of example, the Technological Breakthrough area kicked off
several federal programs including Clean Power (hydrogen and
renewables), Electric and Hydrogen Vehicle, LNG Markets Breakthrough
and Unmanned Logistics Corridors.
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The Environment area kicked off the programs Circular Economy, Low-
Carbon Development Policy and "Major Clean-up."

3.4.7.3 National technological initiative 2035 (the
IINTIII)

NTI is a program run by the Agency of Strategic Initiatives aiming to
procure Russia’s leadership in disruptive technologies by 2035,
including in power, fintech, autonomous transport, food, health and
neuro tech. The NTI Foundation supports the project through research
grants and subsidies on implementation costs.

3.4.7.4 Latest developments.

In 2021, the Russian Government started developing an integrated plan
to adapt the Russian economy to the transition taking place in global
energy. For further details on Russia's broader climate, environmental
and cleantech policy, please see Section 20 of this guide.

In 2022, the authorities kicked off multiple efforts to incentivize the
national economy’s shift towards the Asia-Pacific market, boost the
internal market, improve infrastructure and achieve technological
independence in critical technologies.

3.5 What are the restrictions and limitations on foreign
investment in Russia?

There are certain restrictions on foreign investors acquiring control over
companies that are of strategic value to Russia (so-called strategic
companies). In addition, foreign investments in certain industries,
including insurance and mass media, are also subject to certain
limitations. Please refer to the Sections 18 ("Insurance in Russia") and
19 ("Telecommunications") for further details.

The acquisition of shares (participation interests), fixed assets or control
rights, as well as the establishment of a joint venture and certain other
transactions may be subject to merger control. Please see the Section
25 ("Competition Protection Law") for further details.

There are also certain restrictions on foreign investors acquiring land
plots in areas adjoining the borders of Russia, land plots located within
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the boundaries of seaports, and agricultural lands. Please see the
Section 10 ("Property Rights") for further details.

In addition, as a result of the political situation in Ukraine, several
countries (including the US, the EU, Canada, Australia, Switzerland and
Japan) have imposed sanctions targeting Russian entities and
individuals, as well as certain sectors of the Russian economy, in
spheres such as finance, energy and defense. These sanctions have
particularly affected the Crimea region, which is now almost completely
isolated from business relations with the countries that implemented the
sanctions. The sanctions regime should be taken into account by foreign
investors originating from or with operations in those countries that have
implemented Ukraine-related sanctions against Russia.

In response to the Ukraine-related sanctions introduced against Russia,
Russia imposed a ban on imports of certain agricultural and food
products originating from the US, the EU, Canada, Australia and several
other countries.

Please see the Section 8 ("Sanctions") for further details with respect to
sanctions.

3.6 What restrictions apply to foreign investments in
strategic companies?

Whenever a foreign investor intends to acquire control over a Russian
company engaged in a strategic activity, the acquisition, depending on
the level of such control, requires preliminary approval from the Russian
Government and/or post-transaction notification of the Federal
Antimonopoly Service (the "FAS") of the Russian Federation.
Importantly, the notion of control for these purposes implies not only a
certain minimum shareholding, but also rights to appoint governing
bodies and otherwise determine the target company's activity.

3.7  What are the government bodies competent to review
applications for transaction approval and to receive
post-transaction notifications?

The competent authorities are the Government Commission (regarding
preliminary transaction approval) and the FAS (regarding both
preliminary transaction approval and post-transaction notifications).
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3.8 How is a strategic company defined?

The Strategic Companies Law provides a list of 50 activities that
constitute strategic activities in Russia. Any company engaged in such
activities is viewed as a strategic company.

From the standpoint of foreign investment, it is crucial to verify all
activities the target company is engaged in (particularly, those activities
it is licensed to engage in) to assess whether it qualifies as strategic
and, therefore, would be subject to the restrictions outlined above.
Strategic activities include, among others, the following:

. operations affecting geophysical processes, as well as
hydrometeorological processes and events

. activities involving the use of infectious agents

o activities related to the nuclear industry

o activities related to encryption (cryptography)

. activities related to the detection of electronic bugging devices

(unless performed for a legal entity's internal purposes) and to
the manufacture and sale of such devices by commercial

entities

. activities involving military weapons and equipment, including
components and ammunition

. the manufacture and sale of explosive materials for industrial
purposes

. activities related to aviation equipment and security

° space activities

o activities involving television or radio broadcasting that covers

a territory where more than half of a Russian constituent
entity's population resides

. services provided by companies in the fields specified in
Federal Law No. 57-FZ dated 17 August 1995 "On Natural
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Monopolies," including oil and gas transportation, rail
transportation, services in transport terminals, marine terminals
and airports, etc. (excluding generally accessible
telecommunications and postal services, services for heat
energy and power transmission via distribution systems, and
harbor services)

o subsoil exploration and extraction activities involving strategic
deposits (see the Section 16 ("Natural Resources"))

. fishing of aquatic biological resources

. commercial printing, provided that the monthly output exceeds
200 million printed sheets

o activities performed by editorial boards and publishers,
provided that the annual circulation of publications exceeds
certain thresholds specified by law depending on publication
frequency

) other activities set out in the Strategic Companies Law

In July 2017, Russia enacted new rules strengthening government
control over transactions involving foreign investors with respect to
Russian companies. From 30 July 2017, any acquisitions by foreign
investors of shares in any Russian company (not only companies
engaged in the above strategic activities) may require the prior approval
of the Government Commission if the chair of the Government
Commission (i.e., the Prime Minister of Russia) decides that such
transaction may threaten national defense and state security. In this
case, FAS, within three days from the date of receiving such decision
taken by the Prime Minister, will notify the foreign investor that it must
submit an application for preliminary approval of the transaction by the
Government Commission.

3.9 Which transactions (actions) are subject to
preliminary approval?

The following transactions and other actions involving the acquisition of
control over strategic companies require the preliminary approval of the
Russian Government:
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. With respect to companies engaged in strategic activities other
than the use of strategic subsoil plots and/or fishing of aquatic
biological resources — transactions where a foreign investor or
group of persons acquires:

o direct or indirect control over more than 50% of the total
number of votes attached to voting shares

o the right to appoint (a) the chief executive officer, and/or (b)
more than 50% of the members of a collegial executive
body (i.e., management board) of a strategic company

o the unconditional ability to elect more than 50% of the
members of the board of directors (supervisory council) or
other collegial governing body of a strategic company

. with respect to companies using strategic subsoil plots and/or
fishing of aquatic biological resources — transactions where a
foreign investor or group of persons acquires:

o direct or indirect control over 25% or more of the total
number of votes attached to voting shares

o the right to appoint (a) the chief executive officer, and/or (b)
25% or more of the members of a collegial executive body
of a strategic company

o the unconditional ability to elect 25% or more of the
members of the board of directors (supervisory council) or
other collegial governing body of a strategic company

. with respect to companies using strategic subsoil plots and/or
fishing of aquatic biological resources — transactions aimed at a
foreign investor's acquisition of direct or indirect control over
shares (participation interests) if the foreign investor already has
direct or indirect control over more than 25%, but less than 75%,
of the total number of votes attached to voting shares (except for
a foreign investor's acquisition of shares (participation interests),
which does not lead to an increase in the foreign investor's
equity interest)
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. transactions pursuant to which a foreign investor assumes the
role of an external manager or external managing company of a
strategic company or obtains the possibility to otherwise
determine its corporate decisions, including those regarding the
business of such strategic company

. transactions pursuant to which a foreign investor or a group of
persons acquire control with respect to a strategic company as a
result of: (i) any transactions with respect to third parties
controlling, directly or indirectly, a strategic company; (ii) other
cases of the acquisition of shares (participation interests),
including but not limited to the buyout of shares of a Russian
public joint-stock company as a result of a mandatory offer being
made to other shareholders following the acquisition of more
than 30% of voting shares in such company; and (iii) a change in
the ratio of votes attributable to voting shares (participation
interests) in a strategic company

. transactions aimed at the acquisition by a foreign state,
international organization and a foreign investor that fail to
disclose information about its beneficial owners and controlling
persons to FAS, or about entities under their control, of the right
to directly or indirectly control more than:

o 25% of the total number of votes attached to voting shares
or other means of blocking decisions of the governing
bodies in companies engaged in strategic activities other
than the use of strategic subsoil plots and/or fishing of
aquatic biological resources

o 5% of the total number of votes attached to voting shares in
companies using strategic subsoil plots and/or fishing of
aquatic biological resources

o transactions of an organization controlled by a foreign state that
result in the establishment of control by such organization over
(A) a strategic company (i) that is recognized as such
exclusively due to its (a) engagement in activities involving the
use of infectious agents (except for such use for drug
manufacturing purposes) and/or (b) provision of services by
natural monopolies (with respect to water supply and disposal
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services using centralized systems, public utility infrastructure
systems) and (ii) for which such activities are not its main
activities, provided that (iii) the book value of such strategic
company's assets used for such activities for three years
preceding the date of filing an application for preliminary
approval from the Russian Government does not exceed one
percent (1%) of the total book value of the assets of such
strategic company as at the latest reporting date for each
completed reporting year; or (B) a company that is not strategic
but that controls such strategic company

. Transactions aimed at a foreign investor's acquisition of a
strategic company's main production facilities if their value is
equal to or exceeds 25% of the company's book asset value

3.10 Who is responsible for securing preliminary
transaction approval?

The foreign investor is responsible for securing transaction approval.

3.11 How does one obtain a preliminary transaction
approval?

A foreign investor must submit an application for preliminary approval to
FAS, which checks the application's compliance with the formal
requirements. The application represents a standard form supported by
a number of documents relating to both the foreign investor and the
strategic company, including a description of their groups, corporate
documents and a draft business plan for the strategic company.

During the preliminary review, FAS requests the Federal Security
Service and the Ministry of Defense to provide their conclusions as to
whether the proposed transaction threatens national defense or any
other security interest. FAS may also request additional information from
the applicants, state bodies, organizations and individuals.

After the formal check is completed, FAS submits an application for
preliminary approval to the Government Commission. The Government
Commission, in turn, decides whether to approve the application and
whether any additional conditions established by the Strategic
Companies Law will apply to such approval.
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3.12 How long does an application review take?

After a foreign investor submits the application, FAS and the
Government Commission have a maximum of three months to issue a
final written decision. The Government Commission may extend the
review period by another three months (six months in total). In practice,
however, the approval process might take longer and there are no
official fast-track options.

3.13 How much discretion do the authorities have when
rendering a decision after an application review?

While FAS' review of a foreign investor's application focuses on
compliance with the formal requirements, the Government Commission
has full discretion to approve or reject the proposed transaction and is
not obliged to explain or substantiate its decision.

3.14 If preliminary approval for a transaction is not granted,
can such a decision be challenged?

By virtue of Russian laws, the decision of the Government Commission
may be challenged at the Supreme Court of the Russian Federation. In
practice, such a challenge is very difficult (if not impossible), as the
Government Commission takes decisions at its own discretion and is not
obliged to explain or substantiate them.

3.15 When is a post-transaction notification required?

The Strategic Companies Law requires the post-transaction notification
of FAS in the following cases:

. acquisition by foreign investors of at least 5% of the shares
(whether voting or not) in any strategic company and completion
by foreign investors of the transactions and other actions for
which preliminary approval has been obtained

. obtainment by citizens of the Russian Federation of another
citizenship or residence permit in any foreign state, cancellation
of a decision to grant Russian citizenship to foreign persons,
withdrawal from Russian citizenship by foreign persons, in each
case provided that such citizens or persons hold at least 5% of
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the shares in any strategic company and does not control such
strategic company

3.16  What are the exemptions to the Strategic Companies
Law?

The Strategic Companies Law does not apply, among other things, to
the following:

. acquisitions of strategic companies by entities under the control
of the Russian Federation, its constituent territories or citizens of
the Russian Federation that qualify as Russian tax residents®’
(except for individuals with double citizenship), provided that
such entities have submitted information to FAS about their
beneficiaries, beneficial owners and controlling persons

. investments in a strategic company (other than those using
strategic subsoil plots and/or fishing of aquatic biological
resources) by a foreign investor, provided that: (i) such foreign
investor already, directly or indirectly, controls more than 50% of
the votes attached to voting shares in that strategic company;
and/or (ii) such foreign investor and such strategic company are
controlled by the same person (so-called intragroup exemption)

o investments in a strategic company using strategic subsoil plots
and/or fishing of aquatic biological resources by a foreign
investor if the Russian Federation had a right to control more
than 50% of voting shares in such strategic company before the
transaction and such a right still remains with the Russian
Federation after the transaction is closed

3.17 What are the consequences of violating the Strategic
Companies Law?

Transactions executed in breach of the Strategic Companies Law are
deemed void. The court may hold that the parties to a void transaction
must return everything received under such transaction. If it is
impossible to reverse a deal, or if a foreign investor fails to provide post-

57 Generally, a Russian tax resident is an individual that can prove their physical presence
in the territory of Russia for no less than 183 days during 12 consecutive months.
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transaction notification to FAS in case of the acquisition, directly or
indirectly, of five percent (5%) or more of shares in a strategic company,
a court may rule to deprive the foreign investor of voting rights at the
shareholders' meeting.

Violation of the Strategic Companies Law is also considered an
administrative offense and is subject to the following penalties:

. failure to obtain preliminary transaction approval, submission of
misleading information to FAS, or breach of the terms and
procedures of filing an application may lead to a fine of up to
RUB one million for a legal entity, up to RUB 50,000 for an
executive officer of the infringing legal entity and up to RUB
5,000 for an individual

. failure to submit a post-transaction notification (information) to
FAS, submission of a knowingly misleading post-transaction
notification (information) or breach of the terms and procedures
of submitting a post-transaction notification (information) may
lead to a fine of up to RUB 500,000 for a legal entity, up to RUB
30,000 for an executive officer of the infringing legal entity and
up to RUB 3,000 an individual

. failure to provide FAS with information required by law, including
additional requested information, may lead to a fine of up to
RUB one million for a legal entity, up to RUB 50,000 for an
executive officer of the infringing legal entity and up to RUB
5,000 for an individual

3.18 Are there special rules for investments made by
foreign states, international organizations and
investors not providing information?

Investments of foreign states and international organizations, as well as
of entities under their control, in any Russian company, whether
strategic or not, are subject to additional clearance requirements under
the Foreign Investments Law. Any transaction that gives the above
person(s) the right to directly or indirectly control more than 25% of the
total number of votes attached to voting shares in any Russian
company, or otherwise block decisions of a Russian company's
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governing bodies, requires preliminary clearance with the Russian
Government and FAS.

Furthermore, pursuant to the Strategic Companies Law, foreign states,
international organizations and foreign investors that fail to disclose
information about their beneficial owners and controlling persons to
FAS, as well as entities under their control (the "Restricted Investors"),
must obtain preliminary transaction approval when acquiring more than:

. 25% of the total number of votes attached to voting shares or
other means of blocking decisions of the governing bodies for
companies engaged in strategic activities other than the use of
strategic subsoil plots and/or fishing of aquatic biological
resources

. 5% of the total number of votes attached to voting shares of
companies using strategic subsoil plots and/or fishing of aquatic
biological resources

In addition, Restricted Investors are explicitly prohibited from
establishing control over strategic companies, as this term is defined in
the Strategic Companies Law. Under the Strategic Companies Law,
control over a strategic company means:

. with respect to strategic companies engaged in strategic
activities other than the use of strategic subsoil plots and/or
fishing of aquatic biological resources:

o acquisition by a Restricted Investor of direct or indirect
control over more than 50% of the total number of votes
attached to voting shares

o acquisition by a Restricted Investor of the right to appoint
(a) the chief executive officer, and/or (b) more than 50% of
the members of a collegial executive body of a strategic
company

o acquisition by a Restricted Investor of the unconditional
ability to elect more than 50% of the members of the board
of directors (supervisory council) or other collegial
governing body of a strategic company
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appointment of a Restricted Investor as an external
managing company of a strategic company

acquisition by a Restricted Investor of the right to direct the
management of a strategic company on the basis of a
contract or otherwise

with respect to the strategic companies using strategic subsoil

plots and/or fishing of aquatic biological resources:

O

acquisition by a Restricted Investor of direct or indirect
control over 25% or more of the total number of votes
attached to voting shares

acquisition by a Restricted Investor of the right to appoint
(a) the chief executive officer, and/or (b) 25% or more of the
members of a collegial executive body of a strategic
company

acquisition by a Restricted Investor of the unconditional
ability to elect 25% or more of the members of the board of
directors (supervisory council) or other collegial governing
body of a strategic company

appointment of a Restricted Investor as an external
managing company of a strategic company

acquisition by a Restricted Investor of the right to direct the
management of a strategic company on the basis of a
contract or otherwise
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4. Establishing a Legal Presence
What are the most common forms of legal presence in Russia?

Foreign investors most often conduct business in Russia through (i) a
local representative office or branch of a foreign company; or (ii) a
Russian subsidiary.

4.1 Representative office or branch of a foreign legal
entity

4.1.1 Is a branch or a representative office considered a
Russian legal entity?

No — neither a branch nor a representative office of a foreign company
are considered a Russian legal entity but are, rather, a subdivision of a
foreign parent company.

4.1.2 What are the differences between a branch and a
representative office?

A representative office is set up to carry out liaison and ancillary
functions to promote the business of its foreign parent company in
Russia. Formally, representative offices must not engage in commercial
activities. Thus, most representative offices are not subject to profits tax,
unless their activities give rise to a permanent establishment for tax
purposes, i.e., when a foreign legal entity engages in regular commercial
activity through its representative office (for example, the sale of goods
or the provision of services) without establishing a branch.

As opposed to a representative office, a branch may engage in any
functions that the parent company engages in pursuant to its corporate
documents, as long as this is provided for in the branch's regulations
and is permitted under Russian law. This broad scope of permitted
activities is the primary advantage for forming a branch in Russia. In
contrast, a representative office that engages in commercial activities
would technically be violating the terms of its accreditation. From a
purely legal perspective, violation of Russian law is a ground for the
termination of a representative office’s termination upon a decision of
the accreditation authority (i.e., Interdistrict Tax Inspectorate No. 47 of
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the Federal Tax Service located in Moscow). However, in practice,
violations by representative offices of permitted activities generally only
trigger difficulties with the renewal of accreditation in Russia.

4.1.3 What is the procedure for establishing a branch or
representative office in Russia?

Branches and representative offices of foreign entities in Russia are
subject to mandatory accreditation with Interdistrict Tax Inspectorate No.
47 of the Federal Tax Service located in Moscow. However, certain
industries have special accreditation bodies. For example, the Central
Bank of Russia is responsible for the accreditation of representative
offices of foreign banks. Accreditation provides an official status for the
branch and representative office and allows the branch to engage in
commercial activities in Russia.

Following accreditation, the representative office or branch must carry
out a number of post-accreditation procedures to become fully
operational, including registering with the Russian statistics authorities,
the Russian Pension Fund and the Russian Social Insurance Fund, and
opening bank accounts.

4.2 Forming a Russian legal entity

4.2.1 What types of legal entities can be established in
Russia for the purposes of business activity?

The Civil Code of the Russian Federation recognizes the following types
of business (commercial) entities:

. general and limited partnerships

. business partnerships

. production cooperatives

. limited liability companies (the "LLCs")
. joint-stock companies (the "JSCs")

JSCs and LLCs are the most common types of legal entities in Russia.
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4.2.2 What is the regulatory framework for Russian
companies?

The main rules governing the establishment and operation of Russian
companies are contained in:

. the Russian Civil Code

o Federal Law No. 14-FZ "On Limited Liability Companies" dated
8 February 1998 (as amended) (the "LLC Law")

o Federal Law No. 208-FZ "On Joint-Stock Companies" dated 26
December 1995 (as amended) (the "JSC Law")

. Federal Law No. 129-FZ "On State Registration of Legal Entities
and Individual Entrepreneurs" dated 8 August 2001 (as
amended) (the "Registration Law")

4.2.3 How are Russian companies classified?

Russian companies are divided into two categories: (i) public
companies; and (ii) nonpublic (private) companies.

Public companies are JSCs:

. whose shares, or other securities convertible into shares, have
been publicly placed

. whose shares, or other securities convertible into shares, are
publicly traded at a stock exchange

. which declare their public company status in the charter

All other JSCs and LLCs are deemed to be nonpublic.

4.2.4 What are the main differences between public and
nonpublic companies?

Public companies may raise capital through the sale of their shares, and
other securities convertible into their shares, to the public. Public
companies are subject to public reporting and disclosure requirements
and are less flexible in terms of corporate governance.
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Nonpublic companies are privately held corporations that cannot raise
capital from the public. They offer greater flexibility in terms of corporate
governance and structuring the relationships between shareholders
(participants), particularly:

. the charter of a nonpublic company may include provisions that
differ from statutory corporate governance rules

. the charter of a nonpublic company may impose limitations on:
(i) the maximum number of shares held by one shareholder; (ii)
the aggregate nominal value of shares held by one shareholder;
and/or (iii) the maximum number of votes given to one
shareholder

o voting rights and profits may be distributed disproportionately
among the shareholders

. in certain circumstances, a shareholder may be expelled from
the company upon the demand of another shareholder

o share transfers may be subject to certain restrictions (e.g.,
preemptive rights and shareholder consent)

4.2.5 What is the most common corporate form for a
business in Russia?

An LLC is the most common corporate form of a private business in
Russia, particularly for wholly owned subsidiaries and certain joint
ventures. Nonpublic JSCs are used less frequently. This is mainly
because LLCs are easier to establish, are cheaper to maintain, and are
not subject to formalized securities legislation.

Foreign investors rarely use other types of Russian legal entities.

426 What are the main differences between LLCs and
nonpublic JSCs?

The main differences between LLCs and nonpublic JSCs are described
in the table below:
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LLCs

Nonpublic JSCs

The charter capital of an LLC is
divided into participation interests
and shareholders are referred to as
participants.

The charter capital of a nonpublic
JSC is divided into shares which
are deemed securities for the
purposes of Russian securities

regulations. In  addition to
registering with the tax authorities,
JSCs are subject to various

additional procedural requirements
and must register their shares with
the Russian securities market
regulator — the Central Bank of
Russia. These will apply upon the
initial registration of a JSC and on
an ongoing basis, particularly in the
event of a share capital increase.

The charter may allow a participant
to withdraw from the company at
any time (receiving the actual value
of its participation interest from the
company).

A shareholder has no statutory
right to withdraw from the
company (except by selling its
shares to third parties or to the
company, in certain instances
provided by law).

Information on the participants is
reflected in the Russian Unified
State Register of Legal Entities (the
"USRLE"), which is maintained by
the Russian tax authorities.

A licensed registrar for a fee must
maintain a shareholders' register.

Information on the participants is
contained in the USRLE, which is
publicly available.

Information on the shareholders is
contained in the shareholders'
register, which is not available to
the public (save for information on
the initial founder(s), which is also
reflected in the USRLE).
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Title to a participation interest
passes when the transfer is state
registered with the USRLE; the
participation interest sale and
purchase agreement is subject to
certification by a notary.

Transfer of title to shares is
effected by making the respective
entry on the account in the
shareholders' register (or depo
account, if shares are transferred to
a depository).

A notary need not certify decisions
made in general participants'
meetings (save for decisions on the
increase of the charter -capital,
which must be certified by a
notary); these decisions may be
certified as provided in the charter
(adopted by a decision certified by
a notary), for example, by signing
by participants.

The registrar or a notary must
certify decisions made in general
shareholders' meetings.

Transfer of a participation interest is
limited by law and may be
additionally limited by the charter
and/or corporate agreement.

By virtue of law, the participants of
an LLC have a preemptive right to
purchase participation interests of
the LLC offered for sale by other
participants to third parties. The
above is a mandatory provision of
Russian legislation. The charter
may also provide for such right for
the LLC itself.

In addition, the charter of an LLC
may totally prohibit the transfer of
participation interests to third
parties or provide for the transfer of
participation interests to other
participants and third parties,
subject to the prior consent of other

Transfer of shares is not limited by
law, but may be limited by the
charter and/or  shareholders'
agreement.

The charter of a nonpublic JSC
may provide for the preemptive
right of shareholders and the
nonpublic JSC to purchase shares
offered for sale by other
shareholders to third parties.

In addition, the charter of a
nonpublic JSC may provide for the
prior consent of shareholders with
respect to the transfer of shares to
third parties. The term of such
limitation will be stipulated in the
charter and it may not exceed five
years from the date of
incorporation of the nonpublic JSC
or state registration of relevant

Melling, Voitishkin & Partners

90




Doing Business in Russia

participants or the LLC itself (for an
unlimited term).

changes to the charter providing
for such limitation.

However, if the LLC's charter
prohibits the transfer of participation
interests to third parties and other
participants of the LLC refuse to
purchase the relevant participation
interests, or the LLC's charter
requires the consent of other
participants or the LLC itself for the
transfer of participations interests to
third parties and the other
participants and the LLC itself
refuse to provide such consent, a
participant of an LLC may demand
that the LLC buy out its
participation interest.

4.2.7 What is the procedure for establishing a Russian
company?

A JSC or an LLC is deemed incorporated from the moment of its state
registration with the Russian tax authorities. The state registration
procedure for JSCs and LLCs is similar. It takes approximately two
weeks to formally incorporate a JSC or an LLC and a further two weeks
to open its bank accounts and make it fully operational.

In the case of a JSC, the registration of its shares with the Central Bank
of Russia takes an additional period of one-and-a-half to two months.
The shares cannot be transferred to third parties until they are
registered.

4.2.8 lIs it possible to establish a Russian company with a
sole participant (shareholder)?

Yes — both LLCs and JSCs may be established by one founder,
whether an individual or a legal entity, subject to the 1-1-1 restriction
(see the next question).

Melling, Voitishkin & Partners 91



Doing Business in Russia

4.2.9 What is the so-called 1-1-1 restriction or Matryoshka
rule?

Russian law prescribes that a company may not have another entity that
has a single owner as its sole shareholder (the 1-1-1 restriction or
"Matryoshka rule"). A company may have a sole shareholder but this
sole shareholder must have at least two shareholders.

4.2.10What is the maximum number of participants
(shareholders) in a Russian company?

The maximum number of participants in an LLC is 50. If the number of
participants exceeds 50, the LLC must be converted into a JSC within
one year or be liquidated.

There is no limit on the number of shareholders in JSCs.

4.2.11 What statutory documents do Russian companies
have?

The only statutory document of JSCs and LLCs is a charter.

The charter of an LLC must include the following information:

J name and location of the LLC

o structure and competence of the governing bodies of the LLC
and their decision-making procedures

. size of the LLC charter capital

o participants' rights and obligations

o procedure for a participant's withdrawal from the LLC (if the

charter provides for such withdrawal)
o procedure for transferring a participation interest
o other provisions required by law

The charter of a JSC must include the following information:
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. name and location of the JSC
. size of the JSC charter capital
. quantity, nominal value and categories (common or preferred) of

shares, as well as the classes of preferred shares issued and
distributed by the JSC

. rights of the holders of shares of each category

o structure and competence of the JSC's governing bodies and
their decision-making procedures

. procedure for preparing and holding general shareholders'
meetings, including a list of issues requiring either unanimous
consent or a resolution adopted by a qualified majority of votes

o information about the existence of any special right of
participation in the management of the company held by the
Russian Federation, a constituent entity of the Russian
Federation or a municipality of the Russian Federation (a golden
share)

. other provisions required by law

The charter of an LLC and a JSC may include other provisions, provided
that they do not contradict applicable Russian legislation.

4.2.12 What types of shares may be issued by a JSC?

A JSC issues ordinary shares and may issue several classes of
preferred shares. A nonpublic JSC may issue its shares as digital
financial assets in accordance with Russian legislation on digital
financial assets and digital currency. Different classes of preferred
shares may have different nominal values, while all ordinary shares
must have equal nominal values. The total value of a JSC's preferred
shares may not exceed 25% of its charter capital.

Each ordinary share carries one vote at the general shareholders'
meeting (except for cases of cumulative voting, as provided for in the
JSC Law) and does not have any predetermined dividend amounts.
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In contrast to ordinary shares, preferred shares do not carry voting
rights, except when voting on certain key issues (reorganization,
liquidation, restricting the rights of the owners of such preferred shares,
etc.) or where the preferred shares have a fixed dividend and such
dividend is not paid when due. The holders of preferred shares have
priority in receiving dividends (the amount of which may be set as either
a fixed sum or a formula) or liquidation proceeds over holders of
ordinary shares or preferred shares of a subordinate class. A preferred
share with a fixed dividend gains a voting right if such fixed dividend is
not paid when due.

The JSC Law also allows a nonpublic JSC to issue preferred shares of
different classes granting: (i) the preemptive right to acquire newly
issued shares of a certain type (class); (ii) voting rights on all or certain
issues of the agenda of a general shareholders' meeting; and/or (iii)
other additional rights. Furthermore, it is possible to make such rights
conditional upon the occurrence of certain circumstances.

4.2.13 What is the statutory minimum amount of the charter
capital of a Russian company?

The charter capital of LLCs and nonpublic JSCs may not be less than
RUB 10,000. The charter capital of a public JSC may not be less than
RUB 100,000.

A greater amount of charter capital may be required if the company is
engaging in certain specific types of business activities (for instance,
banking, insurance, distribution of alcohol, etc.).

4.2.14 What is the deadline for paying the initial charter
capital?

In LLCs, the charter capital must be paid up in full within four months
from the date of the LLC's registration.

In JSCs, the founders must pay at least 50% of the JSC charter capital
within three months following its state registration with the Russian tax
authorities, with the remainder payable in full within the first year.
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4.2.15 Is it possible to pay charter capital in kind?

The statutory minimum amount of initial charter capital (i.e., RUB 10,000
for LLCs and nonpublic JSCs, and RUB 100,000 for public JSCs) must
be paid in cash. Other contributions may be made either in cash or in
kind.

In-kind contributions may be made with movable and immovable
property, shares (participation interests) in other commercial entities,
state and municipal bonds, and intellectual property rights (exclusive
rights and licenses), but not other rights such as leases and accounts
receivable. The charter of a company may provide for additional
restrictions on the type of assets accepted as in-kind contributions.

4216 What are the governing bodies for Russian
companies?

There are two models of corporate governance for Russian companies:

. a two-tier model: (i) the general meeting; and (ii) the executive
body
o a three-tier model: (i) the general meeting; (ii) the board of

directors; and (iii) the executive body

Nonpublic JSCs with less than 50 shareholders and LLCs need not have a
board of directors. For nonpublic JSCs with 50 or more shareholders and
public JSCs, a board of directors is mandatory.

4.2.17 What is the role of the general meeting?

The general meeting is the supreme governing body of a Russian
company. It is responsible for the most important issues pertaining to the
management of the company.

The competence of the general meeting typically includes, among other
things, the following issues:

. amendment of the company's charter

o reorganization and liquidation of the company
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. formation of the company's board of directors, appointment of its
members and their dismissal

. approval of an increase in the company's charter capital

. approval of the annual report and annual financial statements

J decisions on the distribution of dividends

. decisions on the admission of third parties into a company

. approval of major transactions if the value of the transaction

exceeds 50% of the total book value of the company's assets

. approval of interested party transactions if the value of the
transaction exceeds 10% of the total book value of the
company's assets (provided that such approval is required under
applicable legislation)

. approval of key internal company documents that address
corporate governance issues

. other issues prescribed by law or the company charter

In nonpublic companies, the competence of the general meeting is not
limited by statutory provisions and, therefore, may be broadened by the
charter of the company.

If the charter of a nonpublic company prescribes the establishment of a
board of directors, the majority of issues pertaining to the competence of
the general meeting may be transferred to the competence of the board
of directors, except for certain key issues (e.g., reorganization or
liquidation of the company, introducing amendments into the charter). In
nonpublic companies, shareholders (participants) have considerable
flexibility in tailoring and fine-tuning the competences of the general
meeting and the board of directors to meet specific needs.

Conversely, in public JSCs, the competence of the general meeting may
not be extended by the charter and is significantly limited by the
authority of the board of directors, which, in practice, plays a key role in
corporate governance, leaving only the most critical issues in the
competence of the general meeting.
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4.2.18 What is the role of the board of directors?

The board of directors is a company's supervisory governing body
responsible for the general oversight and direction of the company's
activities. The legal status of a board of directors of a Russian company
differs from the legal status of a board of directors in companies formed
in many western jurisdictions because, under Russian law, a board of
directors is a supervisory body rather than an executive one.
Furthermore, the members of executive bodies of the company cannot
comprise more than a quarter of the board of directors.

The competence of the board of directors usually includes, among other
things, the following issues:

. determination of the company's main spheres of business
activity

. appointment of the executive body of the company

. determination of the amount of compensation to be paid to the

company's executive bodies

. approval of participation in the charter capitals of other legal
entities

. opening and closing the company's branches and representative
offices

. approval of major transactions if the value of the transaction is

within the range of 25%-50% of the total book value of the
company's assets

. approval of interested party transactions if the value of the
transaction does not exceed 10% of the total book value of the
company's assets (provided that such approval is required under
applicable legislation)

. other issues prescribed by the company's charter

In both public and nonpublic companies, the competence of the board of
directors is not limited by statutory provisions and, therefore, may be
broadened by the company's charter.
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4219 What are the executive bodies of a Russian
company?

A Russian company may have the following executive bodies, which are
responsible for its day-to-day management:

o sole executive body (often referred to as general director)

o sole executive body and the collegial executive body (the
"Management Board")

Every Russian company must have a sole executive body. Establishing
a Management Board is optional for both public and nonpublic
companies except for banks, which are legally required to have a
Management Board.

4.2.20 What is the competence of the sole executive body?

The sole executive body acts on behalf of the company without a power
of attorney, represents the company in relations with third parties, has
the authority to bind the company, and handles HR issues, among other
things.

4.2.21Is it possible to appoint two or more sole executive
bodies? Does Russian law allow the implementation
of a two-signature rule?

Yes — it is possible to: (i) create several sole executive bodies, which
may act independently from each other; or (ii) provide the authority of
the sole executive body to several persons acting jointly — the so-called
two-signature rule.

4.2.22 What is the role of the Management Board?

The Management Board is a collegial executive body of the company
responsible for its day-to-day management. If a Management Board is
established in a company, the sole executive body acts as the chair of
the Management Board.

The Management Board's competence may not coincide with the
competence of the company's other governing bodies. In nonpublic
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companies, most issues pertaining to the competence of the general
meeting and board of directors may be transferred to the Management
Board, except for certain key issues (such as the reorganization or
liquidation of the company and amendments to the charter).

From a practical perspective, Management Boards are uncommon for
wholly owned subsidiaries of foreign entities that tend to have simpler
governing structures. In addition, unlike members of the board of
directors, Management Board members are considered employees of
the company and non-Russian members of the Management Board
must apply for work permits and work visas.

4.2.23 Does Russian law allow the outsourcing of the day-
to-day management to an external manager?

Yes — the functions of a sole executive body may be delegated to an
external commercial organization or to an individual manager on a
contractual basis.

4.2.24 What body of a Russian company is responsible for
supervising the company's financial activities and
business operations?

An internal auditor (or internal audit commission) (the "Internal Audit
Commission") is responsible for supervising the company's financial
activities and business operations. The formation of an Internal Audit
Commission is optional.

The Internal Audit Commission performs audits of the company's
financial activities and business operations, either annually or when it
deems necessary. The Internal Audit Commission is entitled to request
any officer of the company (including the general director) to provide
information, comments and clarifications. The Internal Audit Commission
will have access to all of the company's documents.

From a practical perspective, an Internal Audit Commission is not
common for wholly owned subsidiaries of foreign entities, as many
foreign companies rely on internal control procedures and external
audits to supervise the financial and other aspects of its Russian
subsidiary's operations.
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In practice, an Internal Audit Commission is mainly established in public
JSCs, joint ventures and large companies with developed corporate
governance structures where formalized internal control procedures are
required to provide additional protection and comfort to shareholders.

4.2.25 Does Russian law provide for mandatory audits of
Russian companies?

Public JSCs are subject to mandatory audits, i.e., an independent
external auditor must audit their annual accounts.

With regard to LLCs and nonpublic JSCs, they are not generally subject
to mandatory audits. Russian law sets out several cases where external
audits are mandatory for LLCs and JSCs, for example, if an LLC or JSC
conducts certain types of activities (e.g., banking or insurance activities),
if the amount of an LLC's or JSC’s profits for the previous accounting
year (determined in accordance with the tax legislation of the Russian
Federation) exceeds RUB 800 million, or if the book value of its assets
exceeds RUB 400 million as of the end of the previous accounting year.
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5.  Corporate Compliance

5.1 What are the key provisions of anti-bribery laws in
Russia?

Russian anti-corruption legislation includes Federal Law No. 273 "On
Combating Corruption," the Criminal Code (that defines corruption
crimes and applies to individuals), the Code of Administrative Offenses
(the "CAOQ") (that defines corruption offenses and applies to legal
entities) and certain other legal acts.

Russian criminal law prohibits public and private, domestic and foreign,
and active and passive bribery. Aiding and abetting bribery and minor
bribery are also crimes to be aware of (please see Section 5.3 below).

While individuals can be held criminally liable for bribery-related
offenses, legal entities are only subject to administrative liability (please
see Section 5.2 below). Administrative fines for legal entities depend on
the amount of the bribe, and can reach significant amounts. In some
cases, the fine could reach up to 100 times the amount of the bribe.
These provisions are vigorously enforced; however, certain steps
including the introduction of corporate compliance programs could help
mitigate the risks of liability. From January 2019, a legal entity can incur
liability when the person handing over the bribe was acting in the
interests of a related entity (a subsidiary, affiliated company, etc.). This
amendment expanded the scope of a legal entity's liability and increased
the risks of such liability, especially since a legal entity may lack
sufficient control over the actions of its related entities. In addition, legal
entities under investigation for committing an administrative offense can
have their assets attached to ensure the enforcement of an
administrative fine in case they are found guilty.®®

Russian law imposes tough restrictions with regard to gifts to public
officials. While it is the public officials themselves who are mostly
subjects to these restrictions, companies should also be aware of them
in order to avoid unethical conduct and suspicions of bribery (please see
Section 5.4 below).

68 See Article 27.20 of the CAO.
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Pending regulatory changes in the area of corruption are provided in
Section 5.5.

5.2 What liability does a legal entity incur for corrupt
conduct?

In Russia, there is no criminal liability for legal entities. When a legal
entity is held responsible for corrupt conduct, it is ordinarily subjected to
administrative liability, such as administrative fines.

5.2.1 What is the definition of the offense of active public
and commercial bribery on behalf of a legal entity?

Article 19.28 of the CAO provides for administrative liability for a legal
entity for unlawful provision, offer or promise, by anyone acting in the
name or in the interests of a legal entity or in the interests of a related
legal entity, of anything of pecuniary value to a Russian or foreign public
official, an official of a public international organization, or officers in a
commercial company (or to another individual or a legal entity upon
request of the aforementioned officials) for any act or omission in the
interests of this legal entity or its related legal entity.

In addition, a legal entity incurs administrative liability for a bribe given
on its behalf when monies, securities or other property (or property
rights) are transferred, offered or promised, or services are provided
upon request of the bribe recipient (who may be a manager of a
commercial or another organization, a public official of a foreign state or
an official of a public international organization) to another individual or
legal entity.

Definitions of a Russian public official, a foreign public official, an official
of a public international organization and a person performing
managerial functions in a commercial or other organization are the same
as for the corresponding criminal offenses (see Section 5.3.4 "What
actions are prohibited as active and passive commercial bribery").

5.2.2 What defenses may a legal entity raise to avoid
liability?

First, as provided for in the law, companies may be released from
administrative liability for domestic bribery on their behalf if they have
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contributed to the detection of the offense (e.g., by disclosing
information); assisted in the conduct of the administrative investigation,
detection, prosecution or investigation of the related crime; or if the bribe
has been extorted from the legal entity.®® For the defense to apply,
under Article 19.28(5) of the CAO, a legal entity has to provide evidence
that it has contributed to the detection of the offense or assisted in the
conduct of an administrative investigation, or provide evidence
confirming that it has been an extortion from this legal entity. As
confirmed by enforcement practice, a decision on the use of Note 5 can
be taken by the prosecutor when deciding on initiating the proceedings
under Article 19.28 or by a court.”™

Second, a defense that may be used based on the enforcement practice
is confirmation that the company has taken anti-corruption measures to
avoid the offense in question. Ultimately, this is an issue about the
compliance program adopted by the respective company.

For legal entities and individuals in Russia, administrative liability is fault
based. Article 2.1 of the CAO defines the fault of a legal entity as the
failure to take all measures within its power to comply with the law,
including those recommended by Article 13.3 of Federal Law No. 273
"On Combating Corruption." Therefore, a legal entity may raise the
measures it has taken to prevent bribery on its behalf as a defense.

The measures under Article 13.3 of Federal Law No. 273 "On
Combating Corruption,” may include (but are not limited to):

. designating departments and structural units and officers who
will be responsible for the prevention of bribery and related
offenses

. cooperating with law enforcement authorities

. developing and implementing standards and procedures

designed to ensure ethical business conduct

5 See Note 5 to Article 19.28 of the Code of Administrative Offenses.

70 Baker McKenzie publication "Russia: Corporate Anti-Corruption Enforcement Trends," p.
9, available at: https://www.bakermckenzie.com/en/insight/publications/2020/12/russia-
corporate-anti-corruption-enforcement.
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. adopting a code of ethics and professional conduct for all
employees
. establishing the means for identifying, preventing and resolving

conflicts of interest
o preventing the creation and use of false or altered documents

The Russian Ministry of Labor and Social Protection publishes the
following official guides on how legal entities should take these
measures:

. Recommendations for Organizations on Developing and
Implementing Measures for Preventing and Combating
Corruption”" (2013, amended in 2014)

o Measures for Preventing Corruption in Organizations”? (2019)

. Memorandum on Establishing the Duties of Employees for
Preventing Corruption, Employee Liability and Incentive
Programs” (2019)

o Recommendations on the Procedure for Assessing Corruption
Risks in Organizations™ (2019)

Research on corporate anti-bribery enforcement reveals a significant
growth in cases where courts reviewed companies' corporate
compliance programs for the purposes of establishing guilt or releasing
companies from liability.

Third, in circumstances where companies are held liable for bribes given
by third parties in their interests, a potential defense for these
companies could be their reference to the outcomes of internal
investigations.

In an Overview of enforcement practice under Article 19.28 of the CAO™
the Russian Supreme Court clarified the grounds for liability of a legal

™ https://mintrud.gov.ru/ministry/programms/anticorruption/015/0.

2 https://mintrud.gov.ru/uploads/magic/ru-RU/Ministry-0-106-src-1568817692.8748.pdf.
73 https://mintrud.gov.ru/uploads/magic/ru-RU/Ministry-0-106-src-1568817742.8173.pdf.
4 https://mintrud.gov.ru/uploads/magic/ru-RU/Ministry-0-106-src-1568817604.7941.pdf.
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entity for the unlawful actions of an individual. Thus, for a legal entity to
be held liable, the individual is either to be its representative by virtue of
the law, the company charter, a power of attorney, etc., or, where no
connection of the legal entity with the individual exists, the individual's
actions are to be authorized, approved or known to those individuals
who are authorized to act on the legal entity's behalf. In any case, for the
legal entity to be found liable, its economic or other (e.g., reputational)
interests in the actions sought from the bribe's recipient are to be
established.”®

Based on the court's guidance, companies should consider pleading as
their defense the lack of economic or other benefits from the bribery,
and/or the absence of authorization, approval or knowledge of the
bribery. The results of a thorough internal investigation might be used to
support the defensible case.

5.2.3 What are the sanctions for the offense?

The sanctions under Article 19.28 of the CAO vary depending on the
amount of the unlawful remuneration, i.e., the bribe. The minimum
sanction for a bribe up to RUB one million is a fine of up to three times
the amount of the bribe, but not less than RUB one million. The
maximum sanction for a bribe over RUB 20 million is a fine of up to 100
times the amount of the bribe, but not less that RUB 100 million. In all
cases, the bribe or its equivalent value may be confiscated.

A legal entity may be held liable under Article 19.28 of the CAO
irrespective of the liability of a particular individual involved in the giving
of a bribe. Additionally, courts are entitled to freeze the property of
companies that are under bribery investigations. The value of the
arrested property could reach up to the maximum amount of a potential
fine. Courts are also entitled to freeze the bank accounts of a suspected
company if they believe it does not have enough property to pay the
potential fine. The freezing requests of prosecutors are to be considered
without notifying the suspect (that will subsequently receive a copy of
the court order). The accounts will remain frozen until the company is
found not guilty, or until it pays the fine.

5 The Supreme Court's overview of court enforcement practice under Article 19.28 of the
CAP, available at: http://www.supcourt.ru/documents/all/29109/.

8 Item 1 of the Supreme Court's overview of court enforcement practice under Article
19.28 of the CAO.
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An administrative fine for the offense under Article 19.28 of the CAO is
to be paid within seven days from the entry into force of the ruling
imposing the fine.””

Where a company is found liable for the offense under Article 19.28 of
the CAOQ, this will have adverse consequences for its business, and in
addition it will have to pay a substantial administrative fine. Such
companies will not be eligible for participation in state procurement
tenders for a period of two years after being held liable for the offense.”
The information is included into the Unified Procurement Register at
https://zakupki.gov.ru and is publicly available. ”® Therefore, liability
under Article 19.28 of the CAO creates reputational risks for the
business.

In recent years, we have seen a number of prosecutors' actions and
court cases in connection with inspections of Russian entities for
noncompliance with the requirements to adopt anti-corruption measures.
Though there are no sanctions in the law for failure to comply with the
obligation of taking measures to prevent corruption, failure to comply
with a prosecutor's instructions to adopt anti-corruption measures (as
issued following these inspections) is punishable and may even include
administrative suspension of operations by up to 90 days.&°

5.2.4 Can Article 19.28 be applied to extraterritorial
conduct?

The Russian authorities will have jurisdiction over any legal entity if a
bribe is directed at a foreign official or an official of a public international
organization, if the offense was aimed against the interests of the
Russian Federation, as well as in instances stipulated by the
international treaty of the Russian Federation, unless this legal entity

7 See para. 1.4 of Article 32.2 of the CAO.

8 See para. 7.1 of Article 31(1) of Federal Law No. 44-FZ "On the Contract System of
Procurement of Goods, Works and Services for Public and Municipal Needs" dated 5 April
2013.

79

https://zakupki.gov.ru/epz/main/public/document/view.html?searchString=&sectionld=2369

&strictEqual=false.
80 See Article 17.7 of the CAO.
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has already been held criminally or administratively liable for the same
actions in a foreign state.®’

To the best of our knowledge, these cases are extremely rare and we
are aware of only one such case related to bribery in Belarus.

The CAO stipulates that where a request for legal assistance in
administrative cases is warranted for conducting procedural actions on
the territory of a foreign state, the term for an administrative investigation
can be extended by up to 12 months.

5.2.5 Does the law provide for liability of legal successors?

According to Article 2.10 of the CAO, legal entities succeeding to the
rights of other legal entites as a result of various corporate
reorganizations, mergers, etc., are liable for the administrative offenses
committed by the legal predecessors regardless of whether the
succeeding entities knew of such administrative offenses.

5.3 What are the major types of criminal offenses for
corrupt conduct?

Russian criminal law prohibits active and passive bribery in both the
public and private sectors.

5.3.1 What actions are prohibited as active bribery of public
officials?

The Criminal Code prohibits the provision of a bribe to Russian public
officials, foreign public officials and officials of public international
organizations, directly, through intermediaries or if a bribe upon the
instructions of a public official is provided to another individual or legal
entity. A bribe can take the form of anything of pecuniary value (monies,
securities, other property, the illegal provision of property-related
services or granting property rights) that is provided for an act or
omission by the relevant official in connection with their official duties for
the benefit of a bribe-giver or the persons who they represent.

81 See Article 1.8(3) of the CAO.
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Russian public officials are defined in Article 285 of the Criminal Code
as persons who permanently, temporarily or pursuant to a specific
authorization perform the function of a representative of state power as
well as persons who perform organizational or administrative functions
in the state and municipal bodies, state or municipal institutions, state
corporations, state and municipal unitary enterprises and in the Russian
military and other armed forces. From 7 March 2021, the definition of a
public official for crimes under Chapter 3082 of the Criminal Code also
covers individuals with administrative and managerial functions at public
law companies, companies where Russia, its constituent entities or
municipalities is entitled to dispose of over 50% of votes or appoint the
sole executive body or 50% of collegial bodies, joint-stock companies
with special participation rights of the Russian Federation, its constituent
entities or municipalities. This will enable such individuals to become
liable, among others.

A foreign public official is defined in Article 290 of the Criminal Code as
any person who is appointed or elected to an office in the legislative,
executive, administrative or judicial body of a foreign state, including a
public administration or an enterprise. An official of a public international
organization is an international civil servant or any person authorized by
such organization to act on its behalf.

5.3.2 What are the sanctions for active bribery of public
officials?

The sanctions under Article 291 of the Criminal Code vary depending
on: (a) whether the person giving the bribe acted alone or in conspiracy
with others; (b) whether the bribe was given for the commission of a
lawful or an unlawful act (omission); and (c) the amount of the bribe.

The minimum sanction — for minor public bribery®® (up to RUB 10,000)
— includes a fine of up to RUB 200,000 or the salary or other income of
the convicted person for up to three months, or correctional labor for up
to one year, or limitation of freedom for up to two years, or imprisonment
for up to one year.

82 Chapter 30: Crimes against the public order, interests of state and municipal service, it
includes such crimes as abuse of authority, bribery, negligent performance of duty, forgery
by a public official, etc.

8 Article 291.1 of the Criminal Code of Russian Federation.
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The maximum sanction for a bribe exceeding RUB one million is a fine
from RUB two million to RUB four million, or in the amount of the salary
or other income of the convicted person for a period of two to four years,
or of 70 to 90 times the amount of the bribe with or without the
prohibition from holding certain positions or engaging in certain
professional activities for up to 10 years, or imprisonment for a period of
eight to 15 years with or without a fine of up to 70 times the amount of
the bribe and with or without the prohibition from holding certain
positions or engaging in certain professional activities for up to 10 years.

A person who has given a bribe may be released from criminal liability if
they actively aided in detecting and prosecuting the crime, and either if
the bribe was extorted from them or they voluntarily reported the bribe to
criminal law enforcement authorities.

5.3.3 When is confiscation possible?

According to Article 104.1 of the Criminal Code, property obtained as a
result of a criminal offense and any property into which such criminally
obtained property has been subsequently transformed, as well as any
proceeds from the use of such property, may be subject to confiscation.
If criminally obtained property or proceeds from its use have been
commingled with other property, confiscation will be proportional to the
value of the criminally obtained property and the proceeds from its use.
Criminally obtained property transferred to another person may be
confiscated only if this person knew or should have known that such
property was obtained as a result of a criminal act.

According to Article 104.2 of the Criminal Code, a court may decide to
confiscate the value of the criminally obtained property if, by the time the
court issues a judgment, confiscation of this property as such becomes
impossible due to this property having been used, sold or for other
reasons. Where such funds are absent or their amount is insufficient, the
court may decide to confiscate other property that is equivalent or
comparable in value to the criminally obtained property (except for
property that is exempt from any levy of execution).
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5.3.4 What actions are prohibited as active and passive
commercial bribery?

Article 204 of the Criminal Code defines commercial bribery as the
unlawful provision of anything that has pecuniary value (including
property rights, services, etc.) to a person who performs managerial
functions in a commercial or other organization, or upon the instructions
of such person to another individual or legal entity, for an act or omission
in connection with such person's job position in the interests of the
provider or other persons, if such acts or omissions fall within the range
of the authority of such person or if such person can, by reason of their
job position, foster such acts or omissions.

Article 204 contains similar provisions on passive commercial bribery,
defined as the receipt by a person who performs managerial functions in
a commercial or other organization (including instances where upon the
instructions of such person the commercial bribe is handed over to
another individual or legal entity) of anything which has pecuniary value
(including property rights, services, etc.) for an act or omission in
connection with such person's job position in the interests of the provider
or other persons, if such acts or omissions fall within the range of the
authority of such person or if such a person can, by reason of his or her
job position, foster such acts or omissions.

Moreover, the same conduct may be prosecuted under Article 201 of the
Criminal Code, which prohibits abuse of authority, i.e., the use by a
person who performs managerial functions in a commercial or other
organization, other than those specified in Article 285 of the Criminal
Code, as well as a nhoncommercial organization that is not a state or
municipal body or an institution, of their authority contrary to the lawful
interests of the organization for the purpose of obtaining an advantage
not only for themselves but also for other persons, as well as for the
purpose of causing damage to other persons.

A person who performs managerial functions, according to Article 201 of
the Criminal Code, can be an individual executive officer or a person
who is a member of a collective executive body or the board of directors.
In addition to the top management, relevant persons include those who
perform organizational or administrative functions, i.e., engage in the
management of at least some personnel or at least some property of the
organization. As a practical matter, it should be noted that Article 204 of
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the Criminal Code also covers conspiracies to engage in commercial
bribery, which expands the reach of this article beyond persons with
managerial functions.

There is a separate crime of commercial bribery in the context of
arbitration proceedings 8 providing for the transfer to/receipt of a
commercial bribe by an arbitrator for acts/inaction within their authority
or where they, due to such authority, can facilitate these actions. Liability
occurs in cases where the bribe was transferred/received in Russia
irrespective of the seat of arbitration. For bribes transferred/received
abroad, liability can occur where such actions resulted in infringement of
the rights of a Russian legal entity or a Russian citizen.

5.3.5 What are the sanctions for active and passive
commercial bribery?

The sanctions for active commercial bribery under Article 204 of the
Criminal Code vary depending on whether the person giving a
commercial bribe has acted alone or in conspiracy with others, as well
as whether the commercial bribe is given for the commission of a lawful
or unlawful act (omission).

The minimum sanctions — for minor commercial bribery® (up to RUB
10,000) — include a fine of up to RUB 150,000 or the salary or other
income of the convicted person for up to three months, or mandatory
labor for up to 200 hours, or correctional labor for up to one year, or
limitation of freedom for up to one year.

The maximum sanctions for active commercial bribery (for a commercial
bribe exceeding RUB one million) are a fine from RUB one million to
RUB 2.5 million, or in the amount of the salary or other income of the
convicted person for a period of one year to two-and-a-half years, or 40 to
70 times the amount of the commercial bribe with or without the
prohibition from holding certain positions or engaging in certain
professional activities for up to five years, or imprisonment for four to eight
years with or without a fine of up to 40 times the amount of the
commercial bribe and with or without the prohibition from holding certain
positions or engaging in certain professional activities for up to five years.

84 Article 200.7 of the Criminal Code: Commercial bribery in respect of an arbitrator.
8 Article 204.2 of the Criminal Code of Russian Federation.
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The sanctions for passive commercial bribery under Article 204 of the
Criminal Code vary depending on whether the person receiving the bribe
acted alone or in conspiracy with others, whether the commercial bribe
was received for the commission of a lawful or unlawful act (omission)
and whether the commercial bribe was extorted.

The maximum sanctions for receiving a commercial bribe exceeding
RUB one million are a fine from RUB two million to RUB five million, or in
the amount of the salary or other income of the convicted person for a
period of two to five years, or 50 to 90 times the amount of the
commercial bribe, with the prohibition from holding certain positions or
engaging in certain professional activites for up to six years, or
imprisonment for seven to 12 years with or without a fine of up to 50 times
the amount of the commercial bribe and with or without the prohibition
from holding certain positions or engaging in certain professional activities
for up to six years.

A person who has committed active commercial bribery covered by
Article 204 of the Criminal Code may be released from criminal liability if
they actively aided in the detection or prosecution of this offense and the
commercial bribe was either extorted from them or they voluntarily
reported the commercial bribe to criminal law enforcement authorities.

5.3.6 Is aiding and abetting public bribery a criminal
offense?

Article 291.1 of the Criminal Code makes aiding and abetting public
bribery a separate criminal offense. Aiding and abetting is defined as the
physical giving of a bribe on the instructions of a person either giving or
receiving a bribe, as well as any other assistance to either of these
persons in reaching or executing an agreement between them to give
and take a bribe. This article applies only to bribes with a value
exceeding RUB 25,000. This article also applies to offers or promises of
assistance in aiding and abetting public bribery regardless of the value
of the bribe. The sanctions for aiding and abetting public bribery are
comparable to those for active public bribery.
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5.3.7 Is aiding and abetting commercial bribery a criminal
offense?

Article 204.1 of the Criminal Code criminalizes aiding and abetting
commercial bribery where the value of the commercial bribe exceeds
RUB 25,000. This article also applies to offers or promises of assistance
in aiding and abetting commercial bribery regardless of the value of the
bribe. The sanctions for aiding and abetting commercial bribery are
lower than those for aiding and abetting public bribery.

5.3.8 What is the lowest amount of the bribe?

There is no lowest amount for a criminal offense.

5.4  What restrictions in respect of gifts exist in Russia?

At present, Article 575 of the Russian Civil Code prohibits gifts, among
others things, to state and municipal officials in connection with their
office or the discharge of their duties of office, except for simple gifts of a
value below RUB 3,000. However, such gifts are not to be provided with
an illegal purpose. Strictly speaking, there is no limit to the value of the
bribe under the Criminal Code and, thus, a gift of a value below the
above threshold can be considered a bribe.

Gifts to state and municipal officials exceeding the above threshold are
considered federal or constituent entities or municipal property and shall
be handed over by the official to the state authority where the official is
employed.

Certain legal acts establish strict requirements for public officials related
to their state service, including requirements to report about their profits,
property and gifts received in the course of their service. In 2018,
reporting requirements were extended to additional categories of public
officials, as well as former public officials and members of their families.

o Federal Law No. 230 "On Control over the Correlation Between
the Expenses and Earnings of Public Officials" dated 3
December 2012 establishes a legal and organizational basis for
exercising control over the expenses of public officials, former
public officials and members of their families
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5.5

Federal Law No. 79 dated 7 May 2013 prohibits public officials
(and their family members) from owning property or having
funds in bank accounts outside of Russia. A sequence of
governmental decrees, issued in accordance with this law,
envisage more stringent reporting procedures for the profits and
ownership of public officials

Government Decree No. 10 dated 9 January 2014 introduced
detailed procedures on reporting gifts received by public
officials, evaluating such gifts and the possible repurchase of
such gifts by public officials.®® In 2020, the Ministry of Labor and
Social Protection issued clarifications on particular issues in
relation to applying the provisions of the above Government
Decree®”

according to the changes made to the Law on Combatting
Corruption in March 2022, a procedure has been established to
recover in court monies exceeding the aggregate income of a
public official for the reporting period and the preceding two
years, received on the bank account of the public official, their
spouse and under-age children, for which no valid substantiation
of their legality has been provided®®

What changes to anti-corruption laws are anticipated
in the near future?

On 15 February 2023 Russia withdrew from the Criminal Law
Convention on Corruption of the Council of Europe.? However, Russia
continues to be party to a number of international instruments against
corruption, such as the UN Convention against Corruption of October
31, 2003, the UN Convention against Transnational Organized Crime of

86 Government Decree No. 10 dated 9 January 2014 approving model regulations on
communicating the receipt of a gift related to protocol events, business trips and other
official events attended in connection with performing official duties, the handing over and
evaluation of the gift, its repurchase and transfer of the resulting funds.

87 Clarifications on particular issues in connection with the receipt of gifts by public officials
and their registration, available at
https://mintrud.gov.ru/ministry/programms/anticorruption/9/18.

8 See Federal Law dated 6 March 2022 No. 44-FZ "On Amending Article 26 of the Federal
Law "On Banks and Banking Activities" and Federal Law "On Combatting Corruption.”
8 Federal Law No. 42-FZ dated 28 February 2023.
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November 15, 2000 and the OECD Convention on Combating Bribery of
Foreign Public Officials in International Commercial Transactions.

There are a number of pending draft laws on anti-corruption that are
worth mentioning. A draft law that passed its first reading in March
2021 aims at introducing grounds for releasing public officials from
liability for failure to comply with obligations that are established by anti-
corruption laws and other federal laws where these actions/inactions are
caused by circumstances beyond their control. Among such
circumstances the draft law includes prohibitory or restrictive measures
adopted by state authorities (including those of foreign states) as well as
municipal authorities.

A draft law introducing criminal liability for unlawful enrichment where
the value of a public official's assets substantially exceeds their lawful
income®! is currently being heard at first reading.

Among pending draft laws on the issues of corruption there is also a
draft law providing for submitting the documents of the inspections of
state civil servants’ income declarations to the prosecutor’s office in
case of their termination.%?

90 See Draft Law No. 1078992-7 "On amending particular legal acts of the Russian
Federation to improve liability measures for corruption offenses," available at:
https://sozd.duma.gov.ru/bill/1078992-7.

91 See Draft Law No. 757818-7 "On amending the Criminal Code and the Code of Criminal
Procedure of the Russian Federation by introducing unlawful enrichment and other
measures against corruption,” available at: https://sozd.duma.gov.ru/bill/757818-7.

92 See Draft Law No. 297964-8 "On amending Federal Law on Combatting Corruption and
other regulatory acts," available at: https://sozd.duma.gov.ru/bill/297964-8.
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0. Taxation

6.1 What are the main Russian legislative acts that
contain tax law provisions?

The main legal act governing the Russian tax system is the Tax Code of
the Russian Federation (the "Russian Tax Code"). Part | of the Russian
Tax Code sets forth the general tax rules in the country: (i) key taxation
principles and term definitions; (ii) rights and obligations of taxpayers
and the Russian tax authorities; (iii) tax registration and tax control
procedures; (iv) liability for tax violations; (v) transfer pricing rules; (vi)
controlled foreign company (the "CFC") rules; (vii) codified general anti-
tax avoidance (GAAR) rules; and (viii) tax reporting requirements. Part Il
of the Russian Tax Code provides an exhaustive list of taxes effective in
Russia at the federal, regional and municipal levels and detailed
regulations on each of these taxes.

Regional and municipal tax laws may be adopted only within the limits
allowed by the Russian Tax Code. These laws may only enact regional
and municipal taxes and establish certain elements of such taxes. Apart
from that, regional tax laws may provide for reduced profits tax rates for
certain categories of taxpayers, e.g., qualifying investors.

The Russian Government and the Russian Ministry of Finance may
issue subordinate acts on tax matters in cases provided for by the
Russian Tax Code. Typically, such acts govern technical and procedural
issues and may not provide additional requirements for taxpayers apart
from those stipulated in the Tax Code. The forms of tax returns and
other documents used in communications between the Russian tax
authorities and taxpayers are adopted by the Federal Tax Service of
Russia.

6.2 What are the main recent changes in the Russian tax
system?

Most major changes in the Russian tax system in 2022 and the first half
of 2023 have resulted (and may further result) from the tectonic changes
in the political and economic landscape in February 2022. The following
key developments may be of especial importance for businesses:
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emergency "anti-crisis" tax measures
introduction of the unified tax account

re-negotiation, denunciation or suspension of bilateral tax
treaties

potential introduction of "emergency taxes" starting with the
"windfall tax" expected in 2024

6.2.1 Emergency "anti-crisis" tax measures

During 2022 Russia adopted a number of emergency tax measures
aimed at mitigating the financial consequences of the economic turmoil
for Russian taxpayers:

Russian transfer pricing rules were relaxed. The threshold for
cross-border controlled transactions was increased by two
times, certain transactions were removed from the remit of the
transfer pricing rules and the 40% penalty for transfer pricing
violations was suspended for transactions under which income
or expenses were recognized in the period of 2022-2023

Russian safe-harbor rules for interest deductibility covering the
periods of 2022-2023 were relaxed as well

income resulting from debt forgiveness by a foreign creditor was
relieved from corporate profits tax in 2022 with respect to loan
agreements concluded prior to March 1, 2022 and to some other
types of transactions

special rules for recognition of FX differences were introduced
for 2022-2024 to mitigate the effects of the extreme volatility of
the Russian ruble in 2022. Corporate taxpayers were permitted
not to recognize interim positive FX differences as taxable
income until the moment of settling or terminating the relevant
obligations

late payment interest for corporate taxpayers was temporarily
reduced. During the period from 9 March 2022 to 31 December
2023 the late payment interest is calculated as 1/300 (instead of
1/150) of the effective key rate of the Russian Central bank per
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day for the entire period of delay. Further to that, due to a
temporary bankruptcy moratorium, no late payment interest on
tax arrears accrued in the period from April 1 to September 30,
2022

o certain tax reliefs were established to enable the relocation into
Russia of the assets of controlled foreign corporations and to
allow Russian individuals to buy out shares and property from
foreign companies leaving the Russian market at reduced prices

. the notorious Russian B2B ESS VAT regime was abolished as
of October 1, 2022. Foreign vendors providing electronically
supplied services to Russian customers exclusively in the B2B
sector are no longer required to tax register in Russia and
directly report and pay Russian VAT. Russian B2B purchasers
are now responsible for payment of this VAT in the capacity of
tax agents

. a simplified and expedited procedure for obtaining VAT refunds
was introduced

. additional tax benefits, including a temporary 0% corporate
profits tax rate, were provided to accredited Russian IT
companies to stimulate the development of the Russian IT
industry and mitigate the consequences of major IT
multinationals withdrawing from the country. The Federal Tax
Service suspended field tax audits of IT companies until March
3, 2025 (except for audits specially agreed with the Federal Tax
Service)

. from March 9, 2022, the Russian tax authorities have suspended
the filing of bankruptcy petitions. Assistance in debt restructuring
became a priority in the work of the tax authorities

6.2.2 Introduction of the unified tax account

As of 2023, Russia has implemented the concepts of a unified tax
account (the "UTA") and a unified tax payment (the "UTP"), which
significantly changed the tax payment procedure.®® The new payment

9 See Federal Law No. 263-FZ dated 14 July 2022.
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system ran from 1 July to 31 December 2022 on a voluntary basis, and
became mandatory as of 1 January 2023.

The adoption of the UTA entailed the following key changes to the tax
payment procedure:

. taxpayers should pay all taxes and social security contributions
to the UTA as a lump sum without dividing payments separately
into taxes, fees, penalties, etc.

. the tax authorities themselves offset the UTP against current tax
liabilities (separate out the lump sum received on the UTA into
each type of liability)

. in case of a negative opening balance, payments made to the
UTA first cover the outstanding liability, and only then will the
current tax liabilities be paid

o the deadline for submission of tax returns and calculations (the
reporting date) has been unified — the 25th day of the relevant
month)

o a unified date for payments of taxes and social security
contributions has been introduced — the 28th day of the relevant
month

. taxpayers have an unlimited period for filing an application to

offset/refund the amount of taxes that "directly” form a positive
balance on the UTA, however, the 3-year period remains in
force if an amended tax return is filed

6.2.3 Re-negotiation, denunciation or suspension of
bilateral tax treaties

Historically, Russia could boast a wide network of bilateral tax treaties
allowing substantial tax incentives for investing into the country.
However, starting from 2020, this network started eroding, which
process unfortunately drastically accelerated in 2022.

. in 2020, Russia announced that it will battle abuse of treaty
benefits by businesses from countries that Russia considers
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"transit jurisdictions." Within the framework of this work, Russia
has re-negotiated double tax treaties with Cyprus, Malta and
Luxembourg to introduce higher withholding tax rates on
dividends and interest. The double tax treaty with the
Netherlands was denounced as of 2022 after the parties failed to
reach a compromise solution acceptable to both the Russian
and Dutch governments. Negotiations have started with
Switzerland and a few more jurisdictions, but all were
suspended in 2022

. in 2022, double tax treaties with Latvia and Ukraine were
denounced
. in March 2023, the Russian Ministry of Finance and Foreign

Affairs Ministry suggested that the President temporarily
suspend tax treaties with countries that have imposed sanctions
against Russia. If the Presidential decrees such "temporary
suspension," approximately 40 tax agreements may temporarily
cease to apply in Russia. For corporate and individual taxpayers
this might mean a substantial increase in their tax burden in
Russia and potentially abroad without any grace period

. the treaty suspension / denunciation process is being carried out
not only from the Russian side. In April 2023, the Parliament of
Denmark announced the commencing of the process of
denunciation of the double tax treaty with Russia. If Denmark
duly notifies Russia on denunciation by 30 June 2023, the treaty
may be terminated as of 1 January 2024%

o also, based on publicly available information, Austria, Estonia,
Germany, Latvia, Lithuania, Poland, Slovakia, Slovenia,
Switzerland, United States, United Kingdom, Isle of Man and
Channel Islands (Guernsey and Jersey) were reported to have
suspended tax information exchange with Russia (both under
the Convention on Mutual Administrative Assistance in Tax
Matters and double tax treaties) in 2022

%4 Information on the draft law is available at:
https://www.ft.dk/samling/20222/almdel/sau/bilag/119/index.htm.
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6.2.4 Potential introduction of "emergency taxes" starting
with a "windfall tax" expected in 2024

Starting from the COVID pandemic in 2020, Russia has adopted several
changes to its mineral extraction tax rules to collect higher tax proceeds
from its core oil, gas and mining industries. However, in light of the
unprecedented challenges faced by the Russian economy, the Russian
Government is now considering the possibility of introducing the concept
of "emergency taxes" into the Russian tax legislation.

o based on news and public comments available as of May 2023,
the Tax Code is likely to be supplemented with the concept of
"emergency taxes" that could be enacted by separate laws
rather than incorporated into the Tax Code

o the first "emergency tax" to come could be a so-called "windfall
tax." This tax, if enacted, would be levied on all major Russian
businesses, including both Russian companies irrespective of
their ownership and Russian permanent establishments of
foreign companies. A business would fall under the expected
new rules if its average taxable profit in the years 2021-2022
exceeds one RUB billion

. the "windfall tax" is expected to be levied on the difference
between the average taxable profit of the taxpayer in years
2018-2019 and in years 2021-2022. Certain businesses (mainly,
the already heavily taxed companies in the mineral extraction
industry) and certain types of profit would be exempt from the
new rules

. the "windfall tax" should have a one-off nature and may become
payable in 2024. However, the proposed introduction of the
general concept of "emergency taxes" into the Russian Tax
Code implies that various similar measures might follow in future

Apart from the codified tax changes, the Russian authorities have de-
facto enacted a so-called "exit tax." Foreign owners from "unfriendly
jurisdictions" that want to sell their Russian businesses must obtain
special authorization from the Russian authorities. This authorization is
granted only on condition of paying a so-called "voluntary contribution"
to the Russian budget in the amount of up to 10% of the market value of
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the sold assets. The relevant regulatory framework is discussed in detail
in Sections 8 ("Sanctions"), 10 ("Property Rights"), 14 ("Intellectual
Property").

The new rules substantially change the way businesses operate in
Russia, require a review of holding, financing and licensing structures
from abroad into Russia, affect most of the wealth management and
private holding structures for Russia and mean that immediate review
and action may be required.

6.3  What types of tax comprise the Russian tax system?

Russia has a centralized tax system that formally comprises three levels
of taxation: federal, regional, and local.

. federal taxes include VAT, excise taxes, profits tax, individual
income tax, mineral extraction tax and tax on additional income
from mineral extraction, state duty, special tax regimes, social
security contributions, and several other taxes

. currently there are only three regional taxes: corporate property
tax, transportation tax, and gambling tax. Likewise, only three
local taxes exist: land tax, individual property tax, and the trade
levy. Both regional and local taxes are heavily governed at the
federal level. Federal legislation sets forth an exhaustive list of
taxes that may be enacted by Russian regions and municipal
territories, as well as key elements of such taxes (taxpayers,
object of taxation, tax base, reporting period, upper or lower
limits for tax rates, etc.). Regional and local legislation may set
the applicable tax rates, tax payment procedure, and timing and
tax benefits, but only within the framework established at the
federal level, which accounts for the relatively low tax diversity
among Russian regions

. there are five types of special tax regimes that may be
applicable to certain activities and/or categories of taxpayers:
single agriculture tax, simplified system of taxation, taxation of
production sharing agreements, the patent system of taxation
and tax on professional income. From 1 January 2021, it is no
longer possible to apply the single tax on imputed income. Tax
on professional income was introduced as a new experimental
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regime in 2019. As of 1 January 2020, it applies in all regions of
Russia. Special tax regimes have the status of federal tax and
may provide exemptions from certain federal, regional and local
taxes

6.4 What types of tax audits do the Russian tax
authorities conduct?

The Russian tax authorities may conduct chamber and on-site tax audits
of taxpayers. The tax authorities may audit several different taxes
simultaneously as part of an on-site tax audit. However, except in cases
of a liquidation or reorganization, or when a higher tax authority inspects
the activities of a lower tax authority that conducted an on-site audit, or
when a taxpayer files an amended tax return claiming a lower level of
taxation, a tax for a given period may only be audited once. From 1 July
2021, the tax authorities are also entitled to conduct a repeated tax audit
if a taxpayer files an amended tax return increasing the amount of VAT
or excise tax declared for refund, or increasing the amount of incurred
loss. The taxpayer may also be subject to a tax audit for the same tax
period upon a decision by the head of the Federal Tax Service of
Russia. In the event that during a repeated tax audit the tax authorities
find an underpayment that was not found during a previous tax audit, a
penalty for such underpayment would not be applied to the taxpayer,
except in cases where the undetected violation resulted from a
conspiracy between the taxpayer and the tax authorities.

As a rule, the term of an on-site tax audit may not exceed two months,
but this term may be extended by up to four months and, in exceptional
cases, up to six months. In addition, in certain cases provided by the
Tax Code, the Russian tax authorities may suspend an on-site tax audit.
However, the overall term of suspension may not exceed nine months.
The supervising tax authorities may only reconsider the results of a tax
audit relating to taxes reviewed. In any case, the tax authorities may
only audit the three calendar years preceding the year of the tax audit.
As a rule, a three-year statute of limitations applies to the imposition of
penalties for tax violations, although this term could be extended if the
taxpayer impeded a tax audit by the tax authorities.

The tax authorities may collect outstanding taxes, late payment interest
and penalties unilaterally without a court decision (except against
individuals). Late payment interest is to be limited to the amount of

Melling, Voitishkin & Partners 123



Doing Business in Russia

underpaid taxes (this rule applies to the underpaid tax amount formed
starting from 27 December 2018). If the amount on the UTA is not
enough to settle the tax liabilities of a taxpayer (if they amount to a
criminal offense) within 75 business days from the date of entry into
force of the decision on bringing charges for committing a tax offense,
the tax authorities are required to forward the file to the investigating
authorities for review. In certain circumstances, the amount of
outstanding taxes (that the taxpayer failed to pay within a three-month
period) may be collected from the taxpayer's affiliated companies. This
may be possible if the taxpayer, instead of paying the outstanding tax
amounts, made payments to the bank accounts of such affiliated
companies.

A special department in the Federal Tax Service performs transfer
pricing audits separately from the regular tax audit process. The audits
will be performed in-house only and may not be performed as part of on-
site regular tax audits. A transfer pricing audit may be initiated within two
years after the tax authorities receive the notification of the controlled
transaction and cover the three calendar years preceding the year when
the audit was initiated.

Taxpayers and tax agents that wish to challenge a non-normative act of
the Russian tax authorities or the action/inaction of its officials are
required to use a pretrial administrative appeal procedure (the only
exception is for acts adopted directly by the Federal Tax Service). A
decision on the results of a tax audit that has not yet entered into force
may be appealed within one month after the issue of the decision. All
other non-normative acts of the tax authorities or decisions on the
results of a tax audit that have already entered into force may be
appealed within one year of issue or from the moment when the
taxpayer found out that their rights had been violated by the decision.

6.5 How may taxes be paid in Russia?

Taxes should be paid in Russian rubles, preferably from a Russian bank
account. Payment of taxes is by default a personal obligation of the
taxpayer. A third party may pay the taxes.
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6.6 Does Russia have a tax monitoring regime?

Yes, certain major Russian taxpayers are permitted to apply for a tax
monitoring regime conducted by the Russian tax authorities.

Under the tax monitoring regime, a corporate taxpayer, if it chooses, will
provide tax accounting documents and information to the tax authorities
in electronic format, or grant the tax authorities access to their
accounting systems. In return, the taxpayer will have an opportunity to
agree its tax position with the tax authorities by obtaining a "reasoned
opinion of a tax authority," and the taxpayer will be exempt from almost
all chamber and on-site tax audits for the period of tax monitoring. The
period of tax monitoring is one calendar year following the year when a
taxpayer applied for the tax monitoring regime.

Taxpayers can switch to the monitoring regime voluntarily if they meet
all of the following conditions:

. the total annual amount of VAT, excise taxes, corporate profits
tax, mineral extraction tax, individual income tax and social
security contributions payable to the federal budget for the
previous calendar year is not less than RUB 100 million

o the total annual income for the previous calendar year according
to the accounting records is not less than RUB one billion

o the total value of assets as of 31 December of the year
preceding the year of application according to the accounting
records is not less than RUB one billion

The application to switch to the monitoring regime must be submitted
before 1 September of the year preceding the year of tax monitoring.

Taxpayers applying the special tax monitoring regime have the
opportunity to discuss the tax implications of proposed transactions (and
past transactions) with the Russian tax authorities and to obtain a tax
ruling that is binding for both the taxpayer and the Russian tax
authorities. The taxpayer retains the right to challenge the tax ruling by
filing an objection with the Russian tax authorities.
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6.7  What transfer pricing rules does Russia apply?

Prior to 2012, the Tax Code contained several rules related to transfer
pricing. Specifically, it sets forth the presumption that the contractual
price agreed by the parties, including related parties, is the market price.

Section V.1 of the Tax Code introduced new transfer pricing rules, which
came into force on 1 January 2012. These rules require taxpayers to
notify the tax authorities of controlled transactions that are performed in
a given calendar year. Controlled transactions include any transactions
between related parties (domestic or cross-border). Among other
criteria, parties are considered related if one directly or indirectly owns
more than 25% of another, or can control the formation of at least 50%
of the board of directors or the executive body of such other party. The
courts may also determine that parties are related if the relationship
between the parties could affect the results of transactions between
them or their economic activities even in the absence of the statutory
criteria. In addition, the following transactions are subject to transfer
pricing control, if the total revenues under these transactions exceed
RUB 120 million in total in a given calendar year:

. starting from 1 January 2019, cross-border transactions between
related parties (prior to 1 January 2019, there was no threshold
for such transactions)

. cross-border transactions with oil and gas products, ferrous and
non-ferrous metals, mineral fertilizers, precious metals and
stones

. cross-border transactions with foreign entities registered in

certain low-tax jurisdictions according to a list established by the
Russian Finance Ministry. The list of low-tax jurisdictions is the
same as the one currently established by the Russian Finance
Ministry for use for the dividend participation exemption (Cyprus,
Malta and Hong Kong have been removed from this list)

From 1 January 2019, domestic transactions between related parties are
subject to transfer pricing control if the parties to the transaction apply
different tax rates on profits or special tax regimes, provided that such
transactions exceed RUB one billion in aggregate with a given related
entity in a given calendar year. Prior to 1 January 2019, domestic
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transactions between related parties not exceeding RUB one billion in
aggregate in a given calendar year were not subject to transfer pricing
control.

In addition, the following domestic transactions between related parties
are also subject to transfer pricing control if they exceed RUB 120
million prior to 2019 and RUB one billion from 2019 in aggregate in a
given calendar year:

. transactions with commodities subject to the mineral extraction
tax payable on an ad valorem basis where one party is the payer
of this tax

. transactions where one of the parties is a resident of Skolkovo

Innovation Center, which is exempt from Russian profits tax

. transactions between related parties where one of the parties is
a taxpayer under one of the special tax regimes (unified
agricultural tax regime or unified tax on imputed income for
certain activities regime), applies the investment tax deduction
for profits tax purposes (this provision does not apply if
income/expenses under the transaction are recognized during
the period from 1 January 2022 until 31 December 2024,
regardless of the date of the relevant agreement), or is an
operator or a license holder of a new offshore hydrocarbon
deposit with third parties

With certain exceptions, the following domestic transactions are not
subject to transfer pricing control:

. transactions where both parties are registered and conduct all
operations in the same region and do not have tax losses,
including loss carryforward

. interest-free loans between Russian related parties and sureties
(guarantees) between Russian non-bank organizations

Russian taxpayers forming a consolidated taxpayer group are not
subject to transfer pricing control for profits tax purposes (however, the
consolidated taxpayer group regime has been set for repeal and
effectively abolished).
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Foreign trade transactions with goods constituting the main export items
of the Russian Federation are recognized as controlled irrespective of
whether they constitute world trade goods (oil and gas products, ferrous
and non-ferrous metals, mineral fertilizers, etc.). A new provision applies
to transactions the economic results of which (income and/or expenses)
are recognized from 1 January 2022, regardless of the date of the
transaction.

Moreover, from 17 March 2021, transactions conducted with the
participation of an agent acting on their own behalf, but on the
instructions of the principal, are considered as transactions conducted
directly between the principal and a third party.

The rules provide for five transfer pricing methods (comparable
uncontrolled price, resale, cost-plus, comparable profits and profit splits).
The comparable uncontrolled price method is the primary method to be
applied. In certain cases (e.g., resale of goods purchased from a related
entity to third parties), the resale-minus method applies. In all other
cases, the best method rule generally applies, however, the hierarchy of
methods still applies.

The rules provide detailed guidance on selecting and adjusting
comparables. There is a broad list of permitted data sources on
comparables. The rules prohibit the tax authorities from using any
outside comparables if the taxpayer has comparable transactions with
unrelated parties. Adjustments are permitted with respect to the
following taxes: profits tax, VAT (if one of the parties does not pay VAT),
mineral extraction tax (if paid on an ad valorem basis) and individual
income tax (if paid by individual entrepreneurs). In certain cases,
taxpayers are permitted to make true-up adjustments for previous tax
periods. Corresponding adjustments (i.e., if a transfer pricing adjustment
is made to another party of a controlled transaction) are allowed for
Russian corporate taxpayers only. In a cross-border context, such
adjustments are not allowed for the foreign party. If a party of a
controlled transaction (providing that income and expenses for the
transaction are determined according to Chapter 25 of the Tax Code)
filed a tax return with an adjustment and received documents confirming
the fulfillment of tax obligations, another party to this transaction may
make a corresponding adjustment in its tax return.
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There are also special transfer pricing rules for securities, which differ for
those traded on an organized securities market and those that are not.

Taxpayers with controlled transactions (with certain exceptions) are
required to maintain transfer pricing documentation and provide it to the
tax authorities within 30 days of the relevant request. The transfer
pricing documentation may be requested no earlier than 1 June of the
year following the calendar year in which the relevant transactions took
place. The transfer pricing documentation and notification requirements
and transfer pricing audit rules apply regardless of the total value of
controlled transactions with a given party.

From 1 January 2018, Russia enhanced the transfer pricing rules for
multinational groups of companies with one or more Russian tax
residents or companies acting through Russian permanent
establishments (multinational enterprises (the "MNEs")) to allow the use
of global transfer pricing documentation and implement provisions of the
Multilateral Competent Authority Agreement on the Exchange of
Country-by-Country Reports. The Country-by-Country reporting includes
Master File, Local File and Country-by-Country Report (the "CbCR").

A taxpayer-participant of an MNE with a Russian parent company with
an annual consolidated group revenue of less than RUB 50 billion in the
financial year immediately preceding the reporting financial year is
exempt from filing the Master File, Local File and CbCR. If the parent
entity of an MNE is a foreign entity, the threshold established in the
relevant jurisdiction (if any) applies.

6.8 Do Russian transfer pricing rules provide for advance
pricing agreements (the "APAs")?

Taxpayers that are regarded as major taxpayers under the Tax Code
are permitted to enter into unilateral or multilateral APAs with the
Russian Federal Tax Service of up to three years with the possibility to
extend to five years. These rules enable taxpayers to conclude APAs
covering cross-border transactions with a party resident in a state with a
double tax treaty with Russia under the competent authority's
procedures with the participation of the relevant foreign tax authority. In
the event of changes in the Russian rules covering APAs, the terms of
the concluded APAs are grandfathered.
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Starting from March 2021, if a taxpayer applied to the Russian Federal
Tax Service for concluding an APA in respect of a controlled transaction,
the tax authorities will not be entitled to conduct a tax audit to control
prices in such a transaction. In addition, the maximum term for
consideration of an application for an APA with participation of the
competent authority of a foreign state is extended from nine to 27
months.

6.9 What is the standard Russian corporate profits tax
rate?

The maximum corporate profits tax rate is 20%, which is currently
payable at a rate of 3% to the federal budget and 17% to regional
budgets. From 1 January 2019, reduced tax rates can be established by
regional laws only if expressly provided for by the Tax Code (e.g., for
residents of special economic zones). Reduced tax rates introduced by
regional laws under the old rules prior to September 2018, will cease to
apply after 1 January 2025.

For taxpayers participating in investment projects, the corporate profits
tax rate may be reduced for a certain stability period (down to 0% in
certain cases). Chapter 25 of the Tax Code also provides for special tax
rates on income earned from Russian state securities and on the profits
of the Central Bank of Russia (the "Bank of Russia").

6.10 Are there any specific corporate profits tax rates for
dividend income?

The corporate profits tax rate on dividends received from Russian and
foreign companies by Russian shareholders is 13%. Certain dividends
payable by foreign and Russian entities to Russian companies are
subject to a zero tax rate if, on the day the corporate decision to pay the
dividends is taken, the following three criteria are met:

1. the recipient of the dividends has held the shares continuously
for no less than 365 days

2. the recipient of the dividends owns no less than 50% of the
shares in the company paying the dividends
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3. the company paying dividends is not located in a jurisdiction
included in a blacklist of offshore jurisdictions adopted by Order
No. 108n of the Russian Ministry of Finance, dated
13 November 2007 (the blacklist includes most offshore low-tax
jurisdictions and territories — Hong Kong is excluded from the
list as of 1 January 2018)

Foreign companies that voluntarily recognize themselves as Russian tax
residents are not allowed to apply the zero tax rate even if all above-
mentioned requirements are satisfied (certain exemptions apply until 31
December 2023).

Dividends payable by Russian companies to foreign legal entities are
subject to a 15% withholding tax unless a reduced tax treaty rate
applies.

From 1 January 2019, dividend tax treatment is clearly confirmed with
regard to liquidation proceeds and payments upon exit from a Russian
subsidiary exceeding charter capital contribution, where previously they
could be taxed at higher ordinary profits tax rates. Any losses incurred
upon such liquidation (exit) should be tax deductible.

6.11 Are there any other participation exemptions?

Prior to 1 January 2021, Russian companies were entitled to a full tax
exemption on income from the sale or redemption of shares in Russian
companies, provided that:

. the Russian company has continuously held those shares for
more than five years (known as the "holding period")

. the income has been derived from the sale or redemption of
participation interests or shares in Russian companies, provided
that (a) the shares have not been publicly traded on a securities
market during the holding period, or (b) the shares are publicly
traded shares in a Russian company and the company derives
less than 50% of its value (directly or indirectly) from real
property located in Russia

An additional full tax exemption on income from the sale or redemption
of shares in Russian companies applied, provided that:
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o a Russian company has continuously held those shares for
more than one year (known as the "shorter holding period")

. the income has been derived from the sale or redemption of
participation interests or shares in Russian companies, provided
that the participation interests or shares are of a publicly traded
Russian company operating in the high-tech (innovative) sector
of the economy throughout the shorter holding period

From 1 January 2021, Russian companies receive a full tax exemption
on income from the sale or redemption of shares or participation
interests in Russian and/or foreign companies, provided that:

o the holding period is more than five years

. the income has been derived from the sale or redemption of
participation interests or shares in Russian and foreign
companies whose assets, as reported in their financial
statements as of the last day of the month preceding the month
of sale, derive less than 50% of their value (directly or indirectly)
from real property located in Russia

An exemption applies to shares and participation interests of a foreign
company if such company is not located in a jurisdiction included in the
blacklist of offshore jurisdictions adopted by Order No. 108n of the
Russian Ministry of Finance, dated 13 November 2007.

If shares of the Russian entities are traded on the market as of the date
on which they are sold and are classed as shares in the high-tech
(innovation) sector of the economy, a zero rate applies regardless of the
structure of the assets of such Russian companies.

Until 1 January 2023, special rules that are more preferential applied to
shares in the high-tech (innovation) sector. Under these rules, full tax
exemption on income from the sale or redemption of shares in Russian
companies applies, provided that a Russian company has continuously
held those shares for more than one year (known as the "shorter holding
period"), and either:

o the income has been derived from the sale or redemption of
shares in Russian companies, provided that such shares are of
a publicly traded Russian company operating in the high-tech
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(innovative) sector of the economy throughout the shorter
holding period

. the income has been derived from the sale or redemption of
shares in Russian companies, provided that such shares are not
publicly traded on a securities market as of the day of their
acquisition by the taxpayer, and are publicly traded shares of a
Russian company operating in the high-tech (innovative) sector
of the economy as of the day of the sale or redemption of the
shares by the said taxpayer

As of 2021, it is also provided that in the event of the sale or redemption
of shares of Russian and/or foreign companies received as a result of
reorganization by the successor taxpayer, the holding period is
calculated from the date of their acquisition by the reorganized
company.

6.12 How is taxable profits calculated?

Taxable profit is defined as income less deductible expenses. A
taxpayer is generally permitted to deduct economically justified and
documentarily confirmed business expenses. However, deduction of
certain types of expenses is subject to restriction (e.g., certain
advertising and representational costs, including business entertainment
and travel costs). Expenses on research and development (including
those that failed to yield a positive result) included on the list approved
by Decree of the Russian Government No. 988 dated 24 December
2008, are deductible in the reporting period at a rate of 150% of their
actual amount.

6.13 Does the Tax Code provide for a tax consolidation
regime?

The tax consolidation rules came into force on 1 January 2012. The tax
consolidation regime allows qualifying Russian groups to use the losses
of a member against the profits of other group members in a manner
similar to that available to branches of a Russian company. Moreover,
transactions between the members of a consolidated group of taxpayers
are exempt from transfer pricing control. Importantly, consolidation only
applies for profits tax purposes and may not be used with respect to
other tax obligations of the taxpayer (such as VAT).
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Currently, the tax consolidation regime is set for repeal. The relevant
amendments to the tax consolidation regime were adopted in August
2018. The Russian tax authorities are no longer registering new tax
consolidation agreements. Tax consolidation agreements registered by
the Russian tax authorities in 2018 are considered unregistered. Tax
consolidation agreements that were registered before the amendments
entered into force are valid until the expiration date set forth in the
agreement, but no later than 2023.

6.14 Are there any other special corporate profits tax
regimes?

The Tax Code provides for a special corporate profits tax regime for
taxpayers that are operators or license holders of new offshore
hydrocarbon deposits. The new regime provides separate rules for
calculating the tax base and for a separate 20% tax rate. The special
corporate profits tax is payable to the Russian federal budget with no
regional component.

6.15 Are there any special interest deductibility rules?

With regard to interest deductibility limitations, the Tax Code applies
transfer pricing rules and, at the taxpayer's choice, safe harbor interest
rates that are mostly based on the Bank of Russia's key rate (currently
7.5%). The refinancing rate (CBR) is presumed to be equal to the Bank
of Russia's key rate; the Bank of Russia does not fix an independent
refinancing rate.

The safe harbor interest rates are summarized in the table below
(including temporary, more beneficial, ranges).

Currency Safe harbor range for interest rates on debt
obligations between related parties

Minimum Maximum

RUB (for loans
granted from 1 to 31 | 0%
December 2014)

3.5% of CBR
(28.875%)

Melling, Voitishkin & Partners 134




Doing Business in Russia

Currency Safe harbor range for interest rates on debt
obligations between related parties
Minimum Maximum
0% of the key rate

RUB (for 2015) 180% of the key rate
75%% of CBR

o/ 97 0, 0, 0/.3

RUB (as of 2016) 0% °"/75% of the key | 125%/180%?° of the key
rate rate

EUR 0%% €STR + 4% €STR + 7%

CNY 0%3/SHIBOR + 4% SHIBOR + 7%

GBP 0%%/SONIA + 4% SONIA + 7%

CHF 0%%/SARON + 2% SARON + 5%

JPY 0%%TONAR + 2% TONAR + 5%

USD and other 0%3SOFR + 4% SOFR + 7%

currencies

Interest-free loans between Russian related parties are exempt from
Russian transfer pricing rules.

Taxpayers may not rely on or deduct interest under the safe harbor rule
when the interest rate on a controlled loan is outside the applicable
minimum and maximum thresholds in the range; in such cases, they
must prepare and use a transfer pricing study.

% 0% of the key rate — applicable to ruble loans concluded between related Russian
entities.

% 75% of the CBR — applicable to ruble loans concluded with related foreign entities or
offshore companies.

7 Specific safe harbor limitations for loan agreements concluded in 2020 and 2021.
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6.16 Does Russia apply thin capitalization rules?

Thin capitalization rules apply to Russian companies with respect to the
following loans:

o from a foreign related party, i.e., an individual or a company
(previously only loans from corporations counted) that (i) owns
directly or indirectly (via other companies) 25% or more of a
Russian borrower (previously 20%), or (ii) owns more than 50%
consecutively in each preceding company in a direct holding
chain of a Russian borrower (the "Foreign Participant")

o from a person (either foreign or Russian) related to the Foreign
Participant (including direct or indirect participants, subsidiaries
and sister companies) (the "Related Person")

The reference to the foreign related company officially eliminates the so-
called foreign sister company loophole, where loans from related foreign
companies that do not have direct or indirect participation were not
technically considered as controlled debt. The foreign sister company
loophole was effectively closed by Russian court practice in 2011-2012.

. from any other persons if the debt is guaranteed or otherwise
secured by any person mentioned under the previous two
categories. The court may also consider other debts as
controlled debts if it is proven that the payment was effectively
transferred to persons covered by one of the above categories

The Tax Code introduces a 12.5 to 1 debt-to-equity ratio limit for banks
and leasing companies and a 3 to 1 debt-to-equity ratio limit for all other
companies. Interest on debt in excess of the limitation is nondeductible,
and is also deemed to be a dividend payment to the foreign shareholder,
and is subject to a 15% withholding tax, unless the latter is reduced by
an applicable tax treaty. The limitation is recalculated at the end of each
quarter.

Due to the drastic ruble devaluation in 2014-2015, many Russian
borrowers with foreign currency denominated loans from related parties
faced thin capitalization issues, even on loans that were previously
within the 3 to 1 debt-to-equity ratio and were extended on arm's length
terms. The Russian authorities responded with a quick and temporary
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solution by fixing an artificial ruble exchange rate. The fixed ruble
exchange rate applies (and no exchange rate differences are
considered) for calculating deductible interest accrued in the period from
1 July 2014 to 31 December 2019 on loans concluded before 1 October
2014, provided that the term of the loan agreement is not changed. The
ruble exchange rates for thin capitalization purposes are based on the
Bank of Russia's rates set on 1 July 2014 (USD 1 = RUB 33.8434; EUR
1= RUB 46.1827).

For interest deduction under thin capitalization rules in 2020 and 2021
the exchange rate should not exceed the CBR exchange rate of 28
February 2020 for the purposes of calculating the controlled debt under
non-ruble loans provided before 1 January 2020. Similarly, for the years
2022 and 2023 the exchange rate should not exceed the CBR exchange
rate of 1 February 2022 for non-ruble loans provided before 1 March
2022.

Loans from an unrelated bank guaranteed or otherwise secured by a
Foreign Participant of the debtor or its Related Person are exempt from
thin capitalization rules if there has been no payment on such guarantee
or security.

There are also additional exemptions from the controlled debt definition:

o loans from a Russian Related Person, provided that such a
person does not have a comparable (based on amount and
term) loan from a Foreign Participant or its Related Person

o loans from foreign special purpose vehicles — issuers of
Eurobonds that are residents in tax treaty countries

From 1 January 2019, an intercompany loan is not counted as controlled
debt if: (1) the loan funds an investment project in Russia; (2) there are
no payments under the loan for at least five years; (3) the lender owns
directly or indirectly 35% or less of the shares (participation interest) in
the Russian borrower; and (4) the foreign lender is incorporated (tax
resident) in a tax treaty jurisdiction. An investment project is considered
construction of new (put into operation after 1 January 2019) production
facilities in Russia for the production of goods (provision of services).
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6.17 What are the Russian asset depreciation and loss
carry forward rules?

Assets with a value exceeding RUB 100,000 (for fixed assets introduced
before 2016 the value threshold is RUB 40,000) and a useful life of more
than 12 months are subject to depreciation starting from the first day of
the month following the month this asset was put into operation. Chapter
25 of the Tax Code allows taxpayers to split assets into 10 groups,
depending on the type of asset and its useful life, and to apply
accelerated depreciation rates, for example, the useful life for buildings
is 30 years. Under Chapter 25 of the Tax Code, taxpayers are able to
choose between a linear method and a nonlinear method and can
change the method only once every five years. The depreciation of
assets under the nonlinear method is performed by groups of assets
(rather than on a stand-alone basis for each individual asset) and under
a formula prescribed by the Tax Code. Effectively, taxpayers can deduct
approximately half of the depreciation value of assets over 25% of their
useful lifetime (certain limitations on the application of the nonlinear
method must be observed). Land, subsoil and natural resource assets
are not subject to depreciation and, hence, do not reduce the tax base
for profits tax.

A lump-sum deduction of 10% of the initial book value of newly acquired
fixed assets is allowed for profits tax purposes in the period when the
fixed assets were acquired. For capital assets with a useful life of more
than three and up to 20 years, this special investment incentive is
increased from 10% to 30%. A clawback rule applies to recapture the
investment incentives deduction if the taxpayer alienates any capital
asset to a related party during the first five years of its use. This
provision applies both to the 10% and 30% investment incentive
deductions. From 1 January 2018, taxpayers may opt for an investment
tax deduction instead of depreciation (subject to certain conditions and if
enacted by regional tax laws).

Losses may be carried forward indefinitely, if incurred after 1 January
2007. For tax years 2017-2024, the amount of losses carried forward
should not exceed 50% of the corporate profits tax base calculated for
the relevant tax year. There are separate tax baskets for certain
expenses, e.g., for expenses on the acquisition of certain securities.
Otherwise, there should be no limit on the amount of taxable profit that
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can be reduced by a loss carryforward in a particular year. In addition,
capital losses may be offset against operating income; this deduction,
however, must be evenly spread over the residual useful life of the
capital asset for which the loss was incurred.

6.18 Does Russia apply any corporate profits tax
investment benefits?

Regional authorities may reduce their regional profits tax rate in cases
provided for by the Tax Code under the special tax regimes for
investors.

There is ongoing development of various tax benefits for businesses in
various Russian regions. In 2005, Federal Law No. 116-FZ "On Special
Economic Zones in the Russian Federation" dated 22 July 2005,
introduced a new concept for the provision of investment benefits.
Federal Law No. 267-FZ dated 30 September 2013, introduced special
tax incentives for qualifying participants of regional investment projects
in the Russian Far East regions that apply as of 1 January 2014. In
2013, to stimulate the development of hydrocarbons on the Russian
continental shelf, special tax incentives were introduced for taxpayers
that are operators or license holders of new offshore hydrocarbon
deposits. Federal Laws No. 380-FZ dated 29 November 2014, and No.
473-FZ dated 29 December 2014, introduced a new concept of
territories of priority socioeconomic development in Russia for the
provision of investment and tax benefits for certain parts of Russian
regions. Russia provides certain tax incentives to participants of special
investment contracts.

A set of Federal Laws Nos. 290-FZ-294-FZ dated 3 August 2018 (as
amended), introduced a special regime for so-called international
companies registered in special administrative regions (the "SAR") in
Kaliningrad Oblast and Primorsky Krai (the islands Russky and
Oktyabrsky). A participant of the SAR can be a Russian or a foreign
legal entity (excluding credit institutions, non-credit financial institutions,
operators of payment systems and operators of payment infrastructure
services, and entities registered in certain offshore jurisdictions) that: (1)
enters into an agreement with the management company of the SAR;
and (2) is registered as an international company that has redomiciled to
Russia and was included by the management company in the register of
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participants of the SAR. Additional requirements for obtaining the status
of an international company may apply.

An international company may obtain international holding company
status that provides the following tax benefits in Russia for the company
and its shareholders:

. 0% tax rate for dividends received (in case of holding at least
15% of a distributing company for at least 365 days if it is not
registered in a jurisdiction from the Russian blacklist of offshore
jurisdictions and territories)

. 0% tax rate for income from the realization or other alienation of
shares of foreign and Russian companies in certain cases

. for the tax periods prior to 1 January 2029: a 5% withholding tax
rate for dividends distributed by public international holding
companies to foreign residents and the exemption of CFC profits
from Russian taxation

. for the tax periods from 1 January 2023 until 1 January 2036: a
5% tax rate for dividends, interest and royalties received by an
international holding company and 10% withholding tax rate for
dividends, interest and royalties provided that the recipient is the
beneficial owner of income and is not registered in a jurisdiction
from the Russian blacklist of offshore jurisdictions and territories

Federal Law No. 69-FZ "On Protection and Promotion of Capital
Investments in the Russian Federation" dated 1 April 2020, introduced a
new option to be grandfathered from future tax increases for investors
implementing large-scale projects in Russia. If an investor enters into an
"investment protection and promotion agreement" with the Russian
Federation, this grandfather clause will protect the taxpayer from
corporate profits tax increases. Such protection may extend up to 20
years, depending on the investment amounts.

6.19 What are the specifics of foreign companies' taxation
in Russia?

Russian legislation taxes profits derived from a permanent
establishment in Russia, as well as certain other types of income
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derived without a permanent establishment in Russia. Importantly,
whether a permanent establishment exists under Russian tax law is
unrelated to whether a foreign company's office has been registered in
Russia. A permanent establishment may exist even if the office is not
registered and the existence of a registered office may not necessarily
give rise to a taxable permanent establishment. Profit derived by foreign
legal entities from their permanent establishments in Russia is generally
taxed at the same profits tax rates applicable to Russian taxpayers.
From 1 January 2012, a new rule was included in the Tax Code
requiring that the income of a permanent establishment be determined
after taking into account the functions performed in Russia, the assets
used and commercial risks assumed, which is generally in line with the
approach of the Organization for Economic Cooperation and
Development (the "OECD").

Chapter 25 of the Tax Code sets forth a limited list of Russian source
income not connected with a permanent establishment in Russia that is
subject to Russian withholding tax. The list includes mainly passive
types of income, such as royalties, interest, dividend income and rentals.
Capital gains on the sale of shares in a company (either Russian or
foreign), if more than 50% of the assets of the company directly or
indirectly consist of real property located in Russia, are subject to
Russian corporate profits tax. Other income received by non-Russian
residents that is not specified in the list is not subject to any withholding
tax.

Unless an applicable double taxation treaty provides for a lower rate,
dividends payable by Russian companies to foreign shareholders are
subject to a 15% withholding tax. Other listed income received by
foreign legal entities from Russian sources is subject to either a 20%
withholding tax (for most categories of income, including royalties and
most types of interest) or a 10% withholding tax (for income from freight
and lease of transportation vehicles), subject to any reduction available
under an applicable double taxation treaty.

The corporate profits tax is payable and reported on a quarterly basis
based on actual results for the first three months, the first six months,
the first nine months and the year or on a monthly basis based on actual
results for the previous month. The annual tax return and a report on a
foreign legal entity's activity in Russia must be submitted to the tax
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authorities by 25 March of the year following the close of the taxable
year.

6.20 Does Russia apply any CFC rules?

Yes, on 24 November 2014, the President of the Russian Federation
signed Federal Law No. 376-FZ (the "Deoffshorization Law")
introducing new rules on the taxation of profits of CFCs in Russia (the
CFC rules mentioned above). These rules affect most wealth
management and private holding structures for Russia.

Under the current rules, the Tax Code provides for an obligation of
Russian tax residents (individuals and legal entities) to assess, report
and pay taxes on undistributed profits of foreign companies and foreign
unincorporated  structures  (unincorporated vehicles — funds,
partnerships, trusts and other forms of collective investment vehicles —
that may engage in business activities on behalf of their
partners/beneficiaries) if certain requirements are met. A Russian tax
resident is considered a controlling person of a foreign company if they
own, directly or indirectly (through other Russian or foreign companies),
(1) more than 25% of the shares, or (2) more than 10% of the shares if
Russian persons in total own more than 50%, or which they otherwise
control in their own interest or in the interest of their family (spouse or
minor children), subject to certain exemptions and temporary rules. The
founder of a foreign unincorporated structure is by default treated as a
controlling person. A person, other than a founder, will be considered a
controlling person of the foreign unincorporated structure if they exercise
control over the structure, are the beneficial owner of income received
from the structure, have a right to dispose of the assets of the structure,
or may obtain possessions of the structure in case of its liquidation.

Although the founder of a foreign unincorporated structure would not be
treated as a controlling person if the following conditions are met in full
(and they do not preserve the right to obtain any of them), the founder is
not entitled to the following: (1) to receive directly or indirectly any
income from the structure; (2) to dispose of income received from the
structure in full or in part; (3) to have the right to obtain ownership of
assets contributed to the structure; and (4) to exercise control over the
structure, i.e., they do not influence or have the ability to influence
decisions with regard to the distribution of income of the structure made
by the person managing the assets of the structure after taxation. The
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Russian CFC rules are very broad and cover not only companies in
traditional low-tax jurisdictions (e.g., the British Virgin Islands and
Panama), but also companies in tax treaty jurisdictions (Cyprus,
Luxembourg and the US) whose effective tax rate is less than three-
quarters of the weighted average Russian corporate profits tax rate
(composed of 20% standard rate and 13% rate for dividends based on
the structure of the CFC's income). The rules could also cover certain
types of trusts and other popular wealth management tools.

On 28 October 2022, the Russian Federal Tax Service adopted a
revised list of states and territories that either do not exchange
information for tax purposes with Russia or exchange information that
does not meet Russian expectations (the blacklist). The blacklist is
effective as of 1 January 2023. The blacklist contains 89 states and 16
territories (Canada, the Cayman Islands, the Isle of Man and Guernsey
were included and Andorra, Barbados, Bahrain, Colombia, Costa Rica,
Nigeria, Pakistan, Saint Lucia, Uruguay, Ecuador, Gibraltar, the Faroe
Islands and Macao were excluded in the new edition) and is separate
from the existing blacklist of offshore states issued by the Russian
Ministry of Finance in 2007. The blacklist is subject to annual review by
the Russian Federal Tax Service, so states may be regularly added or
removed.

The blacklist is used for the application of the Russian CFC rules.
Russian tax residents holding shares in companies/structures registered
in the states and territories mentioned in the blacklist will not be able to
apply certain exemptions from the CFC regime (e.g., the effective tax
rate exemption).

Russian taxpayers that are controlling persons are required to report a
pro rata share of the CFC's profits in their tax returns by the end of the
year following the year for which the CFC prepared its financial
statement (i.e., the first reporting campaign was for 2016). CFC profits
are subject to ordinary tax rates in Russia: 13%/15% for individuals and
20% for legal entities.

A CFC's profits are determined according to financial statements in the
following cases:
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o financial statements (an audit is not required): the CFC is
registered in a tax treaty jurisdiction that exchanges information
with Russia

. financial statements confirmed by an audit: the CFC is not

registered in a tax treaty jurisdiction that exchanges information
with Russia, but it voluntarily prepares and files audited financial
statements (e.g., in accordance with the International Financial
Reporting Standards or any other international standards) that
contain no negative comments from the auditor (or refusal to
pass comment)

CFC profits should be determined in a local currency and then converted
into rubles based on the annual average exchange rate (there is no
requirement for per-transaction conversions).

The taxpayer, at its own decision, may determine the CFC's tax base
under the Russian tax rules, i.e., Chapter 25 of the Tax Code. A CFC's
profits are reduced by the amount of interim and annual dividends
distributed by the CFC and related to the period of the financial
statement. A foreign tax credit for the amount of foreign and Russian
taxes paid on the CFC's profits is available. Dividends paid to a CFC by
a Russian entity, the beneficial owner of which is a controlling person,
are not treated as income in the profits tax base of the CFC.

Importantly, Russian tax residents are not taxed on CFC profits of active
business companies, i.e., companies with no more than 20% of income
being passive income. Passive income is broadly defined to include
dividends, interest, royalties, capital gains, leases, certain services, etc.
The profits of foreign active holding and sub-holding companies will not
be attributable to its controlling persons. As another exemption, Russian
tax residents are not taxed on the profits of small CFCs: from 1 January
2017, the threshold is RUB 10 million, RUB 30 million for 2016 and RUB
50 million.

Russian taxpayers are required to file the following separate notifications
with the Russian tax authorities about (1) owning more than 10% of the
shares in foreign companies (directly or indirectly) and (2) participation
in CFCs:
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. notification on owning shares in foreign companies — this must
be filed within three months of the acquisition date

. notification on participation in CFCs (must be submitted even
when a CFC reported a loss) — this is due by 20 March for legal
entities and by 30 April for individuals of the year following the
year for which the CFC's profits are included in the tax base of
the controlling person (i.e., the first notification for a CFC's tax
year ending 31 December 2015 was due by 20 March 2017)

The CFC rules provide an exemption from tax penalties arising in
connection with tax underpayments on a CFC's profits for 2015-2017.
There is an exemption from criminal liability for 2016-2018, provided that
all tax amounts (including tax assessed and late payment interest) are
paid to the budget.

Failure to file a notification on owning shares in foreign companies is
subject to penalties of RUB 50,000 for each company. Penalties for
failure to file a notification on participation in CFCs (also for each
company) are RUB 100,000 for periods untii 8 December 2020
(inclusive) and RUB 500,000 from 9 December 2020. The fine for not
providing the information required for the calculation of tax on CFC
profits is increased to RUB one million for periods from 9 December
2020.

Instead of determining the tax on a CFC's profits based on its financial
statements, Russian tax resident individuals have the option to pay tax
on an imputed "fixed" income of RUB 38.46 million for 2020, and RUB
34 million from 2021 (the fixed amount). This results in an annual
imputed tax of RUB five million, regardless of the number of CFCs or
their financial performance.

To apply the new tax regime from 1 January of the next calendar year,
an individual should file a special notification with the Russian tax
authorities by 31 December of the current year. The individual will need
to apply the new regime for at least five years (at least three years if the
new regime is applied as of 2020 or 2021).

Upon switching to the new regime, individuals are not required: (i) to file
CFC financial statements; (ii) to determine the CFC's profits using
adjustments set forth in the Tax Code; and/or (iii) to pay individual
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income tax on the CFC's profits. The Russian tax authorities are not able
to request the CFC's financial statements for the period when the new
regime is applied. At the same time, the new regime does not eliminate
the obligation to file notifications on the CFCs by 30 April.

In contrast to the general CFC profits tax regime, which exempts from
taxation the dividends subsequently distributed by the CFC, under the
new regime individuals pay both the tax on the fixed amount and
13%/15 % individual income tax on the dividends received.

6.21 Are there any specific tax residency rules for foreign
companies?

Foreign companies may be recognized as Russian tax residents (and
become fully taxable in Russia on their worldwide income) if they are
effectively managed in Russia. A company is deemed effectively
managed in Russia if at least one of the following criteria is met: (1)
management of the day-to-day activities takes place in Russia; or (2) the
executive bodies' management decisions are made in Russia.

There are also certain secondary criteria that may impose an even
higher compliance burden to avoid Russian tax residency. The
secondary criteria for foreign companies to be recognized as Russian
tax residents include: (1) accounting and management accounting is
performed in Russia; (2) document (records) management is performed
in Russia; and (3) operational HR management is performed in Russia.
The secondary criteria, the so-called tiebreaker rules, apply to the
determination of tax residency if a foreign company satisfies either of the
primary criteria for both Russia and a secondary jurisdiction.

There is an exemption for companies with strong substance, i.e., local
qualified staff and assets in a state that has a tax treaty with Russia.
This may be helpful to protect bona fide companies registered in tax
treaty jurisdictions.

A foreign company, domiciled in another country but conducting activity
through a branch unit in Russia, may voluntarily claim Russian tax
resident status following the procedure and format established by the
Federal Tax Service. In this case the company should provide the
branch unit with documents serving as a basis for calculation and
payment of relevant taxes. The self-proclaimed foreign company is not
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considered to be under the control of the CFC rules until it complies with
the provisions of the Tax Code and Russian legislation concerning tax
residents of Russia.

6.22 Does Russia apply beneficial ownership rules?

The Russian Deoffshorization Law introduced the concept of beneficial
ownership into the domestic tax legislation from 1 January 2015. It is
drafted broadly (and focuses more on anti-conduit company rules) and
seems to be more onerous than the latest accepted OECD
interpretation. Withholding tax exemptions or reduced tax rates under
tax treaties concluded with Russia are only available to beneficial
owners of income (exercising functions and risks with respect to such
income and determining its economic fate), and should not be provided
to foreign companies with limited authority to dispose of income and
exercising intermediary functions. Russian tax agents are required to
obtain additional beneficial owner status confirmations from recipients.
Foreign recipients are required to confirm beneficial ownership for each
dividend distribution and for each group of other payments under a
contract. The form of such confirmation remains unclear, which is likely
to result in more uncertainty and tax risks for many cross-border
payments. Conservatively, the beneficial ownership requirement may
apply even if a particular tax treaty does not contain a beneficial
ownership clause. There is a simplified beneficial ownership
confirmation if a company is a tax resident in a treaty jurisdiction and
more than 25% of its shares are publicly traded on a foreign stock
exchange in an OECD member state.

Federal Law No. 424-FZ dated 27 November 2018, slightly relaxed
Russia's beneficial ownership criteria for applying tax treaty benefits.
Foreign companies that are not direct recipients can claim that they are
beneficial owners of different types of Russian source income through a
chain of distributions of income and apply tax treaty rates and
exemptions (the so-called look-through approach). The amendments
apply retroactively covering payments made starting from 1 January
2018.

Russian companies were previously allowed to use the look-through
approach and apply 0% corporate profits tax rate to Russian source
dividends received from foreign companies by claiming beneficial
ownership of such dividends. From 1 January 2021, the application of
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0% dividend tax rate under the look-through approach has been
abolished and a 13% dividend rate applies. It is possible to apply the 0%
rate in the transitional period (2021-2023), but with additional conditions
as compared to the current participation exemption.

Foreign companies — issuers of publicly traded bonds — are allowed to
provide their tax residency certificates to Russian withholding tax agents
and benefit from the exemption from the tax withholding obligation
(without confirmation of beneficial ownership).

As of 1 January 2014, Russian depositories acting as tax agents are
required to apply 30% withholding tax on income distributed to foreign
legal entities acting in the interest of nondisclosed third parties on the
following securities held on nominal holder accounts, foreign authorized
holder accounts and/or depository program accounts:

o securities with mandatory centralized custody (e.g., bonds) of
the Russian Government, federal subjects and municipalities of
Russia

o corporate securities with mandatory centralized custody

(e.g., bonds) issued after 1 January 2012

o other issuable securities of Russian companies (except for
corporate securities with mandatory centralized custody issued
before 1 January 2012 and shares in Russian joint-stock
companies)®®

A foreign legal entity is deemed to be acting in the interest of
nondisclosed third parties with respect to payments, and is subject to
30% withholding tax (15% withholding tax with regard to dividends from
shares in Russian joint-stock companies), unless it provides aggregate
information on the persons exercising rights to these securities and/or
on the persons represented by trustees/asset managers (except for
investors in collective investment vehicles). This information includes the
number of securities and/or depository receipts representing Russian
securities, jurisdictions where the beneficial owners of income have their
tax residency and other relevant information on applicable tax benefits.

% The exemption for dividends on Russian shares applies from 1 January 2015.
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6.23 Is there any additional reporting for foreign
companies that have a presence in Russia?

Starting from 20 May 2021, foreign companies and unincorporated
vehicles (including trusts, partnerships, funds, etc.) that have a branch, a
representative office, Russian real property or tax registration in Russia
(apart from registration as vendors of electronically supplied services)
must now annually, by March 28, report to the Russian tax authorities:

J all direct shareholders

. indirect shareholders having more than 5% participation that are:
o  publicly listed companies
o individuals

. the founders, beneficiaries and trustees/managing bodies of
unincorporated vehicles

The annual report must reflect the shareholding information as of the
end of the calendar year and should be filed with the local Russian tax
inspectorate in electronic form or in a hard copy. Failure to provide the
report in a timely fashion may trigger a penalty of RUB 50,000.

The new rule extends the disclosure requirement that previously applied
only to foreign owners of Russian real estate to all foreign companies
registered for tax purposes in Russia. The new report captures an even
wider scope of shareholders compared to the AML reporting currently
collected by Russian companies (that only covers individuals - ultimate
beneficiaries owning more than 25% in a company).

6.24 How many double taxation treaties has Russia signed
and ratified as of 1 January 20227

Russia has signed 89 double taxation treaties (although, of these, seven
tax treaties have not yet entered into force), which can provide for the
reduction of the withholding tax rate on dividend income to as low as 5%
and generally provide for a 0% withholding rate on other income (e.g.,
interest, royalties and capital gains). For example, the 1996 Russia-
Germany Double Taxation Treaty provides for a 0% withholding tax rate
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on interest, royalties, capital gains and other income not related to a
permanent establishment; a 5% withholding tax rate on dividends
payable to German shareholders who have contributed over EUR
80,000 into the charter capital of a Russian subsidiary responsible for
paying out these dividends; and a 15% withholding tax rate on dividends
payable to all other German shareholders. Many other tax treaties still
provide for similar withholding tax rates (please see the charts below).

However, on 25 March 2020, the Russian President announced an
increase in the withholding tax rate to 15% on dividends and interest
payable under double taxation treaties with certain jurisdictions used for
transiting funds. Russia has already signed and ratified protocols
amending double taxation treaties with Cyprus and Luxembourg for 15%
withholding tax on dividends and interest instead of 5% on dividends
and 0% on interest (providing for certain exceptions). A similar protocol
amending a double taxation treaty with Malta has also been signed and
ratified. New rates under the Cyprus and Malta protocols apply from 1
January 2021. The Luxembourg protocol entered into force on 1 January
2022 as Luxembourg official authorities only ratified it in February 2021.

On 26 May 2021 Russia denounced the Double Tax Treaty with the
Netherlands. The Russia-Netherlands Tax Treaty was terminated as of 1
January 2022. On 26 September 2022 the Russian President signed a
decree suspending the Double Tax Treaty with Latvia, which was further
denounced on 22 February 2023. The Russian Ministry of Finance
clarified that the provisions of the treaty ceased to apply as of 26
September 2022. Russia also terminated the Double Tax Treaty with
Ukraine, which ceased to apply as of 1 January 2023.

Chapter 25 of the Tax Code includes a provision that explicitly states
that, in the event of a conflict, double taxation treaties override the Tax
Code. Chapter 25 contains more beneficial rules than had existed under
previous laws governing tax treaty relief for a foreign legal entity. Under
Chapter 25 of the Tax Code, taxpayers can obtain tax treaty relief from
tax withholding in Russia without any filings with the Russian tax
authorities by presenting documents evidencing the tax residency and
the beneficial owner status of the taxpayer to the tax withholding agent
(usually the Russian payer).

In case of dividend payments from shares of Russian joint-stock
companies, tax withholding agents (i.e., Russian depositories) may only
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apply ordinary withholding tax rates based on aggregate information
(e.9., a 15% rate on dividends under the Russia-Germany Double
Taxation Treaty), not considering reduced tax rates imposing additional
requirements (e.g., investment thresholds). Effectively, Russian tax
agents would over-withhold taxes and foreign investors would need to
claim refunds for tax overpayments from the Russian budget according
to the procedure set forth in the Tax Code.

Russia ratified the OECD/Council of Europe Convention on Mutual
Administrative Assistance in Tax Matters. The convention entered into
force on 1 July 2015 for the Russian Federation and has effect for
administrative assistance related to taxable periods beginning on or after
1 January 2016.

The Russian Federation is a signatory to the Common Reporting
Standard Multilateral Competent Authority Agreement. Russian national
legislation regarding the Common Reporting Standard was implemented
on 1 January 2018. The list of jurisdictions for exchange of information
was adopted by the Federal Tax Service and it includes 85 jurisdictions
and 11 territories.®®

Russia has also signed the Multilateral Competent Authority Agreement
on the Exchange of Country-by-Country Reports, which allows the
automatic exchange of CbCRs among signatories. Russian national
legislation has been implemented from 1 January 2018. The list of
jurisdictions that exchange CbCRs was adopted by the Federal Tax
Service and it includes 67 jurisdictions and eight territories. %

On 7 June 2017, Russia signed the Multilateral Convention to Implement
Tax Treaty Related Measures to Prevent Base Erosion and Profit
Shifting (BEPS) (the "Multilateral Instrument” or "MLI"). The MLI
entered into force in Russia on 1 October 2019. Russia has notified the
OECD that the MLI provisions apply in Russia from 2021-2023 with
regard to 68 double taxation treaties (the actual number of treaties
subject to MLI provisions would be 65 due to the denunciation of treaties
with the Netherlands, Ukraine and Latvia). Specific effective dates
depend on each particular jurisdiction.

% Order of the Federal Tax Service No. ED-7-17/986@ dated 28 October 2022.
1% Order of the Federal Tax Service No. ED-7-17/1226@ dated 20 December 2022.
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Russia has entered into the following bilateral treaties for the avoidance
of double taxation, which are currently in force:

Dividends
No. | Country'® Interest'?? | Royalties
Individual | Qualifying
companies | companies
Albania 10 10 10 10
2. Algeria 15 5103 15 15
3. Argentina 15 10104 15 15
4. Armenia 10 5105 10 0
5. Australia 15 5106 10 10
6. Austria 15 5107 0 0
7. Azerbaijan 10 10 10 10

91 Unless stated otherwise, the application of a reduced tax rate requires provision of a tax
residency certificate and a written confirmation of beneficial owner title to the distributed

income.

102 Many treaties provide an exemption for certain types of interest, e.g., interest paid to

local state authorities, central bank export credit institutions or in relation to sales on credit.
Such exemptions are not considered in this column.
103 The rate applies if the recipient company (other than a partnership) directly owns at

least 25% of the capital in the company paying the dividends.

%4 The rate applies if the recipient company directly owns at least 25% of the capital in the
company paying the dividends.
1% The rate applies if the recipient company directly owns at least 25% of the capital in the
company paying the dividends.
1% The rate applies if the recipient company (other than a partnership) directly owns at
least 10% of the company paying the dividends, if the value of the holding is at least AUD
700,000, and the dividends to be paid by the Russian company are exempted from
Australian taxes.
97 The rate applies if the recipient company directly owns at least 10% of the capital in the
Russian company and the value of the holding exceeds USD 100,000.
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Dividends
No. | Country'® Interest'?? | Royalties
Individual | Qualifying
companies | companies
8. Belarus 15 15 10 10
9. Belgium 10 10 10 0
10.  |Botswana 10 5108 10 10
11. Brazil 15 10109 15 15
12. Bulgaria 15 15 15 15
13. |Canada 15 10110 10 o/10"
14.  |Chile 10 5112 15 5/1013
15.  |China' 10 5115 0 6
16.  |Croatia 10 5116 10 10

'8 The rate applies if the recipient company owns at least 25% of the capital in the
company paying the dividends.
1 The rate applies if the recipient company directly owns at least 20% of the capital in the
company paying the dividends.
"% The rate applies if the recipient company owns at least 10% of the capital or voting
power in the Russian company, as the case may be.
" The lower rate applies to computer software, patents, knowhow and copyright royalties.
"2 The rate applies if the recipient company owns at least 25% of the capital in the

company paying the dividends.
3 The lower rate applies to royalties paid for the use of, or the right to use, industrial,
commercial or scientific equipment.

"4 From 1 January 2017.

5 The rate applies if the recipient company (other than a partnership) owns at least 25%
of the capital in the company paying the dividends and the value of the holding is at least
EUR 80,000.
6 The rate applies if the recipient company owns at least 25% of the capital in the
Russian company and the value of the holding is at least USD 100,000.
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Dividends
No. | Country'® Interest'?? | Royalties
Individual | Qualifying
companies | companies
17. |Cuba 15 517 10 0/5118
18.  |Cyprus 15 5119 5120115 0
19. Czech 10 10 0 10
Republic
20. Denmark 10 10 0 0
21.  |Ecuador® 10 5122 10 10/15'23
22. Egypt 10 10 15 15
23.  |Finland 12 5124 0 0
24.  |France 15 5/10"25 0 0

"7 The rate applies if the recipient company (other than a partnership) owns at least 25%
of the capital in the company paying the dividends.
8 The lower rate applies to copyright royalties.

" The rate applies to dividends received by public companies with at least 15% of the
shares in free float; subject to the minimum 15% direct shareholding requirement and the
minimum one-year holding period.
20 The lower rate applies to interest received by public companies with at least 15% of the
shares in free float; subject to the minimum 15% direct shareholding requirement and the
minimum one-year holding period.

2 From 1 January 2019.

122 The rate applies if the recipient company owns directly at least 25% of the voting stock
of the company paying the dividends.
123 The lower rate applies to equipment rentals.
124 The rate applies if the recipient company directly owns at least 30% of the capital in the
Russian company and the value of the holding exceeds USD 100,000.
25 The 5% rate applies if the French company: (1) has directly invested at least EUR
76,225 in the Russian company; and (2) is subject to tax in France, but is exempt with
respect to dividends (i.e., participation exemption). The 10% rate applies if only one of the
requirements is fulfilled.
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Dividends
No. | Country'® Interest'?? | Royalties

Individual | Qualifying

companies | companies
25. |Germany 15 5126 0 0
26. |Greece 10 5127 7 7
27.  |Hong Kong 10 5128 0 3
28. Hungary 10 10 0 0
29. |lceland 15 5129 0 0
30. |India 10 10 10 10
31. Indonesia 15 15 15 15
32. Iran 10 5130 7.5 5
33. Ireland 10 10 0 0
34. Israel 10 10 10 10
35. |ltaly 10 5131 10 0

126 The rate applies if the German company owns at least 10% of the capital in the Russian
company and the value of the holding is at least EUR 80,000.

27 The rate applies if the Greek company (other than a partnership) owns at least 25% of
the capital in the company paying the dividends.

128 The rate applies if the recipient company directly owns at least 15% of the capital in the
company paying the dividends.

129 The rate applies if the recipient company directly owns at least 25% of the capital in the
company paying dividends and the value of the holding exceeds USD 100,000.

%0 The rate applies if the recipient company directly owns at least 25% of the capital in the
Russian company.

3 The rate applies if the recipient company directly owns at least 10% of the capital in the
Russian company and the value of the holding is at least USD 100,000.
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Dividends
No. | Country'® Interest'?? | Royalties
Individu_al Qualifyipg
companies | companies
36. |Japan' 10 5/15133 0/10"34 0
37. Kazakhstan 10 10 10 10
38. North Korea |10 10 0 0
39. |Korea (Rep.) |10 5135 0 5
40. Kuwait 5 5 0 10
41. Kyrgyzstan 10 10 10 10
42, Lebanon 10 10 5 5
43. Lithuania 10 5136 10 5/10%%7

32 The new double taxation treaty applies from 1 January 2019.

'3 The 5% tax rate applies if the beneficial owner is a company that has owned directly at
least 15% of the voting power of the company paying the dividends for the period of 365
days ending on the date on which entitlement to the dividends is determined, provided that
the payer company is not entitled to a deduction for dividends paid in computing its taxable
income; 15% applies to dividends derived by a resident of a state from shares of a
company or comparable interests, such as interests in a partnership, trust or investment
fund, if, at any time during the 365 days preceding the payment of the dividends, these
shares or comparable interests derived at least 50% of their value directly or indirectly from
immovable property situated in that other state.

3 The higher rate applies if the interest is determined by reference to receipts, sales,
income, profits or other cash flow of the debtor or a related person, to any change in the
value of any property of the debtor or a related person, or to any dividend, partnership
distribution or similar payment made by the debtor or a related person, or any other
interest similar to such interest arising in the source state.

'35 The rate applies if the recipient company (other than a partnership) directly owns at
least 30% of the capital in the company paying the dividends and the value of the holding
is at least USD 100,000.
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Dividends
No. | Country'® Interest'?? | Royalties
Individu_al Qualifyipg
companies | companies
44.  |Luxembourg'®|15 5139 5140/15 0
Luxembourg™' (15 5142 0 0
45, Malaysia /15143 -[15144 15 10/1514°
46. Mali 15 10146 15 0
47. Malta 15 5147 5148/15 5

1% The rate applies if the recipient company (other than a partnership) directly owns at
least 25% of the capital in the company paying the dividends and the value of the holding
exceeds USD 100,000.

37 The lower rate applies to royalties for the use of industrial, commercial and scientific
equipment.

138 The rates apply from January 2022.

3% The rate applies to dividends received by public companies with at least 15% of shares
in free float; subject to the minimum 15% direct shareholding requirement and the
minimum one-year holding period.

40 The lower rate applies to interest received by public companies with at least 15% of
shares in free float; subject to the minimum 15% direct shareholding requirement and the
minimum one-year holding period.

! The rates apply until December 2021.

142 The rate applies if the Luxembourg recipient directly owns at least 10% of the capital in
the Russian company and the value of the holding is at least EUR 80,000 or its equivalent
in national currency.

143 The 15% rate applies to profits of joint ventures. Otherwise, the domestic rate applies;
there is no reduction under the treaty.

4 The 15% rate applies to profits of joint ventures. Otherwise, the domestic rate applies;
there is no reduction under the treaty.

5 The lower rate applies to industrial royalties.

6 The rate applies if the value of the holding is at least XOF one million.

147 The rate applies to dividends received by public companies with at least 15% of shares
in free float; subject to the minimum 15% direct shareholding requirement and the
minimum one-year holding period.

148 The lower rate applies to interest received by public companies with at least 15% of
shares in free float; subject to the minimum 15% direct shareholding requirement and the
minimum one-year holding period.
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Dividends
No. | Country'® Interest'?? | Royalties

Individual | Qualifying

companies | companies
48. Mexico 10 10 10 10
49.  |Moldova 10 10 0 10
50. |Mongolia 10 10 10 -149
51.  |Montenegro™° |15 5151 10 10
52.  |Morocco 10 5152 0/101%3 10
53.  |Namibia 10 5154 10 5
54. New Zealand |15 15 10 10
55. North 10 10 10 10

Macedonia

56. Norway 10 10 10 0
57. Philippines 15 15 15 15
58.  |Poland 10 10 10 10
59.  |Portugal 15 101% 10 10

% The domestic rate applies; there is no reduction under the treaty.
%0 The Yugoslavia-Russia Tax Treaty is applied by both Serbia and Montenegro.
'®1 The rate applies if the recipient company owns at least 25% of the capital in the
Russian company and the value of the holding is at least USD 100,000.
%2 The 5% rate applies if the value of the holding exceeds USD 500,000.
153 The lower rate applies to interest on foreign currency deposits.

"% The rate applies if the recipient company owns at least 25% of the capital in the
Russian company and the value of the holding is at least USD 100,000.
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Dividends
No. | Country'® Interest'?? | Royalties
Individual | Qualifying
companies | companies
60. Qatar 5 5 5 0
61. Romania 15 15 15 10
62. Saudi Arabia |5 5 5 10
63. Serbia5® 15 5187 10 10
64. |Singapore® |10 5159 0 5
65. Slovakia 10 10 0 10
66. Slovenia 10 10 10 10
South  Africal15 10160 10 0
67.
(Rep.)
68. Spain 15 5/1018" 0/5162 5

85 The rate applies if the Portuguese company has owned directly at least 25% of the
capital in the Russian company for an uninterrupted period of at least two years prior to the
payment.
1% The Yugoslavia-Russia Tax Treaty is applied by both Serbia and Montenegro.
®7 The rate applies if the recipient company owns at least 25% of the capital in the
Russian company and the value of the holding is at least USD 100,000.
%8 From 1 January 2017.
% From 1 January 2017, the rate applies if the recipient company owns at least 15% of
the capital in the company paying the dividends (does not apply to dividends distributed by
real estate investment funds).
180 The rate applies if the recipient company directly owns at least 30% of the capital in the
Russian company and the value of the holding is at least USD 100,000.
16" The 5% rate applies if: (1) the Spanish company has invested at least EUR 100,000 in
the Russian company; and (2) the dividends are exempt in Spain. The 10% rate applies if
only one of the conditions is met.
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Dividends
No. | Country'® Interest'?? | Royalties
Individual | Qualifying
companies | companies
69. Sri Lanka 15 10163 10 10
70. |Sweden 15 5164 0 0
71.  |Switzerland 15 5165 0 0
72 Syria 15 15 10 4.5/13.5/
. 18166
73. |Tajikistan 10 5167 10 0
74. Thailand 15 15 10168 15
75.  |Turkey 10 10 10 10
76. Turkmenistan |10 10 5 5
United ~ Arabl|-17 071 0172 -173
. Emirates'6°

162 The lower rate applies to long-term loans (minimum seven years) granted by credit
institutions resident in a contracting state.
183 The rate applies if the company in Sri Lanka owns at least 25% of the capital in the
Russian company.
184 The rate applies if the Swedish company owns 100% of the capital in the Russian
company (or in the case of a joint venture, at least 30% of the capital in such a joint

venture) and the foreign capital invested is at least USD 100,000.
185 The rate applies if the Swiss company owns at least 20% of the capital in the Russian

company and the value of the holding exceeds CHF 200,000.

166 The 4.5% rate applies to cinema, movies and TV and radio broadcasting programs; the
13.5% rate applies to literature, art, and science products; and the 18% rate applies to

computer software, patents, trademarks and knowhow.
167 The rate applies if the recipient company owns at least 25% of the capital in the
company paying the dividends.
%8 The 10% rate applies to loans granted by Russian banks.
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Dividends
No. | Country'® Interest'?? | Royalties
Individual | Qualifying
companies | companies
United 10 10 0 0
Kingdom of
78. Great Britain
and Northern
Ireland
United States|10 5174 0 0
79. .
of America
80. Uzbekistan 10 10 10 0
81. |Venezuela 15 1017 5/10'76 10/15177
82. |Vietnam 15 10178 10 15

In addition to the above, Russia has entered into the following tax
treaties for the avoidance of double taxation that do not yet apply (e.g.,
have not been ratified and the exchange of ratification instruments
process is pending):

'8 The application of the tax treaty is limited.

70 The tax treaty is not applicable to individuals receiving dividends.

7! The rate applies only if the recipient is a financial or investment institution.
72 The rate applies only if the recipient is a financial or investment institution.
73 The treaty does not cover royalties.
74 The rate applies if the recipient company holds at least 10% of the capital or voting
power in the Russian company, as the case may be.
75 The rate applies if the recipient company (other than a partnership) directly owns at
least 10% of the capital in the company paying the dividends and the value of the holding
is at least USD 100,000.
76 The 5% rate applies to bank loans.

7 The lower rate applies to the fees for technical assistance.

78 The rate applies if the Vietnamese company has invested at least USD 10 million
directly in the capital of the Russian company.

Melling, Voitishkin & Partners

161




Doing Business in Russia

Dividends
No. | Country Individual | Qualifying Interest'” | Royalties
companies | companies

1.  |Belgium™® |15 5181 10 0

2. Estonia 10 5182 10 10

3. Ethiopia 5 5 5 15

4. Georgia 10 10 10 5

5. Laos 10 10 10 0

6.  [Mauritius 10 518 0 0

7. |Oman 10 5184 0 5

In March 2023, the Russian Ministry of Finance and the Foreign Affairs
Ministry suggested that the President temporarily suspend tax treaties
with countries that have imposed sanctions against Russia. If the
Presidential decrees such "temporary suspension," approximately 40 tax
agreements may temporarily cease to apply in Russia. For corporate
and individual taxpayers this might mean a substantial increase in their
tax burden in Russia and potentially abroad without any grace period.

7% Many treaties provide for an exemption for certain types of interest, e.g., interest paid to
state local authorities, central bank export credit institutions or in relation to sales on credit.
Such exemptions are not considered in this column.

180 Russia-Belgium Double Taxation Treaty, dated 19 May 2015. Signed but not ratified.

'8 The beneficial owner is a company that directly owns, for at least 12 consecutive
months, at least 10% of the shares in the paying company and the value of the holding is
at least EUR 80,000.

182 The rate applies if the recipient company (other than a partnership) owns at least 25%
of the capital in the company paying the dividends and the value of the holding is at least
USD 75,000.

'8 The 5% rate applies if the value of the recipient company's holding is at least USD
500,000.

'8 The rate applies if the value of the recipient company's holding is at least USD 500,000.
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6.25 Does Russia apply VAT?

Yes, VAT is imposed on all goods imported into Russia and is applied to
the sale of goods, works and services. The same VAT regime applies to
goods and services that are sold in or imported into territories under
Russian jurisdiction, e.g., artificial islands and drilling platforms on the
continental shelf.

The tax period for VAT for all taxpayers and tax withholding agents is
the calendar quarter. As a rule, taxpayers must pay VAT in equal
installments no later than the 28th day of each month following the
reporting quarter. VAT tax returns may be filed with the tax authorities
only in electronic form.

From 1 January 2019, tax legislation imposes a VAT rate of 20% on the
sale of most goods, works and services (raising the rate from the
previous 18%). A lower 10% rate is applied to limited types of goods,
such as pharmaceuticals, medical equipment, and certain food products
and periodicals. The export of goods is subject to a 0% rate of VAT. In
addition, certain types of goods, works and services are exempt from
VAT including, but not limited to, the following:

o land plots, dwelling houses and apartments, lease of office
space to accredited representative offices and branches of
foreign legal entities from jurisdictions that apply reciprocal

benefits
. certain medical goods and services
3 the sale of shares, derivatives and repo transactions
. certain operations provided by financial services businesses

(registrars,  depositaries, dealers, brokers,  securities
management businesses, investment, mutual and private
pension fund management companies, clearing organizations
and trade organizers)

. the assignment of exclusive IP rights and rights to use the
results of these IP rights based on licenses (including
nonexclusive licenses) on inventions, utility models, industrial
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designs, integrated circuit topologies, with the exception of
trademarks

o from 1 January 2021, the assignment of exclusive IP rights and
rights to use the results of these IP rights based on licenses
(including nonexclusive licenses) for software and databases
that are included in the Unified Register of Russian Computer
Programs maintained in accordance with Decree of the Russian
Government No. 1236 dated 16 November 2015; the
assignment of rights to foreign software was exempt from VAT
until 31 December 2020

An import VAT exemption applies to technological equipment that is not
produced in Russia, according to a list adopted by Decree of the
Russian Government No. 372 dated 30 April 2009 (as amended).

Generally, VAT paid on the acquisition of goods, works and services
may be offset against VAT collected from customers. Russian buyers
are not required to postpone offsetting input VAT on advance payments
until the goods, works and services are delivered and can take an offset
on special advance VAT invoices. Russian VAT legislation allows the
recognition of retroactive discounts in the current tax period through
issuing corrective VAT invoices (however, if a discount does not change
the price set in a contract, the taxpayer does not need to issue a
corrective VAT invoice). E-invoicing is possible but requires a digital
signature and data transfer via authorized operators and is subject to the
agreement of the counterparties.

An enterprise ends up transferring to the state only the difference
between input VAT paid and VAT collected. As a rule, however, a
taxpayer may not offset input VAT if such VAT is incurred on goods,
works or services used by the taxpayer for the sale of goods or the
provision of services that are exempt from VAT. In this case, the
taxpayer will be required to maintain separate accounting for
transactions that are subject to VAT and transactions that are not
subject to VAT, and include such input VAT relating to sales that are not
subject to VAT in its production costs. In those cases where only a
portion of certain input costs was used for the production of goods or the
provision of services subject to VAT, the corresponding input VAT may
be offset only on a pro rata basis. Hence, for example, careful planning
will be required to maintain full recovery if part of a newly constructed
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building is to be directly leased to representative offices or branches of
foreign legal entities accredited in Russia for which a VAT exemption
applies.

As a rule, it is possible to offset the input VAT in case the place of
supply of works and services is outside Russia and such works/services
are not subject to Russian VAT.

For barter transactions, taxpayers are not required to transfer VAT to
each other in cash but must remit VAT to the Russian budget under
general rules.

A taxpayer must restore input VAT previously recovered and pay it to
the Russian budget on goods, works and services, including fixed and
intangible assets used for activities subject to 0% VAT (e.g., export of
acquired goods or producing goods to be exported). This VAT may be
offset in the future when the tax base has been determined, e.g., a full
set of documents confirming export operations is prepared.

In order to claim a refund of input VAT paid in relation to goods that
were subsequently exported and subject to 0% VAT, the taxpayer is
required to file various supporting documents with the Russian tax
authorities. The VAT refund is granted only following a chamber tax
audit of the relevant VAT return and documents, which should be
conducted within two months (if any violations are established, the
chamber audit of a VAT return could be extended by up to three
months). The Tax Code provides that the 0% VAT may be confirmed by
contract as either one document signed by the parties or several
documents expressing the consent of the parties qualifying to the
material terms of the contract. The 0% VAT for certain transactions may
be confirmed in electronic form, including custom declarations, shipping
documentation and other documents, confirming the provision of
services. A taxpayer may refund VAT before the end of a tax audit if it
meets one of the following requirements: (i) the taxpayer has existed for
no less than three years, and the total amount of VAT (except import
VAT), excise taxes, corporate profits tax and mineral extraction tax paid
over the three preceding calendar years is not less than RUB two billion;
or (ii) the taxpayer provided a bank guarantee from an authorized
Russian bank covering the full amount of the reclaimed VAT. The
Russian Ministry of Finance maintains the list of authorized banks. In
capital construction, the input VAT paid to suppliers of goods, works and
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services may be offset under the general procedure as the construction
progresses.

In 2022 and 2023, a taxpayer may apply for the VAT refund under the
simplified procedure: at the time of application it should not be in the
process of reorganization or liquidation or bankruptcy proceedings. In
this case, no bank guarantee is required, and the VAT can be
reimbursed in an amount not exceeding the aggregate amount of taxes
and social security contributions paid in the preceding calendar year.

As of 1 January 2023, the VAT refund procedure has been modified due
to the adoption of the UTA. A positive total balance on the unified tax
account of the taxpayer is now a prerequisite for the VAT refund.

Foreign legal entities with more than one representative office and/or
branch registered in various locations in Russia may consolidate all VAT
accruals and offsets on a company level. For that purpose, a foreign
legal entity must choose a particular representative office or branch to
be responsible for VAT reporting on a company level and notify the local
tax authorities responsible for each representative office and branch
registered in Russia of its decision.

A Russian customer of a foreign company that is not registered with the
tax authorities and is active (making sales or providing services) in
Russia must withhold either 9.09% or 16.67% reverse charge VAT
(depending on the applicable underlying VAT rate of 10% or 20%,
respectively) from the amounts transferred to the foreign company and
must itself remit such reverse charge VAT directly to the state budget.

A foreign company that is registered for tax purposes in Russia must
pay Russian VAT on its transactions that are subject to VAT for Russian
customers. In such case, a Russian company is not obliged to act as a
tax agent or to withhold or pay VAT for services rendered by the foreign
company. Based on the position of the Russian Ministry of Finance, the
obligation to pay VAT must be performed by the foreign company and
there is no option for the parties to agree on who will perform the VAT
payment.

Starting from 1 October 2021, the Russian tax rules for tax agents have
been changed in such a manner as to expand the list of cases when a
Russian customer is required to act as a tax agent even if the foreign
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supplier is tax registered in Russia. Russian companies are now
required to act as tax agents in respect of goods, works and services
purchased from foreign suppliers in the following cases:

. a foreign supplier is not tax registered in Russia

. a foreign supplier is tax registered in Russia only because it
owns immovable property and/or vehicles located in Russia or
has an account opened with the Russian bank

. a foreign supplier is tax registered in Russia at the location of its
separate subdivision(s) not involved in the sale of goods,
performance of works and/or provision of services in Russia

Russian VAT is imposed on several categories of electronically supplied
cross-border services ("electronic services") provided to Russian
customers. Foreign companies that supply electronic services to
Russian individuals, as well as any foreign intermediaries taking part in
the provision of such services, have to register with the Russian tax
authorities, file VAT returns and pay Russian VAT on their own. As of 1
January 2018, national payment system operators (money transfer
operators, payment agents, etc.) are not considered tax agents.

Following recently adopted amendments, starting from 1 October 2022,
foreign companies providing electronic services only to Russian
companies and/or individual entrepreneurs (and not to Russian
individuals) are no longer required to calculate and pay VAT on their
own. The Russian companies and individual entrepreneurs are now
required to act as tax agents under Russian VAT rules and withhold,
calculate and remit Russian VAT when making payments for electronic
services to foreign companies.

A tax rate of 16.67% applies to the tax base (gross outbound fee) for the
calculation of the embedded VAT amount. Foreign companies providing
electronic services to Russian customers (both individuals and
companies/individual entrepreneurs) are not entitled to recover VAT
incurred in Russia.
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6.26 What are the main benefits of the new preferential tax
regime for IT companies?

For the period from 2022 until 2024, Russian IT companies and
electronic hardware developers can apply a reduced 0% corporate
profits tax (instead of 20%) and reduced 7.6% social security
contributions (instead of 14%). In 2021, Russian IT companies were
entitled to apply 3% corporate profits tax and 7.6% social security
contributions.

To apply the reduced rates, Russian companies must fulfill all of the
following conditions:

1. accreditation as an IT organization: The current accreditation
rules '8 impose no restrictions on foreign ownership in a
Russian company applying for accreditation. If these rules
remain unchanged, the preferential tax regime may be available,
among others, to Russian subsidiaries of foreign companies

Similar requirements apply to developers of electronic hardware. They
must be included in a special register maintained by the Russian
Ministry of Industry and Trade. '8¢

2. specific revenue structure: At least 70% of the company's
revenues must come from the sales of software developed by
this company, the provision of related services, or the design
and development of electronic hardware (with exceptions for
certain types of IT activities)

3. corporate  structure: The company hasn't undergone
reorganization since 1 July 2022 (other than a conversion), and
the participation interest of the government (if any) in such
company should not exceed 50%

At the same time, the earlier available VAT exemption for software and
database licenses was substantially restricted as of 2021. The

'8 The current accreditation rules were established by Decree of the Russian Government
No. 1729 dated 30 September 2022.

'8 The current rules on inclusion into the register of Russian developers of electronic
hardware were established by Decree of the Russian Government No. 2392 dated 31
December 2020.
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exemption now only applies to software and databases included in
Russia's National Software Register,'® and is not available to foreign
software vendors. In addition, the exemption does not extend to the
provision of access to advertising and online marketplace software.

6.27 Are there any specific taxes for licensed subsoil users?
Mineral extraction tax

Chapter 26 of the Tax Code provides for a mineral extraction tax (the
"MET") (representing a general tax regime), which came into effect on 1
January 2002. MET is generally calculated from the value of the mineral
resources extracted from the subsoil based on the prices (excluding
VAT and excise taxes) at which the extracted minerals were sold,
subject to the transfer pricing provisions of the Tax Code, and effectively
not lower than the market price. Taxpayers are required to calculate the
tax base separately for each type of mineral resource extracted and pay
it on a monthly basis. Subsoil users may deduct the MET amounts paid
to the state budget for Russian corporate profits tax purposes. Chapter
26 of the Tax Code does not provide for any special concessions for
subsoil users.

As of 1 January 2022, mining and steel companies will apply increased
formula-based MET. MET on coking coal will be defined by the FOB
Australia coking coal price per ton multiplied by a 0.015 royalty
coefficient and monthly average USD / ruble exchange rate. MET on
iron ore is based on the CFR China iron ore price multiplied by a 0.048
coefficient, monthly average USD / ruble exchange rate and by the ore's
iron content divided by 62%. MET for producers of fertilizer is also
increased via changes to the royalty coefficient in the formula. Along
with the new liquid steel excise duty, these measures replaced a
temporary 15% export duty to increase budget revenues during the
pandemic.

Special rules apply for the taxation of hydrocarbons, including crude oil,
natural gas and gas condensate.

'87 Unified Register of Russian Computer Programs maintained in accordance with Decree
of the Russian Government No. 1236, dated 16 November 2015.

Melling, Voitishkin & Partners 169



Doing Business in Russia

The MET for crude oil is determined by multiplying the extracted quantity
of dewatered, desalted and stabilized oil by the tax rate determined in
accordance with the following formula:

° tax rate = RUB 919 for one ton of crude oil x Cp - Dm

. the Cp multiplier reflects the average prices for Urals crude oil in
US dollars on international oil markets (Mediterranean and
Rotterdam oil markets) determined on a monthly basis and the
average RUB/USD exchange rate is determined by the Bank of
Russia. The MET rate is zero when the average price for Urals
crude oil for a tax period is less than or equal to USD 15 per
barrel

. the Dm factor is a decreasing coefficient (applies as a tax
incentive) reflecting the conditions of oil production, including
location, depletion, type of reserves, size and complexity of a
particular oil field, etc. An additional damper coefficient of 1.3
applies for tax periods starting in 2023-2025

As of 1 January 2021, Russia repealed the historic MET benefits for
depleted oil fields and for viscous oil to raise additional revenues for the
state budget. Companies may consider shifting oil deposits, whose
profitability under the MET regime is hindered, to the new income-based
tax. Taxpayers retaining the general MET regime and maintaining
development volumes or keeping environmental programs may receive
partial compensation through tax deductions depending on the region. In
particular, taxpayers producing viscous oil on historic oil fields located
fully or partially in the Tatarstan Republic are entitled to reduce their
MET payments by the capped amount of expenses on compliance with
environmental law requirements.

West-Siberian oil producers are entitled to use the capped MET
deductions, provided they enter into production agreements with the
Russian Ministry of Nature and the Russian Ministry of Finance.

The MET for natural gas and gas condensate is calculated based on
specific formulas reflecting the average market price of gas and gas
condensate, and other factors including the complexity of gas/gas
condensate recovery (depletion levels, regional characteristics of the
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deposits, depth of the development of natural gas and gas condensate,
etc.) and the relevant gas transportation expenses.

The Tax Code provides for a MET exemption for natural gas that is
reinjected into a formation to maintain formation pressure when gas
condensate is extracted.

Special rules apply with respect to the taxation of hydrocarbons
developed from new offshore hydrocarbon deposits. The MET is
calculated by multiplying the value of hydrocarbons (developed from a
new offshore hydrocarbon deposit) that first meet applicable quality
standards by the applicable tax rate during the indicated stability
periods. The value of the hydrocarbons is determined: (1) based on the
taxpayer's sale prices for hydrocarbons for the relevant month less VAT,
excise taxes and transportation costs or as a calculated price, provided
that the resulting hydrocarbons unit price is not less than the minimal
unit price; or (2) as the minimal unit price. Tax rates vary from 1% to
30% depending on the location of a new offshore hydrocarbon deposit.

As of 1 January 2019, Russia is gradually decreasing export customs
duties for crude oil down to zero in 2024 via the application of a
decreasing coefficient in the export customs duty rate with a
corresponding MET increase as shown in the table below:

Export duties on crude oil MET on crude oil

Increase of
MET rate
. for crude

Year Decreasing E:d:ritlogu?f Adjustment oil,
coefficient P Y | coefficient in % from

rates

the current
export duty

rate

2018 | - 30% - 0%

2019 | 0.833 25% 0.167 5%

2020 | 0.667 20% 0.333 10%
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2021 | 0.5 15% 0.5 15%
2022 | 0.333 10% 0.667 20%
2023 | 0.167 5% 0.833 25%
2024 | O 0% 1 30%

A separate compensation mechanism is provided to qualifying Russian
refiners. Certain MET formula adjustments (e.g., reflecting past customs
duty benefits) are used to ensure neutrality compared to the previous
regime.

Income-based tax

From 1 January 2019 Russia has been testing a new income-based tax
(the "IBT") for oil and gas companies. The IBT applies in a test regime to
a limited number of hydrocarbon deposits (mainly in West and East
Siberia) divided into five groups (the new fifth group is made up of Arctic
projects). As of 2021, with the reduction of MET benefits, companies can
shift depleted fields as well as certain oil fields in the Arctic and North-
Caucasus federal regions and Sakhalin (to improve profitability) to the
IBT regime substantially broadening its scope. If the IBT proves to be
efficient and supports the development of current and new fields that are
less economically attractive under the ordinary MET regime, it may be
expanded.

The IBT amount due is calculated for each oil deposit separately due to
ring-fencing as the calculated revenue from hydrocarbon development,
i.e., estimated revenue from the sale of all extracted hydrocarbons on
international markets, less related actual expenses (certain capital
expenditures (CAPEX) and operating expenditures (OPEX) on a cash
basis with some caps on expenses ensuring minimal IBT), as well as
calculated expenses (estimated export duties and estimated
transportation costs determined according to the Russian government
methodology) multiplied by the 50% IBT rate.

Payers of the IBT will be subject to a substantially reduced MET on
dewatered, desalinized and stabilized oil extracted from IBT-covered
deposits calculated at the special reduced MET rate of RUB one per ton
of crude oil multiplied by an IBT coefficient balancing average market oil
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prices, less export customs duties and special incentives for greenfield
and brownfield projects. Certain MET benefits are available for IBT-
covered deposits with depleted reserves (following the reduction of the
MET benefits) and oil fields in the Arctic Region.

6.28 What are the main specifics of the special tax regime
used by participants of production sharing
agreements?

Pursuant to Chapter 26.4 of the Tax Code, effective as of 10 June 2003,
companies extracting minerals under production sharing agreements
(the "Investors") are subject to a special (and, in comparison with the
mineral extraction tax, entirely different) tax regime. For instance, an
Investor pays 50% of the mineral extraction rate for oil and gas
condensate until it reaches a certain level of commercial production,
specified in the production sharing agreement (the "PSA"). Once an
Investor has reached this level, it pays the full mineral extraction rate for
oil and gas condensate.

At the same time, Investors may be exempt from regional and local
taxes (assuming applicable legislation at the regional levels of
government), corporate property tax and transportation tax, the
transportation tax with respect to fixed assets and vehicles used directly
for the purposes of oil and gas extraction under the PSA. In addition,
depending on the conditions of the PSA, Investors may secure a further
refund of VAT, subsoil use payments and water tax, state duties,
customs fees and duties, land tax, excise tax and the ecological tax
previously paid to the budget within the terms of the PSA.

The PSA taxation regime introduced by Chapter 26.4 of the Tax Code
has increased the number of tax law requirements for, and taxes
payable by, Investors. These amendments are unlikely to make PSAs
an attractive proposition to Investors, especially since Russia has only
three PSAs (all concluded prior to the enactment of Chapter 26.4 and,
therefore, grandfathered from being covered by Chapter 26.4) and has
not entered into any new PSAs since the mid-1990s.
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6.29 What are the main specifics of corporate property
taxation in Russia?

Corporate property tax is a regional tax, i.e., it is regulated by the
legislation of the relevant region, with a maximum rate of 2.2%. The
corporate property tax base includes only immovable property. From 1
January 2020, the following assets are subject to corporate property tax:

. fixed assets owned by the taxpayer in Russia if their tax base is
calculated based on the depreciated book value of those assets
determined according to accounting rules (and not tax
accounting rules)

. immovable property located in Russia and owned by the
taxpayer or held under the right of economic management if its
tax base is calculated based on its cadastral value

Taxable assets do not include inventory, any costs or intangible assets
recorded on the taxpayer's balance sheet, land and bodies of water.

The tax base of certain types of real property, such as business and
shopping centers, offices, trading premises, catering and consumer
services premises, as well as property owned by foreign entities with no
permanent establishment in Russia or properties that are not used for
the activities of such permanent establishments, are calculated based
on their cadastral value, which is determined by a state cadastral
assessment.

Managing companies of mutual funds investing in real estate are subject
to property tax on the property held in the fund. The managing company
pays the corporate property tax from the property of the fund and the tax
effectively applies to property held for both corporate and individual
investors.

The Tax Code further exempts from taxation certain categories of
property, such as real property located on the sea bed of the territorial
sea, on the continental shelf of the Russian Federation, in the Russian
part (sector) of the Caspian Sea bed and/or within the exclusive
economic zone and used for exploration and development of new
offshore hydrocarbon deposits. Furthermore, when imposing property
tax, regional governments may fix lower or differentiated rates
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depending on the type and cadastral value of taxable property
(previously depending on the category of the taxpayer).

Corporate property tax is payable on an annual basis, with advances
due every quarter. However, regional governments in the Russian
Federation may exempt certain categories of payers, including both
Russian and foreign organizations, from the obligation to assess and
make such advance payments, and sometimes provide property tax
exemptions or investment incentives.

6.30 Does Russia apply any social security taxes?

Yes, Russia levies social security contributions that include contributions
for compulsory pension insurance, for compulsory medical insurance, for
temporary disability and motherhood paid to the Federal Tax Service
and contributions for compulsory social insurance against accidents at
work and occupational diseases paid to the Social Fund of Russia.

Until 31 December 2022, the social security contributions applied at an
aggregate rate of 30% of an employee's annual salary of up to the
following thresholds ("social contributions thresholds"):

. for contributions to the State Pension Fund — RUB 1,465,000
for the year 2021; RUB 1,565,000 for the year 2022

o for contributions to the Social Security Fund — RUB 966,000 for
the year 2021; RUB 1,032,000 for the year 2022

. for contributions to the Federal Mandatory Medical Insurance
Fund — no threshold

The social security contributions were payable as follows: (i) to the State
Pension Fund at a rate of 22% of the amount not exceeding the
threshold and 10% of the excess; (ii) to the Social Security Fund at a
rate of 2.9% of the amount not exceeding the threshold and 0% of the
excess; and (iii) to the Federal Mandatory Medical Insurance Fund at a
rate of 5.1% of the amount with no limit.

The social security contributions apply to all payments to individuals
(including individuals applying the simplified system of taxation) even if
made from net income. The social security contributions period is the
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calendar year and the social security contributions are paid on a monthly
basis.

From 1 April 2020, small and medium-sized enterprises pay social
security contributions at the aggregate rate of 15% on payments to
individuals in excess of the minimum statutory monthly wage.

As of 1 January 2023, social security contributions (except for
contributions for compulsory social insurance against accidents at work
and occupational diseases) are charged at a single rate of 30% for the
amount below the respective threshold and 15.1% - in excess of it.

The amount taxable at the rate of 30% constitutes RUB 1,917,000 for
the year 2023. The threshold amount is subject to annual adjustments.

Reduced rates of social security contributions apply to certain categories
of payers, e.g., IT companies, agricultural goods producers, certain
companies applying the simplified system of taxation. Companies that
are residents of certain special economic zones and of territories of
priority socioeconomic development, budgetary scientific institutions and
other categories of social contributions payers listed in the law may pay
social security contributions at various reduced rates from 0% to 15%. '8¢

As of 1 January 2023, the social security contributions for foreign
individuals that are temporarily staying, temporarily and permanently
residing in the territory of the Russian Federation are accrued in the
same manner as for Russian individuals (except for highly qualified
specialists who are temporarily residing on the territory of the Russian
Federation).

6.31 What are the main specifics of individual income
taxation in Russia?

Individuals who are defined as Russian tax residents, i.e., those who
have been in the country for 183 days or more during any 12
consecutive months, are subject to individual income tax on all of their
income, both earned in Russia and earned elsewhere. Individuals who

8For example, the following social security contribution rates apply depending on the
category of employees: 0% — for remuneration of employed crew members of vessels
registered in the Russian International Register of Ships, etc.
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do not meet this criterion are subject to tax on any income received from
Russian sources.

The following income tax rates apply to income received by individuals
before 31 December 2020 (inclusive): a 13% flat rate applicable to most
types of income received by Russian tax residents, including dividend
income; a 35% rate applicable to certain types of income (e.g., deemed
income from low-interest or interest-free loans in certain cases); a 30%
rate applicable to Russian source income received by nonresidents; and
income from certain types of securities held on foreign nominal holder
and similar accounts (and not on an owner's account) if the relevant
foreign nominee receiving such income fails to provide appropriate
aggregate information to the Russian depository in a timely fashion.
Prior to 31 December 2020 (inclusive), foreign nationals who had not yet
obtained Russian tax resident status but were recognized as highly
qualified foreign specialists for the purposes of Russian employment
legislation (i.e., a foreign citizen or a stateless person with substantial
work experience, skills and achievements, whose salary is higher than
the threshold set forth in Federal Law No. 115 dated 25 July 2002)
enjoyed a 13% Russian individual income tax on their Russian salary.

From 1 January 2021, a 15% individual income tax rate applies to the
annual income of Russian individual tax residents in excess of a
threshold of RUB five million. The 13% individual income tax rate
continues to apply as long as an individual's income does not exceed
the threshold. Otherwise, individuals have to pay tax of RUB 650,000
(i.e., 13% of RUB five million) plus 15% on the income in excess of the
threshold.

The increased 15% tax rate mentioned above applies to most types of
income (including dividends, capital gains from the sale of securities,
and CFC profits), with the exception of capital gains from the sale of
assets (including both movable and immovable property but excluding
securities), payments under insurance contracts and pension plans, and
gifts of assets (excluding securities). These types of income are subject
to the 13% tax, even if they exceed the threshold. The 35% individual
income tax rate still applies to certain types of income.

Nonresidents are still subject to the 30% individual income tax, although
certain exceptions apply (e.g., interest on deposits with Russian banks
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and employment income of highly qualified specialists are subject to
13% tax within the threshold and 15% on the excess).

Individual income tax is paid mainly through the withholding mechanism,
under which tax agents assess and withhold tax on income exceeding
the threshold and subject to the 15% rate. If a tax agent withholds the
full amount of tax (e.g., the employer is a tax agent and the main source
of income and the employee has no other income sources), an individual
will not have to pay any additional tax through notification or self-
assessment procedures. Should the Russian tax authorities determine
that, based on information submitted by tax agents, additional tax needs
to be paid due to aggregate annual income exceeding the threshold, a
Russian individual taxpayer will receive notification requiring the
payment of additional tax. Such an individual would be required to pay
the additional tax at the 15% rate by 1 December of the year following
the end of the tax period. Individuals will not be obliged to file tax returns
for the payment of additional tax and will only be required to make
payments based on the notifications received.

The Tax Code applies specific rules to individuals recording financial
results on transactions with different categories of securities and
derivatives for tax purposes. Individual investors may carry forward
losses on tradable securities and tradable derivatives for 10 years.
Similar to companies, Russian individuals enjoy full tax exemption on
income from the sale or redemption of shares in Russian companies
satisfying the requirements discussed for companies above. Russian tax
resident individuals may benefit from investment tax deductions
designed to attract long-term investments in securities (listed on Russian
stock exchanges).

By 30 April of the following year, a taxpayer who received income on
which no income tax was withheld at the source of payment must file a
tax return based on their actual income for the previous year, and settle
tax obligations for that year by 15 July of the following year. Foreign
individuals are required to file annual tax returns with the tax authorities
by 30 April of the year following the reporting year only if they receive
income from non-Russian sources or income where no income tax was
withheld at the source of payment. Those foreign individuals who leave
the country during a calendar year should file a tax return for the
relevant taxable period no later than one month prior to leaving Russia.
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From 1 January 2021, individuals who are Russian tax residents can
credit Russian withholding tax on dividends paid by the Russian
company to its foreign corporate shareholder subject to the following
requirements:

. an individual participates in the foreign company receiving
dividends directly or indirectly through a chain made exclusively
of foreign companies/foreign structures without establishing a
legal entity (e.g., trusts)

o a foreign company is established in a jurisdiction (i) with which
Russia has concluded a double tax treaty and (ii) which is not
included in the black list of the Federal Tax Service (same as
used for the application of Russian CFC rules)

. dividends are distributed up to the level of the Russian individual
within 180 days from payment to the foreign corporate
shareholder of the Russian company distributing the dividends

o a Russian resident declares income in their tax return and
provides documents confirming transit of payments

From 1 January 2019, freelancers working in Russia may apply an
experimental tax regime, i.e., tax on professional income. Under this
regime, freelancers are subject to a 4% tax rate on their income
received from the sale of goods (works, services and property rights) to
individuals. Freelancers providing services to companies or individual
entrepreneurs are charged a 6% tax rate.

Starting from 1 March 2022, Russian individuals are able to transfer
business and personal assets worth at least RUB 100 million to new
private foundations under Russian law. Private foundations can be
established and tested during the lifetime of their founders. Russian and
foreign assets can be transferred to a foundation, including cash,
investment portfolios, real estate, business assets (shares and interests
in commercial organizations) and other property.

6.32 What other regional and local taxes apply in Russia?

Regional and local legislative bodies, at their discretion, may introduce
various tax incentives and credits with regard to regional and local taxes.
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Regional taxes currently include corporate property tax, transportation
tax and gambling tax. Local taxes currently include property tax on
individuals, land tax and the trade levy. Although these taxes are set
regionally and locally, the federal legislature has enacted limits on their
overall rates.
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7. Customs, Trade and WTO Aspects

7.1 Introduction
What is Russian customs legislation based on?

Russian customs legislation is based on the unified rules of the Eurasian
Economic Union (the "EAEU"). The EAEU was launched on 1 January
2015 and it includes Russia, Belarus, Kazakhstan, Armenia and
Kyrgyzstan. All Russian foreign trade regulations, including customs
tariff and non-tariff regulations, are primarily based on rules established
at the supranational level of the EAEU (for more details on the EAEU,
please refer to Section 7.2 below). The EAEU replaced the Customs
Union of Russia, Belarus and Kazakhstan (the "CU"). The CU
commenced operation on 1 January 2010 and gained its main legislative
framework on 1 July 2011.

Russia has been a member of the World Customs Organization (the
"WCO") since 1991 and a party to the Kyoto Convention on the
simplification and harmonization of customs procedures from 21 October
2010. In 2012 Russia became a member of the World Trade
Organization (the "WTO").

7.2 The EAEU
What was the main aim of establishing the EAEU?

The EAEU was initially launched in 2010 by Russia, Belarus and
Kazakhstan, established a unified customs territory with the free
movement of goods, unified customs tariff and non-tariff regulations, and
regulations on the application of indirect taxes. The main objective of the
EAEU is the economic, financial and geopolitical integration between
some of the former republics of the USSR.

When was the EAEU established and what are its member states?

On 29 May 2014, Russia, Belarus and Kazakhstan signed the Treaty on
the Eurasian Economic Union, according to which, from 1 January 2015,
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the CU was transformed into the EAEU. The CU and the CU regulations
became an integral part of the EAEU. The EAEU establishes a unified
set of rules governing the most important economic sectors. From 1
January 2015, the EAEU included Russia, Belarus, Kazakhstan and
Armenia. Kyrgyzstan joined the EAEU on 12 August 2015.

Armenia does not have a common border with other EAEU members (it
is separated from the EAEU by the territories of Azerbaijan and
Georgia). Thus, to freely trade in goods with Armenia, the other EAEU
countries need to apply the customs transit procedure across the
territories of Azerbaijan and Georgia.

What are the governing bodies of the EAEU?

The Supreme Eurasian Economic Council is the main regulatory body of
the EAEU. The EAEU Commission is the executive body of the EAEU
and is authorized to issue and implement EAEU regulations.

7.3  Unified tariff regulations of the EAEU

What is Russia's customs tariff based on, and is it consistent with
the Harmonized System and the WTO?

The classification of goods for customs purposes in Russia is carried out
in accordance with the Unified Customs Tariff of the EAEU, which is
based on the International Convention on the Harmonized Commodity
Description and Coding System dated 14 June 1983 (the "Harmonized
System"), providing that all goods crossing the customs territory of the
EAEU are assigned customs classification codes (HS codes)
determined in accordance with the general rules of interpretation of the
Harmonized System. Customs authorities check the classification of
goods for correctness.

The Unified Customs Tariff of the EAEU has undergone periodic revision
since 2011, with the rates of import customs duties set in accordance
with Russia's obligations within the WTO, which were outlined in the
WTO Accession Protocol.
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7.4  Sanitary-epidemiological measures

Unified sanitary measures of the EAEU are applied to confirm that
goods imported and distributed in the EAEU territory comply with all
safety requirements and do not pose any threat to human life or health.

Which types of goods are subject to sanitary control in Russia?

The unified sanitary rules include the following three lists of controlled
goods:

o goods that are subject to sanitary-epidemiological control
(includes almost all food products and consumer goods, e.g.,
chemicals, products for children, perfumes and tobacco
products). Goods on this list must comply with the established
sanitary and safety requirements

o goods that are subject to state registration, which is required to
confirm compliance with sanitary-epidemiological and hygiene
requirements and applies to household chemical products,
alcoholic beverages, etc. State registration must be carried out
prior to the goods' importation into the EAEU

o exemptions from the state registration requirement (e.g., when
goods subject to state registration are imported for exhibition
purposes)

Where is sanitary control applied and what are the supervising
authorities?

Sanitary-epidemiological control is performed at EAEU customs entry
points when goods cross the EAEU customs border, as well as within
the EAEU territory. State registration certificates for controlled goods, if
any, must be issued prior to the goods' importation into EAEU territory.
Sanitary-epidemiological control is performed in Russia by regional
subdivisions of the Federal Agency for the Oversight of Consumer
Protection and Welfare (the "Rospotrebnadzor").
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7.5  Technical regulations (confirmation of compliance)
What are Russian product safety requirements based on?

Confirmation of conformity is designed to verify that goods conform to
the statutory quality and consumer characteristics requirements.
Confirmation of compliance in Russia is based on the Russian national
regulations and on the legislation of the EAEU.

How to identify whether the goods require mandatory certification
or not?

There are lists of goods subject to mandatory confirmation of conformity
in the EAEU. The goods can be identified by the name and customs
(HS) classification codes.

The EAEU Commission has established a number of supranational
technical regulations with mandatory safety requirements with respect to
almost all types of goods, including regulations on the safety of
machinery and equipment, elevators, low-voltage equipment, clothes,
grain, food products, juices, perfume and cosmetics, toys, tobacco
products, pyrotechnics, packaging, electromagnetic compatibility,
petroleum gas, hazardous substances used in the production of
electrical goods and radio-electronic goods, etc.

The EAEU has also established a unified list of goods that are not
subject to technical regulations but require mandatory confirmation of
conformity in the form of the certification or declaration of conformity
under local standards.

In addition, each EAEU country may have its own local list of goods
requiring mandatory certification or declaration of conformity in
accordance with the local standards.

Are there any contradictions between the Russian national
requirements and the EAEU technical requirements on goods'
safety?
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Currently, the technical rules of the EAEU and national (i.e., local)
standards and national lists of products that are subject to mandatory
confirmation of compliance may still exist separately in EAEU countries.

In Russia the national list of goods subject to mandatory confirmation of
conformity is set out in Government Decree No. 2425 dated 23
December 2021. The national list provides information on the description
and HS classification of the goods, as well as names of mandatory
national standards.

Thus, the two separate systems of conformity confirmation coexist. Prior
to importing goods into any of the EAEU member states, it is important
to ensure that the goods comply with both systems.

For example, on 12 March 2022 the Russian Government issued
Decree No. 353 establishing certain temporary simplifications in the
sphere of product certification, labeling, and extension of certificates and
declarations of conformity, which should be applied at the national level
only.

What are the main regulatory and supervising bodies in Russia in
the sphere of technical regulations?

Certificates and declarations of conformity are registered by the Federal
Accreditation Service, which is a common body responsible for
accrediting certification bodies and testing laboratories, maintaining
registers, and state supervision (http://fsa.gov.ru/).

The main Russian supervising authorities in the sphere of technical
regulations are Rospotrebnadzor and the Russian Agency for Technical
Regulation and Metrology (the "Rosstandart"). The Russian customs
authorities control the validity of certificates and declarations of
compliance during customs clearance of controlled products.

Which main requirements apply to imported goods under technical
regulations?
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Mandatory technical regulations of Russia and the EAEU, together with
Russian laws on protecting consumer rights, mean the following
requirements apply to controlled goods at the stage of importation:
minimum technical safety requirements, mandatory
certification/declaration of conformity, mandatory marking and labeling
requirements, and use of specific safety signs, including the EAEU
unified market circulation mark (i.e., the EAC).

During customs clearance the importer of record should indicate the
relevant details of valid certificates or declarations of conformity (if any)
in the import customs declaration, and arrange proper labeling on the
goods' and their packaging.

7.6  Phytosanitary and veterinary control

What are the Russian veterinary and phytosanitary rules based on
and what are the main regulatory bodies?

Importation into Russia of certain types of products, such as living
animals, animal foods, meat, meat products, seafood, plants, etc., are
subject to special supervision (control) in accordance with the unified
veterinary and phytosanitary rules of the EAEU. Thus, a consignment
with controllable goods can be imported into Russia in accordance with
the unified veterinary requirements of the EAEU and with special
permission (a veterinary or phytosanitary certificate) issued in the
established procedure by the Russian Federal Service on Veterinary
and Phytosanitary Supervision (the "Rosselkhoznadzor"), which is
responsible for monitoring controllable goods and maintaining the
register of foreign companies authorized to import certain goods into
Russia, as well as lists of certain products banned for importation into
Russia from third countries. Notably, Russia still applies certain local
rules on veterinary and phytosanitary control in addition to the
supranational regulations effective in the EAEU (e.g., such requirements
are applied to the importation of seeds).
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General requirements on the importation and exportation of plants that
need to be quarantined to/from Russia are set out in the Federal Law
"On Quarantine of Plants" adopted in 2015.

7.7  Import and export licensing

Does Russia and the EAEU control the importation/exportation of
certain goods?

Import requirements are established by the EAEU legislation on non-
tariff measures.

The non-tariff measures establish a unified list of goods, to which import
and export limitations and prohibitions are applied and includes
fertilizers, rare animals and plants, goods with a high level of
cryptographic protection, hazardous wastes, drugs, items of cultural
value, precious stones and metals, etc.

The importation of goods subject to non-tariff measures requires an
import or export permission document, which (depending on the
product's type, characteristics and designation) may include:

o an import or export license or permit

o other types of import or export authorization (e.g., the
importation of medicinal preparations can be performed on the
basis of a state registration certificate, certain cryptographic
products can be imported on the basis of a registered
notification, etc.)

7.8 Regulatory framework in the sphere of customs
regulations

What are the main legal acts of the EAEU in the sphere of customs
regulations?

The main legal act is the EAEU Customs Code, which came into force
on 1 January 2018 following the codification of 17 supranational
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regulations of the EAEU, including the customs valuation rules, the
importation and exportation of cash by individuals, international mail,
etc. The EAEU Customs Code was finally issued on 12 April 2017.

The EAEU Customs Code established basic rules and principles in such
spheres as: customs payments, application of special safeguards, anti-
dumping and countervailing measures, customs formalities and parties
engaged in activities in the customs sphere, customs procedures,
peculiarities of the movement of certain types of goods across the
customs border of the union, conducting customs control, and rights and
obligations of the customs authorities and participants of foreign trade
activity.

Implementing customs regulations are set out in decisions of the EAEU
Commission, as well as in the local laws and regulations of the EAEU
member states.

What are the implementing customs regulations in Russia?

The main Russian national legal act is the Federal Law "On Customs
Regulation," which was issued by the Russian Parliament on 3 August
2018 and came into force on 4 September 2018 (except for certain
articles). The law was adopted in accordance with the EAEU Customs
Code, and includes articles corresponding to it, but it also contains other
provisions.

7.9 The Russian customs authorities
What is the structure of the Russian customs authorities?

The introduction of the CU/EAEU has not affected the internal structure
of the Russian customs service, which remains as follows: the Federal
Customs Service, regional customs administrations, customs houses,
and customs clearing posts.

7.10 Declarant (importer of record)

Who can be the importer of record in Russia?
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The resident principle applies in the EAEU, i.e., only companies that are
local residents of an EAEU member state and are parties to cross-
border supply agreements may act as importers of record before the
customs authorities. Generally, to act as the importer of record a person
must have a direct interest in goods imported under a foreign trade
transaction (i.e., the right to own, or possess, or dispose of imported
goods).

Can foreign entities act as importers of record?

As a rule, foreign entities may act as importers of record in a specifically
limited number of cases, e.g., when goods are imported by
representative offices or branches of foreign legal entities accredited in
Russia and are designated for the internal needs of such branches or
representative offices, or when imported goods are placed under special
customs procedures (e.g., temporary import, re-export, customs
warehousing), subject to certain specific conditions of a foreign trade
transaction.

7.11 Registration of an importer of record with the local
customs authorities

Is there any special procedure an importer of record has to
undergo to start performing customs clearance formalities in
Russia?

Russian customs regulations do not require importers/exporters of
record to be registered with the Russian customs authorities. However,
during the first customs clearance, a customs clearing post opens an
electronic file for every importer/exporter of record that clears goods
through customs.

The importer of record would only need to provide the electronic file of
its statutory documents to start customs clearance formalities at another
customs post. Hard copies are no longer required but may still be used
at the discretion of the importer of record.
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7.12 Customs brokers (representatives/brokers)
Are Russian customs brokers required to be officially registered?

A declarant may clear goods through a customs broker (in accordance
with the EAEU Customs Code, the term "customs representative" is
used) — an intermediary legal entity fulfiling customs clearance
formalities on behalf and in the name of, and as instructed by, the
declarant or another person who is authorized to perform customs
operations. The customs representative may pay customs duties and
taxes on declared goods. Every customs representative should be
included by the customs authorities in the official list of customs
representatives (in Russia, the responsible body is the Federal Customs
Service). A customs representative is jointly and severally liable together
with the declarant for the observance of customs legislation. According
to the official list, in 2021 there were more than 1,500 registered
customs representatives in Russia.

Can Russian importers perform customs clearance formalities
without licensed customs brokers?

An importer of record can choose whether to engage a customs
representative or to perform customs clearance on their own behalf.

7.13 Authorized Economic Operators (the "AEOs")

What statutory simplifications and privileges can be granted to
AEOs?

An AEO is a special status granted by Russian customs authorities to
Russian importers and exporters that is based on the Kyoto Convention
and is similar to the concept already established in the EU. AEO status
ensures certain procedural simplifications, including but not limited to:

. temporary storage and release of imported goods at the
premises of the AEO
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. release of imported goods for free circulation prior to their
declaration to the Russian customs authorities

3 simplified customs transit procedure

. other customs simplifications that could be provided to the AEO
by EAEU customs regulations

According to the EAEU Customs Code, AEOs are subject to new
qualification, registration and other requirements and are entitled to
more customs simplifications and privileges, which include, among
others: (i) priority when performing certain customs operations; (ii) no
obligation to provide security for paying customs duties and taxes under
certain conditions; (iii) priority in developing pilot projects and
participating in experiments performed by customs; (iv) a lower risk
score in the customs risk management system; (v) the right to apply to a
customs post other than the post in the region where goods are located
for customs clearance purposes (provided that both customs posts are
located in the territory of the same EAEU member state); and (vi) the
use of means of identification recognized by the customs authorities
(subject to certain conditions).

As of January 2023, AEO status had been granted to 210 Russian legal
entities.

7.14 Customs clearance

How is the customs clearance of imported goods performed after
they cross the customs border of the EAEU?

Goods that are moved into Russia through the territory of EAEU
member states are placed under the transit customs regime at the
external border of the EAEU and are finally released for free circulation
by the Russian customs authorities. In Russia, imported goods are
legally released for free circulation after the Russian customs authorities
confirm this by notifying the declarant electronically that the goods have
been released. Imported goods are normally cleared at customs either
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before their shipment to Russia or when the goods reach the designated
customs house/post (and are placed in a special temporary customs
warehouse if necessary).

Customs clearance is normally completed by the importer of record (or a
customs representative acting on its behalf) filing the customs
declaration (the main document) and the required set of documents. The
list of documents required for customs clearance in each particular case
depends on the type and characteristics of the goods and terms of their
importation (e.g., the customs regime chosen). Notably, the EAEU
Customs Code stipulates a general rule according to which
importers/exporters are not required to enclose supporting documents
with the customs declaration. The customs authorities may separately
request any documents supporting the declared information. This move
is aimed at simplifying customs declarations for the business community
and eliminating burdensome responsibilities and formalities.

What are the statutory timelines for customs clearance operations
and the release of goods by the Russian customs authorities?

Under the EAEU Customs Code, the standard term of release of goods
by the customs authorities was reduced to four hours (subject to certain
conditions). However, the legislation gives a customs inspector the right
to extend that term by up to 10 business days at the discretion of the
chief of a customs terminal.

7.15 Electronic customs declaration

Do the Russian customs authorities apply electronic customs
declarations?

Currently, customs clearance in Russia is performed electronically,
except for certain exceptional cases, when customs declarations could
be submitted in hard copy.

Did the EAEU Customs Code introduce any rules to the electronic
customs clearance procedures?
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According to the EAEU Customs Code, almost all customs clearance
formalities must be performed electronically. Hard copy is allowed only
in the following exceptional cases: (i) customs transit of goods; (ii)
importing/exporting goods designated for personal use by individuals;
(i) goods sent by international mail; (iv) declaration of international
transportation vehicles; (v) the use of transport (carriage), commercial
and/or other documents (including those envisaged under international
treaties entered into between EAEU members and third parties) as a
customs declaration; and (vi) other cases determined by the EAEU
Commission.

7.16 Customs clearance procedures

What customs regimes are available for importers of record in
Russia?

As in the majority of countries, the Russia/EAEU customs regulations
established standard customs regimes of import and export, re-import
and re-export, and economic customs regimes designated for
speciall/irregular situations (e.g., customs warehouse, temporary import
and free customs zone). Goods may be placed under any of the
applicable customs regimes (i.e., customs procedures) established by
the EAEU Customs Code that are based on the Harmonized System.
Below is a brief description of the most commonly used customs
regimes.

7.16.1 Internal (home) consumption
What are the main features of this customs regime?

The importation of goods for internal (domestic) consumption (usually,
the synonymous term "release for free circulation" is used in practice) in
Russian territory is the main customs regime for importation with the
ensuing free circulation of goods in Russia without any further customs
restrictions or post-clearance customs control, provided that all
applicable customs duties and taxes have been paid and non-tariff
requirements have been met.
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Can foreign companies clear products under this customs regime
in Russia?

Local branches and representative offices of foreign companies can
release goods for internal consumption in Russia, subject to certain
conditions.

7.16.2 Temporary import
What is temporary import used for?

Temporary import is considered a special economic customs regime,
pursuant to which foreign goods are used for a certain period (the term
of the temporary import) in Russian customs territory with full or partial
exemption from import customs duties and taxes (i.e., import VAT and
excise taxes, where applicable).

Are there any special requirements for temporarily imported
goods?

Temporarily imported goods must remain unchanged, except for
changes due to natural wear and tear or natural loss given normal
transportation, shipment, storage and use conditions. Russian importers
are allowed to perform operations with temporarily imported goods
required for their preservation, to maintain the consumer features of
products, and to keep the products in the condition they were in before
they were cleared at customs for temporary importation into Russia.

Are any customs payments required for temporarily imported
goods?

Certain products (e.g., pallets and other types of returnable packaging
for goods temporarily imported to further international trade, tourism,
science, culture, cinema and sporting relations) may be temporarily
imported with full exemption from import customs payments.

Where partial (rather than full) exemption from import customs payments
is granted, the temporary import regime stipulates that 3% of the total
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amount of import customs payments (that would have been paid if the
goods had been fully imported for free circulation) must be paid for each
month the goods stay in Russia under this regime.

What is the term of temporary import?

The generally permitted term for temporary import is two years. There
are some statutory requirements that should be met to be eligible for
exemption from customs duties. In particular, temporarily imported
goods may not be sold or otherwise transferred to any third party. The
customs authorities can also request security for import customs
payments (most likely a bank guarantee or cash deposit) from the
importer of record before applying the temporary import regime.

7.16.3 Bonded warehouse
What are the main features of this customs regime?

Under the bonded warehouse customs regime, goods imported into the
EAEU are stored at special places (bonded warehouses) under customs
control without an obligation to pay import customs duties and taxes.
Storage at a bonded warehouse is subject to regular nonrefundable
storage fees as contractually agreed with the bonded warehouse's
owner. Goods so imported and put under this customs regime (pursuant
to the permission of the customs authorities) have the status of foreign
goods.

How long can goods be stored at a customs warehouse?

The maximum term for the storage of imported goods at a bonded
warehouse is three years, with an option to extend this term with the
permission of customs. Goods with a shorter useful life and/or sale term
must be assigned to other customs regimes and shipped from such
bonded warehouses at least 180 days prior to the expiration of such
term (except for products subject to accelerated deterioration with
respect to which the term for storage at a bonded warehouse could be
reduced).
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Can the importers of record sell or transfer goods placed in a
customs warehouse?

The importer of record or other interested parties who have placed
imported goods in a bonded warehouse can sell or otherwise transfer
them to third parties with the preservation of the same customs status
and with the prior consent of the customs authorities, which is followed
by the legal substitution of the importer of record by the third party that
acquired these goods. Please note, however, that such sale or transfer
might be subject to local Russian taxation because, apart from the
special customs regime, a bonded warehouse is no different from any
other warehouse located in Russia.

7.16.4 Customs transit
What are the main features of this customs regime?

Under the customs transit regime, goods cross the customs border of
the EAEU and are under customs control during their movement across
Russian customs territory without an obligation to pay import customs
duties or taxes. Only foreign goods can be subject to the customs
regime, which is granted only by permission of the customs authorities.
The regime is normally granted to either a carrier or an expediter if it is a
Russian legal entity or an entity of the EAEU. The transit customs
regime is terminated when the goods are shipped out of Russia. A
special transit customs declaration is required for the declaration of the
transit customs regime.

Can the transit customs regime be applied with the use of a TIR
carnet?

Security for payment of customs duties and taxes is usually required
before the goods are placed under the customs transit procedure.

When can goods be destroyed or abandoned to the state?
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7.16.5 Destruction

Products with the status of foreign goods can be declared for destruction
with the customs authorities, which would imply that such destruction
must be completed under customs control and the importer would not be
subject to import customs duties and taxes with respect to such
destroyed products. The cost of destruction must be fully covered by the
importer claiming the regime. Waste generated as a result of such
destruction would be subject to customs clearance requirements and
import customs duties and taxes under general rules. Customs
clearance requirements do not apply to waste that cannot be further
used for commercial purposes or is subject to burial, neutralization,
disposal or removal in another way. Such waste has the status of goods
of the EAEU and is not subject to customs control.

7.16.6 Abandonment to the state

Foreign goods imported into Russia may be abandoned to the Russian
state, which is a special customs regime that can be selected by the
importer of record. Under this regime, the title to the imported goods is
gratuitously transferred to the state without the importer’s obligation to
pay any import customs duties and taxes, including the customs
processing fee. Imported products may be cleared under this regime
with a permit from the customs authorities. This regime may be a
convenient way to avoid unreasonable customs clearance costs if they
become applicable to goods for any reason (e.g., customs have
classified the goods under a code entailing a substantially higher import
duty than the importer is ready to pay, or the customs authorities request
a permit/license that the importer does not possess and it is too
costly/burdensome to ship the goods back from Russia).

7.16.7 Export
What are the main features of the export customs regime?

Export is the main customs regime for the definitive exportation of goods
out of the customs territory of Russia. The export of certain types of
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goods is subject to export customs duties. The export of all goods is also
subject to Russian VAT with a special 0% rate (see below).

7.16.8 Reexport
What are the main features of the reexport customs regime?

Reexport is the customs regime when goods initially delivered into
Russian territory may be taken out with the right to be exempted from
customs duties, fees and taxes or refunded customs duties, fees and
taxes (if paid). Generally, the reexport regime applies only to foreign
goods, i.e., goods that were delivered into Russian territory but have not
undergone the entire customs clearance procedure and have not been
released under a particular customs regime.

Are there any statutory limitations for reexport?

Generally, the reexport customs regime is not applicable to goods
imported into Russia and released for free circulation in Russia.
The reexport regime can be applied to goods released into free
circulation when it has been established that when such goods
crossed the Russian customs border they had defects or in some
other way did not conform to the provisions of the foreign trade
contract in terms of quality, quantity, description or packaging,
and for this reason were returned to the supplier or another
nominated person. Such goods may be placed under the customs
regime of reexport if they: (i) have not been used or modified,
except if such use or modification was required for the detection
of defects; (i) may be identified by the Russian customs
authorities; (iii) have been reexported within one year from the
date of release into Russia; and (iv) have been supported with the
required documents that confirm the existence of lawful grounds
for such reexport and the observance of restrictions and
prohibitions for the import of goods that are established by the
legislation of Russia/the EAEU.
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7.16.9 Reimport
What are the main features of the reimport customs regime?

Reimport is the opposite of the reexport customs regime and is designed
to exempt goods that were initially exported from the customs territory of
Russia from the payment of import customs duties and taxes, without
the application of any economic restrictions provided by Russian laws
and the laws of the EAEU.

7.16.10 Customs regimes introduced by the EAEU Customs
Code

What customs regimes did the EAEU Customs Code establish?

The EAEU Customs Code formalized three customs regimes that were
previously established and regulated by the legislation of the EAEU
member states, namely the special customs regime, free customs zone
and free bonded warehouse regimes.

7.17 Preliminary classification decisions
Can Russian importers obtain preliminary classification decisions?

Yes — at the discretion of importers of record, the Russian customs
authorities may make preliminary decisions on the classification of
goods (known as preliminary classification decisions), which are
equivalent to binding tariff information used in the US and the EU.

The new Federal Law "On Customs Regulation" in Russia shortened the
period for the issuance of preliminary classification decisions from 90
days to 60 days and extended the effective term of preliminary
classification decisions from three years up to five years.

Preliminary classification decisions are issued in the name of the
applicants (i.e., importers of record) and may only be used by them (for
more information, please refer to the section "Declarant (importer of
record)" above). Also, customs authorities may take longer than the
above-mentioned 60-day term to issue a preliminary classification
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decision for a number of reasons established by law (primarily, if the
customs authorities are not satisfied with the documentation submitted
by an applicant).

7.18 Customs valuation rules

Why is customs valuation important for the Russian customs
authorities?

The customs value of goods imported into the EAEU, which is used as a
basis for calculating import customs duties and taxes, includes the cost
of goods, insurance costs, and the costs of transporting the goods to the
EAEU customs border. Depending on the actual circumstances,
including the contractual arrangements, an importer of record may also
have to include royalties (payable for the right to use trademarks and
other IP rights to resell the goods) or other income (e.g., freight charges,
insurance costs, etc.) in the customs value of those goods, provided that
the importer directly or indirectly (e.g., via third parties) pays those
royalties, other license fees and/or other income as a direct
consequence of importing the goods.

Can the Russian customs authorities unilaterally change the
declared customs value?

The Russian customs authorities often increase the customs value of
imported goods and importers of record have the right to challenge such
adjustments with higher customs authorities or in court. Court practice
shows that, in the majority of cases, the courts have supported importers
of record.

What are the main Russian customs valuation rules?

The EAEU Customs Code established relevant customs valuation rules
and replaced the Agreement of the CU on Customs Valuation (2008).
The main principles of the customs valuation rules of the EAEU are
based on the WTO regulations.

Is it possible to defer the declaration of customs value in Russia?
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Yes, it should be possible to defer the determination of customs value in
certain cases when the customs value cannot be determined at the
moment of importation and customs clearance. The customs valuation
cannot be deferred for a period exceeding 15 months.

Can an importer of record obtain a preliminary ruling on the
customs valuation?

The EAEU Customs Code established a new type of ruling — a
preliminary ruling on the methods for customs valuation. Such procedure
was also implemented in the new Federal Law "On Customs Regulation”
in Russia. According to the law, decisions on customs valuation must be
issued no later than 30 calendar days from the date of registration of the
application. However, currently, importers are not able to obtain such
preliminary decisions. Russian customs authorities will begin issuing
preliminary rulings on the customs valuation after the Federal Customs
Service adopts a respective procedure. The implementing regulations on
the issuance of preliminary rulings in Russia were adopted in 2022.

What types of customs payments can be applied in Russia?

Customs payments applied in Russia include the following types:

. import/export customs duties
. taxes (import VAT, excise duty)
. customs clearance (processing) fees

Depending on the type of goods, importers may be required to pay other
types of payments at customs when transferring records across the
border of the EAEU (e.g., disposal fees).

7.18.1 Import customs duties
How are import customs duties calculated and how are they rated?

Customs duties are imposed on top of the declared customs value
confirmed and accepted by the Russian customs authorities. The rates
of import customs duties in Russia are normally established as an ad
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valorem (interest) rate or a specific rate (in euros depending on the
physical features of imported goods) based on the Unified Customs
Tariff of the EAEU. The unified rates of import customs duties apply to
goods originating from all countries outside the EAEU, except when tariff
preferences or the free trade regime are applied (e.g., the CIS FTA).

Import customs duties are paid to the unified budget of the EAEU and
are subsequently distributed among the EAEU members. The rates of
import customs duties are based on Russia's commitments to the WTO.

Are there any statutory exemptions from the unified customs tariff
of the EAEU?

As an economic supporting tool, the EAEU established a temporary
exemption from the import customs duty with respect to certain
medicinal preparations and medical devices designated for the
prevention of COVID-19 disease.

Can the import customs duties in Russia be different from the
EAEU customs tariff?

In 2022 the Russian authorities established measures allowing
exemptions from import custom duty for certain technological equipment
and spare parts designated for the implementation of essential
investment projects.

In 2018, in response to special safeguard measures established by the
US with respect to steel products originating from Russia, the Russian
Government issued regulations on the application of increased rates of
import customs duty (at the level of 25%-40%) with respect to certain
machinery and equipment originating from the US.

In December 2022 the Russian Government introducing increased rates
of import customs duty with respect to certain household products and
hunting weapons originating from so-called "unfriendly" countries. The
increased rates should be in force until 31 December 2023 (unless these
measures are further extended).
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7.18.2 Export customs duties
Which types of goods are subject to export customs duties?

Even after the formation of the EAEU, the setting of export customs
duties remains within the competence of the member states. Generally,
Russian mineral resources and raw materials (such as oil,
petrochemicals, gas, wood, metals, etc.) are subject to export customs
duties. There is no unified list of export customs duties and the Russian
government separately establishes export customs duties for particular
types of products. The Russian government establishes rates of export
customs duties for oil and petrochemicals at one-month intervals. Export
customs duties may be deducted for corporate profits tax purposes.
From 1 January 2011, oil supplied to Belarus is duty free and the export
customs duties are levied when it leaves the external border of Belarus.

7.18.3 Import VAT

How is Russian import VAT calculated and what are the applicable
rates?

Payments of import VAT and the distribution of VAT between member
states are performed based on a special agreement signed by the
member states. Import VAT applies to the sum total of the customs
value, customs duty and excise tax (if any). The import of goods is
generally subject to Russian customs VAT levied at the same rates as
Russian sales VAT (i.e., 20% and 10%). VAT is imposed on all goods
imported into Russia and it applies to the sale of goods, work and
services in Russia. The 10% VAT rate applies to limited categories of
goods, e.g., pharmaceuticals, children's products, some food products,
while some medical goods, art and cultural goods, etc., may be VAT
exempt. Import VAT may be generally offset against output VAT
collected from local customers.

Pursuant to a direct provision of the Russian Tax Code, products that do
not have analogs manufactured in Russia and that are on the list
approved by the Russian government are VAT exempt.
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7.18.4 Export 0% VAT

Are Russian exporters of record subject to export VAT?

The exportation of goods from Russian customs territory is subject to
0% VAT. Russian exporters of record must comply with a special
statutory procedure to apply the 0% VAT rate to exports.

Which documents are required to confirm the 0% rate of export
VAT and what is the statutory procedure?

Generally, exporters must provide the Russian tax authorities with the
following documents:

. contract for the exportation of goods

. export customs declaration evidencing the actual export of
goods

. copies of shipping documentation (transfer and acceptance

statements, waybills, invoices, etc., confirming the transport of
goods out of Russia or the EAEU)

Additional requirements are established for exporting goods that were
previously imported into the territory of the EAEU member states.

The taxpayer must submit these documents within 180 days after
exporting the goods. If the taxpayer fails to meet the requirements
outlined above, the taxpayer loses the right to apply the 0% VAT rate on
export and the standard VAT rates of 10% or 20% apply, depending on
the type of goods.

How is the export VAT administered in internal trade between the
EAEU countries?

Exporting goods from Russia to other EAEU member states is also
subject to 0% VAT. The procedure for confirming the 0% rate in this
case is established at the level of the EAEU and has certain peculiarities
(e.g., the list of confirmation documents should include an application on
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the importation of goods and the payment of indirect taxes, and a bank
statement confirming the receipt of funds paid for the exported goods).

7.18.5 Import excise taxes
Which products are subject to excise tax in Russia?

Excise taxes apply to Russian imports of limited categories of products,
like tobacco products, spirits and alcohol, beer, cars, petroleum
products, diesel and motor oil.

7.18.6 Disposal fee

The disposal fee must be paid for all imported or locally manufactured
vehicles and is aimed at protecting the environment and contributing to
the state budget. Certain types of vehicles are exempt from the disposal
fee, including vehicles imported: (i) as personal belongings of refugees
and certain categories of immigrating persons; (ii) by diplomatic and
consular missions and international organizations; and (iii) that are over
30 years old and are not designated for commercial transportation (i.e.,
retro-vehicles). The disposal fee is calculated by multiplying the base
rate (RUB 20,000 for cars and RUB 150,000 for commercial vehicles) by
increasing coefficients, depending on certain technical characteristics of
the vehicle (e.g., engine capacity and age).

Are any other types of products, except vehicles, subject to the
disposal fee?

In addition to the disposal fee on vehicles, Russia has been applying an
ecological fee since 2015. Importers and manufacturers of certain goods
are obliged to use waste from such goods in accordance with
disposal/recycling limits. If such manufacturers and importers fail to use
the waste, they will have to pay an ecological fee calculated using a
specific formula. The Russian government has established the list of
goods subject to such disposal/recycling (including their packaging) and
the applicable rates of ecological fees and disposal/recycling limits.
Disposal/recycling limits depend on the particular type of used goods.
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