
ALD Automotive: Because you
can’t be in two places at the same time,
we are everywhere for you

ALD Automotive, a 100% subsidiary of Société Générale,
is one of the world’s leading companies in the Full Service 
Car Leasing and Fleet Management, presented in 37 
countries. A real service integrator, ALD Automotive has 
conquered a leading position by putting emphasis on 
innovation and offering companies high-performance 
mobility solutions. ALD’s top priority is fulfilling the needs
of customers to help them driving their business to success.

 

How to invest 
IN RUSSIA
T H E  A E B ’ S  G U I D E 
O N  I N V E S T I N G  I N  R U S S I A 2 0 1 3

A S S O C I A T I O N  O F  E U R O P E A N  B U S I N E S S E S

KRASNODAR

MOSCOW

ST. PETERSBURG

YEKATERINBURG

NOVOSIBIRSK VLADIVOSTOK

MURMANSK

2013





- 1 - 

HOW TO INVEST IN RUSSIA 2013

AEB STATEMENT

Dear Readers,

Welcome to the 2013 edition of the AEB’s 

“How to Invest in Russia” guide.

Russia has established itself as one of the 

main foreign investment opportunities for 

European companies and has shown tre-

mendous development in the recent past. 

Building on a period of sustained growth 

since 2009, Russia recently announced a 

series of strategic objectives to improve its 

investment climate and to bring it into line 

with global practice. In 2012, following 19 

years of negotiation, Russia joined the World 

Trade Organisation as its 154th member. 

Additionally, in the same year it created a 

common economic space with Belarus and 

Kazakhstan.

Russia’s economy continued to perform rela-

tively well in 2012, with GDP growth at 3.4%. 

However, recently it has shown some signs 

of slowing down in the face of the global 

economic downturn. In the fi rst quarter 

of 2013 this resulted in GDP growth of just 

1% with a Ministry of Economics forecast of 

2.4% for the whole year. This slowdown was 

perhaps inevitable given record low levels 

of unemployment (5.2% last autumn) and 

signs of overheating, with infl ation last year 

touching 7%. It should be remembered, 

however, that Russia is in the enviable posi-

tion of having extremely low levels of public 

debt (11% of GDP), the third highest foreign 

exchange reserves in the world, at $528 bil-

lion, and a solid trade surplus of $212 billion.

Over the last year, the Russian government 

has stated that one of its primary objec-

tives is to improve the foreign investment 

climate. It has focused on a series of mea-

sures aimed at improving the legal envi-

ronment, cutting down on corruption and 

moving its position upwards on the inter-

national government transparency index. 

Additionally, it has been seeking ways to 

diversify its economy away from its tradi-

tional reliance on the extractive industries 

by improving infrastructure and by capital-

izing on high technology developments. 

Taken overall, the prospects for Russia in 

2013 and beyond are promising as the 

country continues to off er an attractive 

set of opportunities. But at the same time, 

investing in Russia remains challenging in 

terms of project implementation. For these 

reasons, the AEB publishes this guide which 

provides valuable information on a regular 

basis about the latest amendments to Rus-

sian legislation, and on the opportunities, 

advantages and mechanisms of investing 

in Russia which are available to the foreign 

business community and potential inves-

tors. The guide demonstrates that sustain-

able investment in Russia is both possible 

and worthwhile. 

This, the 2013 edition of the “How to Invest 

in Russia” guide, will bring you the most 

recent updates on migration legislation, 

taxation, joint ventures, industry-specifi c 

aspects of investing, and investing in the 

regions. Special attention is paid to the 

topic of Russia’s WTO accession. In addition, 

this guide gives an inside look at investing 

in Russia, from the companies’ perspec-

tives, and provides examples of successful 

business initiatives. 

We would like to thank all the authors who 

helped by making their valuable contribu-

tions to this guide, and shared their knowl-

edge of the Russian market and their experi-

ence of running a business here. Also, we are 

most grateful to the Ministry of Economic 

Development of Russia and the Federal An-

timonopoly Service who have supported 

the guide over the years. 

We hope this publication will serve its pur-

pose, which is to bring more investment to 

Russia and to promote a business environ-

ment which is benefi cial to all interested 

parties.

Stuart Lawson,

Chairman, 

Finance and Investments Committee,

Association of European Businesses

Frank Schauff ,

Chief Executive Offi  cer,

Association of European Businesses 

Reiner Hartmann,

Chairman of  the Board,

Association of European Businesses 
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On 29 April 2008, Federal Law No. 57-FZ 

“Procedures for Foreign Investments in the 

Business Entities of Strategic Importance for 

Russian National Defense and State Secu-

rity” was adopted. It was designed to fi lter 

out speculative fi nancial investments while 

welcoming long-term foreign investments 

aimed at developing and improving the 

Russian economy.

Over a fi ve-year period during which this 

law has been in eff ect, the Federal Antimo-

nopoly Service (FAS) received 291 applica-

tions. 

Of these:

• 159 applications were considered by the 

Government Commission on Control over 

Foreign Investments, among them: 151 

applications were granted preliminary ap-

proval (38 with assignment of liabilities); 8 

applications were rejected to be granted a 

preliminary approval;

• 99 applications were returned to appli-

cants as not requiring a preliminary approval;

• 33 were withdrawn by applicants due to 

an abandoned intent to carry out a planned 

transaction;

It is worth noting that over the period in 

question no decision made by the Com-

mission was appealed in court. 

The enforcement practice of the Law 

No. 57-FZ shows that it proved to be eff ec-

tive in protecting the national interests in 

strategic sectors of the economy. 

The state is interested in attracting of foreign 

investments, including to strategic sectors 

of the Russian economy. So the state policy 

in the sphere of control over foreign invest-

ments is aimed at creating an attractive in-

vestment climate.

In 2011, the Government of the Russian Fed-

eration considered and introduced a number 

of important amendments to the State Duma 

and the Federal Assembly. The amendments 

were directed towards simplifi cation of pro-

cedures for foreign investors, including in-

vestments in strategic areas. Nowadays, the 

FAS continues working on a reasonable liber-

alization of legislation, and in April 2013 the 

Government introduced to the State Duma 

and the Federal Assembly amendments to 

Law No. 57-FZ prepared by the FAS Russia 

for the purpose of eliminating of excessive 

administrative barriers to foreign investors 

in executing a deal in relation to companies 

of strategic importance, as well as adjusting 

some provisions of the Law No. 57-FZ, par-

ticularly for a proper support of the national 

security interests of the Russian Federation. 

The basic amendments are as follows:

• Elimination of diff erent interpretations of 

the current version of the part 7 of Article 2 

of the Law No. 57-FZ and establishment of 

the necessity for a preliminary approval of 

transaction in relation to a subsurface user 

in a case where the Russian Federation 

loses its control over such a user (i.e. if be-

fore and after the planned transaction, the 

Russian Federation controls the company, 

a subsurface user, then there is no need 

for preliminary approval. If, as a result of a 

planned transaction, the Russian Federa-

tion loses control, then an application shall 

be submitted for a preliminary approval);

• Elimination of the necessity to agree transac-

tions when the acquirer is an organization that 

is under the control of the Russian Federation, 

subjects of the Russian Federation, or citizens 

LEGISLATION 
ON FOREIGN 

INVESTMENTS IN 
RUSSIA: TOWARDS 

LIBERALISATION

Igor Artemiev

Head, Federal Antimonopoly Service of Russia

Igor Artemiev

Igor Artemiev graduated from the 

Leningrad State University, Faculty 

of Biology and got his second higher 

education in the Faculty of Law at 

St. Petersburg State University. He also 

holds a Ph.D. He is the author of 43 arti-

cles and patents and six monographs on 

budgeting and economics. From 1989 to 

1996 Mr. Artemiev took an active part in 

politics in Leningrad (now St. Petersburg) 

and held various positions on the Lenin-

grad Council and Legislative Assembly. 

From 1996 to 1999 he was the Vice-

Governor of St. Petersburg and Chairman 

of the Finance Committee of the City 

Administration. From 1999 to 2004 he 

was Head of the Economic and Political 

Research Fund, EPICentre — St. Peters-

burg. In December 1999 he became a 

Deputy of the Russian State Duma and 

held positions of Vice-Chairman of the 

Yabloko party and Vice-Chairman of 

the Committee for Credit Organisations 

and Financial Markets. Since 10 March 

2004 Mr. Artemiev has been Head of the 

Federal Antimonopoly Service. 

>>
The state is interested in attracting of foreign 

investments, including to strategic sectors 
of the Russian economy.
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of the Russian Federation who do not have 

a dual citizenship and are tax residents (this 

amendment grants an opportunity to make 

a transaction without granting a preliminary 

approval to a foreign investor being under the 

control of a subject of the Russian Federation);

• Amendment of the notion “agreement” 

(this will be understood as any arrange-

ments and actions of foreign investors on 

joint voting in management bodies of stra-

tegic companies);

• An exception from strategic types of ac-

tivity the following:

- Activities involving use of infectious agents 

by companies whose core activity is associat-

ed with food production (for the time being, 

considering the practice of application of Law 

No. 57-FZ, it is unreasonable to assign the ac-

tivity on production of cheeses, fermented 

milk products, juices, bakery products, beer, 

etc. to strategic types of activity. Therefore, 

this amendment is aimed at freeing compa-

nies who use infectious agents (the safest, of 

pathogenicity grades 3 and 4) in food prod-

ucts. Meanwhile sanitary, epidemiological 

and medical monitoring is preserved);

• Elimination of the necessity for a prelimi-

nary approval for transactions involving for-

eign investors who own 75% and more of 

subsurface users’ shares as well as of intra-

group transactions in relation to such stra-

tegic companies (the amendment is aimed 

at eliminating of bureaucratic barriers. It is 

of no importance for the RF Government 

which company of the unifi ed holding’s 

companies bears liability. Foreign investors 

who have already invested resources and 

put money in Russia will be able to make the 

necessary re-organization inside large hold-

ings, which will enhance turnover of capital, 

escaping  the Government Commission. A 

similar approach for intra-group transac-

tions is established by part 2 of Article 28 

of the Federal Law of 26.07.2006 No. 135-FZ 

“On Protection of Competition”);

• Enabling prolongation of the validity period 

of the previously issued decision on prelimi-

nary approval of a transaction (the Govern-

ment Committee’s resolution has an eff ective 

period during which a foreign investor may 

transact a deal. A deal has not been transacted 

in good time for a number of reasons. Cur-

rently, the foreign investor must reassemble 

the package of all documents and re-apply, 

this process is long and labour-intensive. After 

adoption of this amendment, in order to pro-

long the validity period of the resolution made, 

it will be enough to make a written appeal 

by the foreign investor stating a substance of 

the matter and explaining the reason why the 

transaction is not closed in time; 

• Establishment of an obligation for foreign 

investors to inform about deals approved in 

advance by the Governmental Committee.

The draft law submitted by the Federal 

Antimonopoly Service has been prepared 

under results of social and expert discus-

sion. It is recognized that issues involving 

the country’s defence and state security in 

the process of foreign investment attract-

ing are separate, which is why any amend-

ments proposed should be adjusted and 

considered from every quarter: as from the 

point of view of liberalization, so specifi ca-

tion of some regulations. It is necessary to 

fi nd a balance which fi rst of all promotes 

development. The legislation of the Rus-

sian Federation on foreign investments and 

its enforcement seem to comply with the 

basic standards and principles of the Orga-

nization of Economic Cooperation and De-

velopment. Particularly, the principles such 

as non-discrimination, ensuring of transpar-

ency/predictability, comparable regulation 

and accountability are refl ected in Law No. 

57-FZ. This is expressed as follows. 

This law establishes for foreign investors a 

unifi ed procedure for the approval of deals 

as well as requirements and rules restricting 

participation of foreign investors in the au-

thorized capital stock of strategic companies. 

According to the legislation, any deal re-

sulting in gaining control over a strategic 

company by an investor needs preliminary 

approval after submission of a application to 

the FAS Russia. The list of transactions that 

are subject to preliminary approval is estab-

lished by Law No. 57-FZ.

Regulatory legal acts adopted for imple-

mentation of the Law No. 57-FZ (for ex-

ample, the Rules of Preliminary Approval of 

Transactions and Approval of Establishment 

of Control of Foreign Investors or a Group of 

Persons, which  Includes a Foreign Investor, 

over Economic Associations of Strategic Im-

portance for National Defence and State Se-

curity; Exemplary Form of a Business Plan of 

a Business Society of Strategic Importance 

Submitted by a Foreign Investor in Accor-

dance with the Requirements of Law No. 

57-FZ; Exemplary Form of the Agreement 

on Ensuring Observation of Obligations by 

the Foreign Investor or Group of Persons 

under Investing to Economic Entities of Stra-

tegic Importance). These acts are public and 

available at the offi  cial website of the FAS 

>>
Foreign investors who have already invested resources 

and put money in Russia will be able to make the 
necessary re-organizations inside large holdings

>>
Law No. 57-FZ defi nes 
42 types of activities
that are of strategic 

importance for country’s
defence and state security
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Russia in Russian and in English. Any regu-

latory act or amendments to the legislation 

are drafted after preliminary public discus-

sions in order to fi nd optimal wording of the 

provisions. When amendments to the legis-

lation are adopted, the FAS hold activities to 

explain all new provisions.

In order to provide transparency for pro-

cedural issues, the Law No. 57-FZ defi nes 

a list of strategic types of activity, the pro-

cedure for submission and consideration of 

applications on the part of foreign inves-

tors under Investing to Economic Entities 

of Strategic Importance, and sanctions for 

non-compliance with the legislative re-

quirements. According to Russian law, no 

commercial information provided in con-

nection with an application may be dis-

closed to third parties.

Law No. 57-FZ defi nes 42 types of activities 

that are of strategic importance for coun-

try’s defence and state security. This list is 

closed. This fact enables planning of  for-

eign investments in the areas that are not 

strategic within the meaning of the Law 

No. 57-FZ.

It is especially noteworthy that decision on 

preliminary approval of a transaction under 

application of a foreign investor or on re-

jection of approval is made at the session 

of the Governmental Commission headed 

by the Prime Minister of the Russian Feder-

ation. It means that decisions taken are put 

at a high level and public availability of the 

relevant information on these decisions.

Thus, it may be stated that all legal regulators 

of control over foreign investments in strate-

gic economic entities are used, and the exist-

ing verifi cation regime of control over foreign 

investments in such economic entities is a 

liberal enough . This is confi rmed by the small 

number of proposed transactions which are 

rejected.

>>
According to the legislation, any deal resulting

in gaining control over a strategic company by an 
investor needs preliminary approval after submission 

of a application to the FAS Russia.
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Despite the global economic uncertainty, 

investors remain positive about the long-

term attractiveness of Russia as an invest-

ment destination, according to Ernst & 

Young’s second Russia attractiveness survey.

The report combines an analysis of interna-

tional investment in Russia over the last year 

with a survey of more than 200 international 

executives on their views about how and 

where global investment will take place in 

the next 10 years. Russia’s natural resources, 

growing domestic consumer market, strong 

labour force and recent accession to the 

World Trade Organization (WTO) make it an 

investment destination of choice over the 

next decade. Although concerns remain 

around bureaucracy and infrastructure, 

a large majority of investors believe that 

Russia has made progress in closing the 

gap with other rapid-growth markets. The 

country’s attractiveness has grown by eight 

percentage points since 2011, the largest in-

crease of any region.

According to Ernst & Young’s European In-

vestment Monitor project, the number of 

projects has increased by over 50% in the 

last decade with 83 foreign direct investment 

(FDI) projects recorded in 2002 increasing to 

128 in 2012. Russia also remains in the top 10 

investment destinations in Europe, coming in 

seventh, and is the premier destination for in-

vestment in Central and Eastern Europe.

Investors already present in Russia contin-

ue to demonstrate their confi dence in the 

Russian market. Nearly 80% of them plan 

to increase or maintain their operations in 

the country. However, there is a wide gap in 

plans between the companies that already 

have operations in Russia and those that 

are not yet established. Seventy percent of 

the companies that are not established in 

Russia have no plans to invest in the coun-

try in the next year. This is, however, 16 

percentage points lower than 2011, signal-

ing an improvement in potential investors’ 

perceptions of the Russian economy as an 

investment destination.

Russia has proven resilient, experiencing 

growth in 2011 and 2012. A boost in con-

sumption, a strong labour market and an 

increase in investments have been the pri-

mary drivers of this growth. However, Russia 

is facing the challenges of increasing global 

competition in which investment and tech-

nology play crucial roles in diversifi cation 

and creating sustainable growth.

Where has investment come from?

The US remains Russia’s primary investor 

with 122 FDI projects between 2007 and 

2011 (16% of the total), but 8 of the top 10 

source countries are from Europe. European 

countries established 343 FDI projects in 

Russia from 2007 to 2011, 44% of the total. 

Germany emerged as the second-largest 

investor globally with 99 FDI projects fol-

lowed in third place by the UK with 46 proj-

ects. Other leading investing countries from 

Europe include France and Finland, with 45 

and 43 projects, respectively.

Following Russia’s recent accession to the 

WTO, Russian policymakers should push to-

ward attracting a larger share of investment 

from its leading source regions such as the 

US and Europe.

FDI into Russia from emerging market coun-

tries remained low between 2007 and 2011. 

India and China each accounted for less 

than 2% of FDI projects in Russia. Just two 

projects originated in Brazil. These countries 

remained minor contributors on the em-

ployment generation front too.

However, Russia has recently started nego-

tiations with China to develop a mutually 

benefi cial investment climate.

Manufacturing at the heart of Russia’s 

attractiveness

Manufacturing activity remains at the heart 

of Russia’s attractiveness, accounting for 51% 

of investment projects and 92% of job cre-

ation between 2007 and 2011. The industrial 

sector was another high performer, with au-

tomotive attracting 90 projects, and machin-

ery and equipment recording 62 projects. The 

food sector brought in the second-largest 

number of projects (86) and business services 

also witnessed a marked growth in FDI.

FDI activity in Russia’s business services 

sector has been growing in recent years. It 

Alexander Ivlev

Alexander is the EY Country Managing 

Partner for Russia. He is responsible for 

the development and growth of the 

EY practice in Russia, and for coordinat-

ing the work of Ernst & Young in the 

Foreign Investment Advisory Council 

in Russia. Alexander is involved in the 

activities of major worldwide business 

associations in Russia. The World Eco-

nomic Forum recognized him as Young 

Global Leader in 2007. In 2009 

Alexander was nominated by the 

President of Russia as one of the top 100 

Russian young leaders in “Presidential 

Reserve”. Alexander has over 15 years’ 

experience in strategic development, 

client service and corporate aff airs. 

POSITIVE 
OUTLOOK FOR 

RUSSIAN INWARD 
INVESTMENT

Alexander Ivlev

Managing Partner for Russia, Ernst & Young
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accounted for 9% of the total FDI projects 

in 2011, higher than its 5% share in 2010 

and above its average of 6% between 2007 

and 2011. When fi nancial services and the 

software industry are included in the busi-

ness services category, this fi gure increases 

to 14% of the projects between 2007 and 

2011, compared with the automotive in-

dustry’s 12%.

Nearly 39% of investors expect the mining 

and oil and gas sectors to attract the most 

FDI in the next two years. Information and 

communication technologies (ICT) was 

named second-most often by investors 

(20%), followed by energy and utilities, ag-

riculture, consumer goods and automotive. 

The country’s focus on oil and gas creates a 

large mismatch between the attention that 

other strategic industries in Russia receive 

from investors and their real potential.

Russia’s domestic market 

is its key strength

In this year’s survey investors highlight 

Russia’s domestic market (74%) as its key 

strength. As a result of rising wealth lev-

els over the past decade, 25% of Russia’s 

population is now part of the “middle class”. 

And this percentage is growing. Education 

(65%), telecommunications infrastructure 

(64%), labour costs (61%) and skills (57%) 

are also recognized as some of Russia’s most 

attractive features.

Although a majority (57%) of investors re-

main optimistic about Russia’s attractiveness 

in the medium term, the level of confi dence 

has waned slightly since last year. Investors 

remain concerned about Russia’s political, 

legislative and administrative environment 

(62%); its transport and logistics infrastruc-

ture (44%); and limited incentives for sus-

tainable development.

However, investors already present in Russia 

have more confi dence in its economy. First, 

they like Russia more because they under-

stand the market better and are aware of 

the elements that make the country attrac-

tive. Second, investors have already crossed 

the preliminary hurdles to enter the Russian 

market.

Outlook

Despite the wave of negativity arising from 

the Eurozone crisis, investors continue to 

display confi dence in the Russian market 

and optimism about the future. Russia’s 

numbers are very positive compared with 

Europe as a whole. In Ernst & Young’s 2012 

European attractiveness survey 38% of re-

spondents said they believe the continent’s 

attractiveness will improve, while a similar 

percentage believe that it will remain the 

same.

While the Russian economy will be aff ected 

by the crisis in Europe, the eff ect will be mod-

est compared with other European econo-

mies. However, Russia’s accession to the 

WTO as well as the 2012 Asia-Pac Economic 

Cooperation (APEC) summit, the 2014 Win-

ter Olympic Games and the 2018 FIFA World 

Cup are helping position the country as even 

more attractive for foreign investment.

How WTO access adds to the invest-

ment attractiveness

Ernst & Young’s survey Russia’s success in the 

WTO: What The Opportunities?, published 

in 2012, gives an assessment of the conse-

quences of Russia’s accession to the WTO in 

relation to the entire country’s economy and 

shows that it should have a positive eff ect. 

The overall eff ect of both the change in tar-

iff  rates and the improvement in conditions 

for Russian manufacturers’ access to foreign 

markets will in the short term be 0.5% of 

the level of aggregate consumption in the 

country.

How can WTO access add to the country’s 

investment attractiveness? It is neces-

sary to increase the potential of Russian 

non-raw-material exports by reducing 

the obstacles to Russian companies’ entry 

into foreign markets and to take steps to 

support exports which are not banned 

within the WTO. The experience gained by 

China and a few other exporting countries 

shows that an export-promoting policy 

provides good opportunities for devel-

opment. The accession of Russia to the 

WTO now enables the country to use that 

mechanism to promote development. 

The issue is not direct measures of state 

fi nancial support for exports as the WTO 

bans the use of most of these measures. 

However, the exporters’ costs are due to 

other factors (informational, licensing, 

customs, administrative, infrastructural, 

etc.), in relation to which the WTO does 

not restrict state support measures, but, 

on the contrary, even encourages them.

Russia’s accession to the WTO is having a 

positive eff ect due to the growth of foreign 

direct investment in the country. The expe-

rience of countries which acceded to the 

WTO earlier and the assessment of the con-

sequences of Russia’s accession to that orga-

nization show that foreign direct investment 

in the liberalized service sector may eventu-

ally mean the growth of production in the 

country by up to 11% of GDP. To enhance 

that eff ect, the authorities at all levels should 

regard the improvement of the investment 

climate as the economic policy’s key priority. 

>>
As a result of rising 

wealth levels
over the past decade, 

25% of Russia’s
population is now part of 

the “middle class”,
and this percentage is 

growing

HOW TO INVEST IN RUSSIA 2013
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After 19 excruciating years of negotiations, 

Russia has fi nally become a member of the 

World Trade Organization. The hopes and 

expectations of this event are quickly evolv-

ing into political and economic realities as 

Russia adjusts to the new and sometimes 

shocking rules governing the main aspects 

of international trade and domestic eco-

nomics.

The World Trade Organization has a frame-

work for trade policies for its member coun-

tries. It was established in 1995 as a replace-

ment for GATT. The 156 countries belonging 

to WTO that represent 93% of world trade. 

Some of the main principles of the WTO are:

• Liberalization of trade and the elimination 

of trade barriers

• The principle of ongoing negotiations

• Most-favoured-nation regime

• National treatment

• Freer Trade

• Predictability and Transparency

• Promotion of fair competition

• Dispute settlement on an interstate level.

Some Russian commitments under WTO 

are:

• On average the fi nal binding tariff  rate will 

be 7.8 % (previous rate was 10%)

• For agriculture products the rate is 10.8 % 

( previous rate was 13.2%)

• For manufactured goods the rate is 7.3% 

(previous rate was 9.5%)

• The fi nal bound rate was implemented 

on the date of accession for more than one 

third of the national tariff  lines. Another one 

fourth will be put in place after three years. 

The longest implementation is 8 years for 

pork, followed by 7 years for autos and civil 

aircraft.

The World Investment Report estimates that 

more than 40% of Russia’s GDP comes from 

the services sector. Liberalization as a result 

of Russia’s WTO agreements will gradually 

open the country’s service market to foreign 

investors. Russia has undertaken special 

obligations in 11 service industries and 116 

sub-industries. For example:

• In banking: foreign banks may now es-

tablish majority-owned affi  liates, and the 

threshold of foreign participation has been 

raised to 50% (with the exception of foreign 

investment in privatised banks, in which 

greater ownership is allowed). Branches of 

foreign banks are still not allowed, but this 

issue will be reviewed in the future.

• In insurance: the share of foreign owner-

ship has been increased to 100% of non-life 

insurance companies and 50% in life insur-

ance. Foreign majority ownership will be al-

lowed after 4 years. Previously, foreign own-

ership was allowed at 15% for both life and 

non-life companies.

• In business services: the country has 

committed to allowing market access and 

national treatment for a wide variety of pro-

fessions. Foreign companies have been per-

mitted to operate as 100% foreign-owned 

entities.

• In telecommunications: restrictions of the 

49% foreign participation will be eliminated 

within four years.

• In distribution services: 100% foreign-

owned companies have been allowed to 

engage in wholesale, retail and franchise 

activities, as well as express delivery services, 

including the distribution of pharmaceuti-

cals.

The World Bank estimates that Russia should 

gain about 3.3% annually in GDP in the 

short term, and 11% in the long term as a 

result of WTO accession. In a recent report 

the World Bank states: “About 72% of the es-

timated gains come from improved quality 

and lower prices of services that lead to pro-

ductivity increases and increased competi-

tiveness of Russian fi rms using these better 

PERIOD OF 
ADJUSTMENT: HOW 

RUSSIA IS ADAPTING 
TO THE WTO AND 

WHAT IT MEANS FOR 
INVESTORS
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services. Crucially, fi rms and consumers will 

have access to more and better services 

from increased FDI in business services. In-

creased productivity means that real wages 

should increase and prices should decline, 

benefi ting consumers and lowering the cost 

of production for fi rms.”

It should be noted that this World Bank 

study was prepared in 2007.

Maxim Medvedkov has said the Russia’s 

accession to WTO may actually cause a 

decrease in GDP of 0.5% due to some Gaz-

prom issues. Prime Minister Medvedev said 

that Russia may not realize results for 5 to 10 

years.

Analysts say that Russia’s accession to the 

WTO will have a positive impact on EU trade. 

EU companies are estimated to save 2.5 bil-

lion Euros annually on reduced import du-

ties with Russia. Also it is estimated that the 

reduced tariff s will stimulate an additional 

3.9 billion Euros in EU exports to Russia. The 

main exports of the EU to Russia are cars, 

auto parts, medicines, telephones and trac-

tors.

Poland has already reaped some benefi ts 

from Russia’s WTO accession as its agricul-

tural exports to Russia increased 30% in Oc-

tober of 2012 as a result of reduced tariff s. 

Pork and meat exports to Russia from the EU 

increased 37% in Oct 2012 from the previ-

ous year also a result of Russia’s reduced 

import tariff s. EU pharmaceutical compa-

nies such as Bayer are positioned to increase 

exports to Russia because of reduced tariff s, 

improved IPR because Russia has joined 

TRIPS and the applicability of the data exclu-

sivity law.

The IT industry will signifi cantly benefi t 

from WTO accession as Russia has removed 

restrictions on imported (cryptographic) 

equipment and has also removed import 

duties on high-tech goods. IT spending in 

Russia is expected to increase by 11% in 

2013. This should benefi t companies like 

Nokia, Phillips and Siemens.

Foreign investment in the automotive in-

dustry has been especially strong. It has 

been spurred by government regulations 

requiring foreign companies to increase 

local content of their vehicles to avoid stiff  

import tariff s on automotive parts, as well as 

by the recovery of car sales. General Motors 

announced in August 2012 that it would in-

vest one billion dollars in the next fi ve years 

to expand capacity at its three manufactur-

ing facilities in Russia. In May 2012, a Fran-

co-Japanese alliance between Renault and 

Nissan increased the companies’ commit-

ment to the Russian market by agreeing to 

spend $750 million on a controlling stake in 

AvtoVAZ. In another major investment, Fiat 

plans to fi nalize a deal to spend 850 million 

Euros in a new factory near St. Petersburg, 

with a capacity to build 120,000 vehicles 

annually. A strong incentive for these invest-

ments was Russia’s WTO agreement that ex-

tended the local content tariff  benefi ts until 

2018.

Boeing has announced plans to sell 35 of its 

737-MAX planes to Russian Technologies, a 

state-owned defence company for $3.5 bil-

lion. The fi rst delivery of these planes is to 

take place in 2018 when the tariff  on civil 

aircraft is reduced from 20% to 7.5% saving 

the company about $440 million in import 

tariff s. This kind of cost optimisation is a ma-

jor incentive for investors who are closely 

examining the schedule of reduced tariff s 

under Russia’s WTO agreement.

Expecting increased demand following 

WTO entry, International Paper Co, Caterpil-

lar Inc, Deere & Co and others are stepping 

up investment in Russia by expanding distri-

bution networks, boosting capacity, or mak-

ing acquisitions. International Paper is in-

vesting more than $1.2 billion to modernize 

plants. Caterpillar’s CEO, Doug Oberhelman, 

says Russia could become the company’s 

No 1 export market. In 2012 sales in Russia 

were 27% higher than the previous year. 

Clearly Russia’s WTO accession has gener-

ated increased interest in investing in Russia.

According to offi  cial estimates Russia will 

lose $5.7 billion in revenue in 2013 and $7.8 

billion in 2014 as a result of the reduced tar-

iff s WTO requires. Some Russian industries 

are already reporting the negative eff ect of 

Russia’s WTO accession. For example, GAZ 

estimates losses of about $120 million in 

2013 and 2014 because of increased com-

petition from foreign producers of commer-

cial vehicles. Russian sales of combine har-

vesters declined 43% in 2012 and protective 

measures for this industry are being dis-

cussed. The price of domestically-produced 

chicken has decreased 20% in 2012, and the 

price of pork has decreased 30% since Rus-

sia’s accession to WTO. The New Economic 

School reports that the so-called “mono-

gorods”, which are a legacy from the Soviet 

era, are severely exposed to WTO changes. 

Russia has 450 of these monogorods which 

are at risk of a serious economic downturn if 

the specifi c industry on which they depend 

suff ers a loss in market share or profi tabil-

ity. This could create severe unemployment 

and social unrest.

The WTO allows Russia to continue subsidy 

payments to negatively aff ected industries. 

There are two categories of price supports. 

The yellow subsidies are considered to be 

trade distorting and include payments based 

on the size of agricultural plots, payments 

based on the number of farm animals, sub-

>>
Analysts say that Russia’s accession to WTO will have a 

positive impact on EU trade
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sidized loans and other subsides. The limit 

on agricultural subsidies is $9 billion for 2013 

but declines to $4.4 billion by 2018. In 2008 

Russia paid about $6.5 billion in subsidies. 

Green subsidies have no limit and include 

such items as training, research, payments 

under environmental programs, investment 

aid and others. A top priority for the Russian 

government is to minimize the negative ef-

fects of the WTO on its industries while en-

couraging the positive eff ects of increased 

foreign investment. The loss of budget rev-

enue is a serious concern as revenues from 

import and customs duties are about 37% of 

total revenues. This could cause customs of-

fi cials to adopt a more aggressive position in 

collecting customs duties.

Dispute Resolution under the WTO consists 

of four steps, Consultations (60 days), Con-

sideration of the Complaint by a Panel (9 

months), Appellation Procedure (60 days) 

and Implementation of the DRU decision 

(15 months). Since Russia became a mem-

ber of the WTO, the EU and the US have 

considered using the WTO dispute resolu-

tion system in the following areas:

• Russia’s implementation of a recycling tax 

on imported cars. This tax was enacted to 

make up for the loss of revenue because of 

the reduced import duties on cars. Although 

applying this tax to Russian producers has 

been discussed, the tax is still unchanged 

and is considered discriminatory against au-

tos imported from the EU and the US.

• Russia has refused to abolish Siberian 

overfl ight charges for European carriers. 

Although the removal of these fees was an 

essential part of Russia’s WTO agreement, 

Russia is still charging about 400 million Eu-

ros a year to European carriers. These fees are 

potentially discriminatory and are currently 

being discussed.

• Russia has banned the import of live pigs 

from the EU. Under the Phyto-Sanitary pro-

visions of Russia’s WTO agreement Russia 

must provide a scientifi c basis for this ban.

• Russia has banned the import of meat 

and pork from the United States because US 

meat producers use ractopamine (a meat 

additive). The Codex Alimentarius Commis-

sion (authoritative body for SPS under the 

WTO) has determined that this additive is 

safe. 

• Russia has banned the import of chilled 

meats from Germany also because its pro-

ducers use ractopamine.

• Russia is also considering the use of WTO 

dispute resolution in the following areas:

• The EU is currently fi ling an antitrust case 

against Gazprom for impeding competition 

and manipulating gas prices. Several offi  -

cials in Russia take the position that the EU 

is discriminating against Russia and is there-

fore in violation of WTO rules.

• According to the Ministry of Economic 

Development, 73 trade barriers are currently 

imposed on Russian goods in 18 foreign 

markets. These cases mainly involve anti-

dumping issues. It is estimated that Russia 

loses about $2.5 billion annually because of 

anti-dumping issues.

The WTO Dispute Resolution Understanding 

(DRU) is one of the primary tools that inves-

tors have available to protect their invest-

ments. Also, Russia is able to use DRU as a 

tool to protect its economic interest. Trade 

disputes are a normal part of WTO and in 

past years there have been many disputes 

between the US and the EU, the US and 

China etc. The decisions and implementa-

tion procedures of DRU are highly eff ective 

and respected by WTO members.

Russia’s WTO accession ushers in a new 

economic age for Russia as President Putin 

has said: “Russia’s accession to the WTO will 

create the incentive required to modernize 

our economy, improve our business climate, 

help Russia in the medium term to gain a 

better place in the international division of 

labour, and make our market more attrac-

tive to capital and direct investments.”

For detailed information on WTO 

please look at: 

www.wto.org, 

www.economy.gov.ru/minec/activity/

sections/foreignEconomicactivity

>>
The WTO Dispute Resolution Understanding

(DRU) is one of the primary tools that investors
have available to protect their investments
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The results of the Association of Euro-

pean Businesses and the International 

Institute of Market and Social Research 

GfK Rus annual joint survey 

In April 2013 the Association of European 

Businesses (AEB), together with the In-

ternational Institute of Market and Social 

Research, GfK Rus, conducted a regular 

annual survey of AEB member compa-

nies in Russia. The survey is conducted 

for the sixth time and it provides a valu-

able source of first-hand information, 

giving an overview of the attractiveness 

of the investment climate in Russia from 

the point of view of companies doing 

business here and focuses on their key 

problems and strategies.

The survey was conducted via online 

and paper interviews with top manag-

ers of AEB member companies operating 

in Russia. The sample of 87 represents 

the structure of the AEB membership by 

country of origin and industry.  In 2013 

a higher proportion of the companies 

participating in the survey than last year 

were Russian (29%), though most of them 

have a share of European capital and/

or were founded by Europeans. The sec-

ond-largest national group was German 

(13%) and, third, French (11%). In terms 

of industries, the companies are various, 

with the most signifi cant shares, of 18% 

and 13% respectively, representing pro-

fessional and fi nancial services. Judging 

from the number of the employees and 

the turnover we conclude that an average 

participant of the survey is a middle-sized 

company with fewer than 100 employees 

in Russia and a turnover less than EUR 100 

million.  In 2013 more companies name 

lower levels of competition, favourable 

prices for raw materials, lower wages and 

state incentives as the main reasons for 

their entrance to the Russian market, al-

though the most signifi cant reasons still 

are high market potential and size, and 

the positive market development.

The study’s primary objective is to esti-

mate the current economic situation in 

Russia and, more precisely, the prospects 

for companies and industries. The second 

section of the study covers investments 

and the ease of entry to the Russian mar-

ket. The top managers also estimate the 

financial aspects of their activities in Rus-

sia, as well as the local business culture, 

the business environment and obstacles 

for development. In the 2013 survey we 

included additional questions on the re-

sults of the parliamentary and presiden-

tial elections in Russia, influence of Rus-

sian WTO membership and the European 

economic crisis. 

The main results of the survey show that 

due to the slowdown of the growth in 

the Russian economy and the influence 

of the crisis in Europe, the top managers 

of the companies operating in Russia are 

less positive towards the current state of 

their business in Russia and the future 

than last year. The integrated AEB and 

GfK Rus Barometer Index1, which consists 
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The Index is the diff erence between positive and negative answers on the 
scale of 200 points. In case of only negative answers the Index will be equal 
to 0, in case of only positive - to 200.  If the share of positive and negative 
answers is equal, the Index is 100. Positive value is between 100 and 200, 
negative— below 100.
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of an Index of the Current State of Busi-

ness and an Index of Expectations, is 15 

points lower than in 2012, standing at 

144 points out of 200. Nevertheless the 

integrated Index is still in the positive 

area. 

The trend for positive expectations for 

the future still remains with the Index of 

Expectations (158 points) far above the 

Index of the Current State of Business 

(116 points). 

2013 did not start auspiciously for the 

Russian economy. In the first quarter, the 

dynamics of such data as the index of in-

dustrial production and real income per 

capita were lower in comparison to the 

same period of the previous years, leav-

ing less room for positive expectations, 

at least in the short-term. 

The participants of the survey reveal that 

the development of their business in the 

first quarter of 2013 was worse than they 

had expected. This will result in a relative 

down-turn in investments, both in their 

industries and in the country as a whole. 
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Against the background of the economic 

crisis in Europe and the slowdown of the 

development in Russia, we registered a 

drop in the short- and medium-term 

expectations (1-5 years) for the develop-

ment of the Russian economy. Still, tak-

ing the long view,top managers of AEB 

member companies operating in Russia 

still expect strong growth. 

The companies are also optimistic about 

the turnover and the margins of their op-

erations. Although fewer companies this 

year report turnover increases than in 

the previous years (78% against 87% in 

2012) and despite the moderate start to 

the year, companies expect turnover and 

margin growth in the next three years.

It is notable how the estimates of WTO ac-

cess for Russia have changed during the 

past year. Before Russia entered the World 

Trade Organization, most of the survey 

participants considered this prospect as a 

positive one for the Russian economy. A year 

later, after Russia had accessed the WTO, 

most companies (66%) did not register any 

impact of this fact on their business. The im-

pact that 50% of companies register is that 

of the European economic crisis.  

The fi nancial environment for AEB members’ 

businesses is quite acceptable. Normally, 

less than 20% of payments are overdue, 

with about 50% of overdue payments being 

no more than a month late. 32% of compa-

nies have never had “bad debts”. 40% of the 

companies participating in the survey went 

to court in order to collect debts, and almost 

all won their case. As in the previous years, 

the main problems for fi nancing are high 

interest rates, lack of fi nancing and limits on 

bank loans. It is worth mentioning that, in 

comparison to last year, the participants of 

the survey noted fewer limitations from the 

side of the banks. For example, in 2012, 40% 

of companies considered high credit rates 

as one of the main obstacles for borrowing 

from banks, whereas in 2013 only 25% did. 

Moreover, fewer participants mention limi-

tations in giving out loans and the limited 

number of the fi nancial instruments that the 

Russian banks off er.

The trend for low estimates of the Russian 

business environment that survey partici-

pants noted in previous years remains. They 

are quite negative about the interaction with 

state authorities, especially the customs and 

the tax authorities. Legislative restrictions 

are the main obstacles for production.

Most participants in the survey don’t expect 

any positive changes in terms of bureaucra-

cy and corruption in the next two years. On 

the other hand, they expect some positive 

changes in the customs rules and business 

legislative regulations, which is new in com-

parison with previous years’ surveys. 

The second most regularly mentioned ob-

stacle for business development, after leg-

islative restrictions, is the lack of qualifi ed 

personnel. Rising labour costs worry the 

respondents. In 2013 fewer top managers 

expect an improvement in labour cost.  The 

optimism that they expressed on this issue 

in previous years is vanishing.

Summing up, it is necessary to say that the 

AEB-GfK survey in 2013 shows an interesting 

dynamic. On the one hand, AEB companies 

operating in Russia came across some dif-

fi culties in the fi rst quarter of 2013 caused 

by the European economic crisis and the 

slowdown of the growth of the Russian 

economy. They expect to make less invest-

ment this year; there is a decline in the ex-

pectations for industries and for Russia in 

the short and medium terms.  On the other 

hand, the expectations for the long term 

are still very positive. Successful business 

development is still severely hampered by 

high levels of bureaucracy, corruption, inef-

fi ciency within state institutions and the lack 

of a qualifi ed workforce.  It will be interesting 

to see how the perception of their business 

activities and the investment climate in Rus-

sia responds to the challenges of macroeco-

nomic and social circumstances.
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BEFORE YOU START

Foreign investors coming to, or operating in, 

Russia need to bear in mind various issues, 

including fi nancial and tax planning, com-

pliance with Russian legislation, market de-

velopment, the need to adapt to changing 

conditions, and so on.

Clearly, a company’s business development 

depends heavily on its people, as one of its 

main assets. In developing the market and 

adopting best practices, foreign investors 

often need experienced and highly profes-

sional foreign specialists willing to share 

their knowledge with Russian staff .

In addition, senior management faces the 

strategic task of implementing their com-

pany’s values and corporate culture within 

the framework of leading international stan-

dards. The progress of investment plans can 

be seriously compromised without the ex-

pertise and involvement of foreign staff .

In most cases, expatriates bring their fami-

lies with them, to make their move to a new 

country and environment as smooth and 

comfortable as possible. To avoid problems 

with such issues, it is important to know the 

principles and basic requirements of Russian 

migration law.

Over the past twenty years, migration law 

has changed signifi cantly in terms of both 

the regulations and the liabilities of the par-

ties involved. This trend can be attributed to 

Russia’s economic growth, which has led to 

an improvement in the investment climate 

and to positive developments in inter-gov-

ernmental relations. 

These factors have had a signifi cant infl u-

ence on the development of migration 

policy and the creation of more relaxed 

conditions for foreigners coming to work in 

Russia. For example, special regulations for 

highly qualifi ed specialists (HQS) off er a fast-

track process for Russian employers hiring 

such expatriates, as well as attractive per-

sonal tax rates and other advantages, thus 

making it easier to hire foreigners. 

The other side of Russian immigration policy 

involves maintaining a reasonable balance 

between foreign and Russian employees 

on the Russian labour market, to protect the 

interests of Russian citizens. As a result, an 

annual work and residential permit quota is 

used to maintain this balance.

Investors should bear these issues in mind 

to ensure that foreign specialists and their 

family members arrive in Russia at the 

appropriate time, otherwise, their com-

pany’s plans may not be implemented on 

schedule.

Companies should also remember to com-

ply with ongoing requirements such as 

meeting deadlines for notifying authori-

ties when hiring expatriates, or terminating 

employment contracts with them. Failure 

to meet such deadlines can result in sub-

stantial fi nes and penalties for the local em-

ployer, which can adversely aff ect both the 

company’s fi nancial position and its market 

reputation and, hence, lead to a decrease in 

trust from business partners.

A crucial migration issue for expatriates in 

Russia is the extension of their work permits 

and visas. Failure to complete these proce-

dures on time is likely to have a negative 

impact on their next visit. With parents hav-

ing to leave Russia for an uncertain time, the 

children’s education can be interrupted, and 

families can be forced to urgently search 
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for lodging in their home country until the 

issues are resolved. Such cases cause enor-

mous stress for everyone involved.

Accordingly, the local employer should plan 

carefully the business and travel plans of 

people who are so important to an investor’s 

business in Russia. To ensure that all the mi-

gration procedures comply with legislation 

and to avoid any negative consequences 

from failing to obtain or extend expatriates’ 

documents on time, the local employers have 

to ensure that they deal with these issues in-

ternally or turn to the services of professional 

consulting companies in order to feel more 

confi dent in the face of changing conditions.

Another part of a foreign investor’s busi-

ness can be sending foreign specialists to 

Russia on a short-term basis, from several 

days to several months. The usual purpose 

of such visits is meetings with potential or 

current business partners, clients or local 

staff  to discuss business development, or 

to conduct “quality performance reviews” 

to ensure that the company’s strategic 

plans and progress in implementation are 

in line with global objectives. 

In many cases, however, staff  can be sec-

onded either to share knowledge with their 

Russian colleagues or to participate in joint 

client projects. Investors see this as part of 

the implementation of their local market ex-

pansion plan. In practice, host companies in 

Russia arrange business visa support for the 

above purposes.

The question remains about how Russian 

migration law, and the migration authori-

ties in particular, approach the activities of 

foreign nationals staying under business visa 

regimes. Both the Federal Law “On the legal 

stay of foreign citizens in the Russian Federa-

tion” (hereinafter — “The Law”) and the Rus-

sian Code of Administrative Off ences (herein-

after — “The Code”) forbid foreign nationals 

without a work permit and work visa from 

engaging in any employment activities. 

The Code treats any form of work or ser-

vice provision as an employment activity. 

If the authorities discover that a foreigner 

staying in Russia on a non-work visa has 

performed work or provided services 

(even free of charge), the inviting com-

pany may be faced with considerable 

fines and penalties, and the foreigner 

may be subject to serious administrative 

sanctions, including deportation. 

Generally speaking, obtaining Russian work 

permits and work visa requires concluding a 

Russian employment contract.

Expatriates may not be satisfi ed with this 

approach if this employment structure infl u-

ences their home country’s social security or 

benefi ts programs. In this connection em-

ployers should take action in advance to set-

tle such issues. It should be also mentioned 

that the Law does allow certain categories of 

foreign nationals to work without work per-

mits. Representatives of the Russian inviting 

company should study the corresponding 

list carefully in order to classify individuals in 

compliance with the Law.

Therefore, investors interested in doing 

business in Russia need to seriously con-

sider the migration regulations, especially 

given changing conditions, in order to hire 

the qualifi ed foreign specialists they need to 

implement their investment plans.

>>
It is important to know the principles 

of Russian migration law
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Russian migration policy traditionally aims 

to satisfy two opposing purposes. 

The fi rst one is that the Russian government 

is improving the existing migration rules, 

developing new migration instruments that 

aim to encourage skilled foreign profession-

als to come to Russia and not curtail infl ow 

of investments into the economy. In recent 

years, Russia has developed a number of 

eff ective migration instruments that allow 

foreign employees to be brought to Rus-

sia rather quickly. For example, a simplifi ed 

procedure for obtaining migration employ-

ment permission for highly qualifi ed foreign 

specialists1 has been introduced. In addition, 

Russia has signed several bilateral treaties 

with other states that also establish simpli-

fi ed rules for citizens of such states who wish 

to work in Russia2. Additionally, as Russia has 

joined the World Trade Organization (WTO), 

the government is now developing new 

instruments aimed at improving the invest-

ment climate, including simplifying the mi-

gration regime for investors from the WTO 

countries. Thus, currently the State Duma 

(the Lower Chamber of the Russian parlia-

ment) is considering a draft law establishing 

special rules for key personnel of corporate 

investors from the WTO countries.

On the other hand, the Russian authorities 

are trying to protect the Russian domestic 

labour market and prevent illegal immi-

gration. For this purpose they use diff erent 

legal mechanisms. For example, they estab-

lish legal requirements and procedures that 

should be observed by companies when 

hiring foreign employees, as well as setting 

measures of liability, including severe fi nan-

cial penalties, for those who do not observe 

the relevant procedures and requirements.

Thus, along with the simplifi ed rules and 

procedures for obtaining migration permis-

sion that are necessary for a foreign national 

specialist to work in Russia (i.e. a work per-

mit and a work visa3) there is also a regular 

procedure for obtaining such migration per-

missions. This procedure has been in eff ect 

since 15 January 2007, and is rather com-

plicated and time-consuming. It includes 

several consecutive steps that should be 

completed within a period provided for by 

law. Generally, the procedure takes around 

four months to complete, not taking into ac-

count the very fi rst step, which is obtaining a 

quota for hiring foreign national employees. 

That involves a separate procedure taking 

about a year.

This aspect should be taken into account 

when companies plan investments. Bring-

ing foreign national specialists should be 

carefully planned and may become one of 

the important milestones in starting busi-

ness operations in Russia.

Importantly, granting quotas for hiring for-

eign national specialists is one of the mea-

sures aimed at protecting the domestic 
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rule, should be at least 2 million roubles per year (365 calendar days).

For example a bilateral treaty with France, dated 27 November 2009; a bilateral treaty with the South Korea, dated 10 November 2010.
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>>
In recent years, Russia has developed 

a number of eff ective migration instruments 
that allow foreign employees to be brought 

to Russia rather quickly
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labour market and at providing a balance 

between human resources in the Russian 

regions. The quota is limited at both levels, 

at Federal level and at the level of each Rus-

sian Region. The limits of the quota are set 

according to two major criteria: the number 

of foreign national specialists and the nature 

or level of their professions/qualifi cations. 

Thus, generally, to be able to obtain migra-

tion permissions for foreign national special-

ists under the regular procedure, the em-

ploying entity in Russia should fi rst obtain 

a quota for hiring foreign specialists. Having 

such a quota is a mandatory preliminary 

condition for fi lling most job positions for 

which employers plan to obtain employ-

ment permits under the regular migration 

procedure. This requirement applies when 

an employing entity in Russia plans to hire 

foreign national specialists to perform em-

ployment duties under employment agree-

ments, as well as under civil law contracts 

(i.e. as contractors providing services).

In accordance with the current quota rules, 

employers should fi le a quota application 

for the next year with an authorized state 

authority between 1 January and 30 April of 

the current year. 

Notably, for several years, only existing en-

tities could participate in the quota setting 

under the above rule. Companies that were 

created after 30 April of  a current year could 

not fi le quota applications for the year in 

which they were created, as well as for the 

next year, which seriously hindered their 

business operations, as they could not hire 

foreign specialists under the regular proce-

dure for two years (i.e. in the year when the 

company was created and next year, as the 

company was not able to timely fi le an ap-

plication).

Therefore, after extensive discussions with 

representatives of foreign businesses in Rus-

sia this rule has been changed. Now, along 

with initial quota applications for the next 

year companies may fi le additional “correc-

tive” quota applications for the current year. 

That is to say that a company that was cre-

ated after 30 April will be able to fi le a quota 

application next year, as a “corrective” appli-

cation. However the deadline for fi ling these 

applications is the same: before 30 April of a 

relevant year. 

To fi le the application, employers should 

take the following main steps :

• register their company at the site www.

migrakvota.gov.ru;

• complete an electronic application at the 

site;

• print out two copies of the completed ap-

plication;

• send the printed application to the prop-
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er authority of the constituent entity of the 

Russian Federation where it is proposed that 

foreign nationals will undertake employ-

ment activity.

As mentioned above, fi ling the application in 

good time is a necessary condition precedent 

to ensure that a quota may be obtained and 

subsequently to receive migration permis-

sions for foreign employees to be hired 

in Russia in the calendar year in question.  

However, regrettably, even if a company 

participates in the quota campaign, this 

does not guarantee that quotas will be 

granted and, as a result, that migration per-

mits to hire foreign national employees for 

relevant job positions will be issued. The rea-

sons for this are the following.

When making a decision on granting the 

quota, an authorized body takes into ac-

count the following aspects:

• priority of national labour resources, i.e. 

whether the need for employees can be met 

using national resources, including Russian 

employees from other Russian regions who 

have similar professions/qualifi cations and/

or by retraining unemployed Russian nation-

als who have other professions/qualifi cations;

• outstanding breaches of Russian migration 

law in the previous and the current year by 

employers who are requesting a new quota;

• outstanding salary payments for a period 

exceeding three months, as well as outstand-

ing breaches of the Russian labour law that 

were discovered by the State Labour Inspec-

torate in the current year and in the previous 

years;

• it being impossible to provide foreign em-

ployees with accommodation in the loca-

tions where employers plan to hire foreign 

employees.

If the need for labour resources may be sat-

isfi ed by using domestic resources, or an 

employer has committed any of the above 

violations, the authorized state body may 

refuse to grant the quota in part or in full.

Notably, the above list of grounds for re-

fusing a quota is exhaustive. State bodies 

responsible for granting quotas may not in-

terpret it extensively. Therefore, if a respon-

sible state body refuses to grant a quota to 

an employer for any reason other than listed 

above, such employer has a good chance of 

successfully challenging the refusal. In addi-

tion, an employer has the right to challenge 

any negative decision regarding the quota 

if they consider that such decision is incor-

rect. Alternatively, as mentioned above, an 

employer may also fi le an additional “cor-

rective” quota application next year, so that 

the state body could reconsider the decision 

(i.e. grant a quota or increase/decrease the 

quota previously granted).

Moreover, when preparing a quota applica-

tion, an employer should give the following 

information regarding foreign employees 

they plan to hire next year:

• job position titles4;

• the number of employees for each job 

position;

• the citizenship of each foreign national 

employee.

Thus, an employer needs to know such data 

well in advance. Unfortunately, this is not al-

ways possible in practice, as business needs 

change. 

Thus, as is seen from the above, the regu-

lar procedure for hiring foreign national 

employees and, in particular, the fi rst part 

relating to obtaining a quota, is rather 

complicated. Additional administrative 

and/or fi nancial resources may be re-

quired to make the necessary estimates 

and plans. In some cases it may appear 

rather unreasonable to obtain migration 

permits under the regular migration pro-

cedure for hiring foreign national special-

ists owing to the time necessary to obtain 

such permits and the high cost that com-

pliance with migration rules and require-

ments may entail.

For this reason, when companies plan in-

vestments which involve bringing foreign 

specialists to Russia, we recommend that 

along with the regular procedure for ob-

taining migration permissions they con-

sider alternative migration instruments, 

where the quota requirement does not 

apply. 

>>
In addition, an employer has the right to challenge

any negative decision regarding the quota
if they consider that such a decision is incorrect

Job position titles in the quota applications should be named in accordance with the All-Russia Classifi er of Professions and Job Positions approved by 
Resolution No. 367 of Russia’s state standards body Gosstandart dated 26 December 1994 

4
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The Russian Federation, like other devel-

oped countries of the world, has a well or-

ganized judicial system which has proved 

to be rather eff ective and effi  cient, as is evi-

denced by the statistics on the number of 

individuals and economic entities seeking 

protection of their interests in the courts.

In our opinion, when conducting business, 

foreign investor companies should keep in 

mind that settlement of disputes and con-

fl icts in court is common practice in Russia.

According to the statistics, this method of 

protection is actively used both by Russian 

companies and foreign investor compa-

nies, as well as representative offi  ces oper-

ating in Russia.

Mostly, this can be explained by the eff ec-

tiveness of the judicial system in compari-

son with other legal out-of-court methods. 

The judicial system can be particularly ef-

fective when settling disputes with the 

state authorities (for example, tax, customs, 

currency regulation authorities, etc.) The 

average percentage of decisions issued 

in favour of economic entities in disputes 

with state authorities is 70%.

We believe that the main reason for the 

judicial system’s eff ectiveness in Russia 

relates to its accessibility, as all Russian na-

tionals and legal entities, as well as foreign 

entities and Russian non-nationals legally 

staying and conducting business activity 

in Russia, are entitled to apply to court in 

order to protect their rights and interests. 

Moreover, all courts are made up exclusive-

ly of professional lawyers, which enhances 

the eff ectiveness and effi  ciency of the judi-

cial system. For instance, settlement of dis-

putes between economic entities and state 

authorities in commercial courts takes from 

nine to eleven months on average, includ-

ing examination of the dispute in all judi-

cial instances.

Another reason for the eff ectiveness of re-

course to judicial authorities is the relative-

ly low cost. Court fees payable for the ad-

mission of a case are not high. For instance, 

the fee for appealing against an act of state 

authorities amounts to 2000 roubles.

Enforcement of judicial decisions needs a 

special mention: in accordance with ap-

plicable law, judicial acts are obligatory for 

all state and municipal authorities, pub-

lic associations and offi  cials, individuals, 

and legal entities and are subject to strict 

observation throughout Russia. Failure to 

obey judicial acts can give rise to penalties, 

including criminal penalties. 

Taken together, this explains why recourse 

to court is quite a popular method of inter-

est protection in Russia.

The Russian judicial system consists of the 
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Constitutional Court of the Russian Federa-

tion, which examines the compliance of RF 

regulations with the RF Constitution, and 

federal courts of general jurisdiction, which 

deal with civil, family, hereditary disputes 

between Russian residents, and various 

kinds of disputes between individuals and 

legal entities including disputes with state 

authorities. Criminal proceedings are also 

subject to the jurisdiction of this category 

of court.

Commercial courts of the Russian Federa-

tion, which form the third separate system 

of courts, deal with disputes between legal 

entities, including representative offi  ces 

and branches of foreign companies, and 

disputes between these entities and vari-

ous state authorities (customs, tax, curren-

cy regulation authorities, etc.). 

Arbitration courts should also be men-

tioned as they are actively involved in the 

settlement of disputes between economic 

entities. Arbitration courts are non-state 

courts, thus they are independent of any 

higher judicial authorities. Although the ex-

amination of disputes by arbitration courts 

is more expensive than by state courts, this 

type of judicial authority is rather popular 

among legal entities, including foreign in-

vestor companies. According to the gen-

eral rule, the examination procedure can 

be initiated in the arbitration courts of the 

Russian Federation if the contract signed 

contains an arbitration clause. These courts 

do not deal with disputes arising from 

administrative and other public legal rela-

tionship (customs, currency, administrative 

relationship, etc.) (Resolution of the Consti-

tutional Court of the Russian Federation of 

26 May 2011 No.10-P).

As foreign investor companies can conduct 

activity in Russia only in two forms, as a 

representative offi  ce (branch) of a foreign 

company or as a founding member (share-

holder, participant) of a Russian legal enti-

ty, possible disputes involving them can be 

dealt with in the commercial courts only. 

The Russian judicial system of commercial 

courts has four tiers: the courts of fi rst in-

stance, where cases are usually examined 

by a single judge, the courts of appeal (sec-

ond instance) and courts of cassation (third 

instance). The Supreme Arbitration Court 

of the Russian Federation is a supervisory 

(fourth) instance that in practice rarely ex-

amines judicial cases.

Talking about judicial practice for foreign 

investors, we should mention the impor-

tance of the decisions made by the highest 

courts, including the Supreme Arbitration 

Court of the Russian Federation.

Russian law does not, in theory, recog-

nise judicial precedents, so that decisions 

made by the highest courts, including the 

Supreme Arbitration Court of the Russian 

Federation, are not treated as a source of 

law. However, in practice it does. Moreover, 

courts of fi rst instance are guided by de-

cisions of the Supreme Arbitration Court 

when dealing with analogous cases.

This should be taken into consideration 

as assessment of possible tax, legal and 

fi nancial risks is closely connected with an 

analysis of trends in current commercial 

court practice. Government supervisory 

authorities (tax, customs authorities, etc.) 

generally also tend to stick to the positions 

taken by the Supreme Arbitration Court re-

garding certain issues.

Below we will discuss what we believe are 

the most signifi cant trends in commercial 

court practice related to the application of 

international law, including international 

treaties and participation of foreign inves-

tor companies, in commercial court pro-

ceedings in Russia.  

One of the trends in the examination of 

cases involving foreign invested compa-

nies is an increased number of disputes 

requiring application of the law of other 

countries. Russian commercial courts have 

started more often to apply legislation of 

foreign countries when settling disputes 

between parties whose contractual rela-

tions are regulated by foreign law. 

Where Russian courts refuse to apply for-

eign law, this is usually associated with 

procedural breaches committed by the 

parties to the case, for example failure to 

give adequate and suffi  cient evidence re-

garding the substance of foreign laws, their 

offi  cial interpretation and their application 

in practice. 

Taking into account this approach and the 

increased level of application or non-appli-

cation of foreign laws by courts, we recom-

mend that, when entering into contracts 

and including clauses on the application 

of non-Russian law, consultations be con-

sidered with experts who have requisite 

professional skills and are qualifi ed to give 

an opinion on the interpretation and appli-

cation of foreign law to a possible dispute. 

>>
Although the examination

of disputes by arbitration courts is more
expensive than by state courts, this type of
judicial authority is rather popular among

legal entities, including foreign invested companies 
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Another signifi cant trend to be noted is 

an increase in the number of cases where 

rulings issued by foreign courts in favour 

of foreign companies are acknowledged 

and enforced. Decisions of foreign courts 

are usually acknowledged and enforced 

by Russian commercial courts, taking into 

account international treaties and conven-

tions signed by Russia.  

It should be noted that a refusal to apply 

a rule of foreign law and acknowledge a 

foreign court decision is possible if such 

application or acknowledgment contra-

dicts the public legal order of the Russian 

Federation, meaning that it impinges on 

the sovereignty and security of the state, 

aff ects the interests of large social groups, 

violates the constitutional rights and liber-

ties of individuals.

In particular, the above situations may oc-

cur when a corporate dispute relates to 

the establishment of control over Russian 

companies of strategic importance (for 

example, defence industry, public trans-

port, etc.) The types of activity of strategic 

importance for the RF are stipulated by a 

federal law (for example, mining, commu-

nication, nation-wide mass media, etc.). 

However, recent court practice has been 

based on the assumption that the refusal 

to apply foreign laws or acknowledge a 

decision of a foreign court should be jus-

tifi ed, and the fact of contradiction to the 

public legal order needs to be established 

and proven. 

These days Russian courts often have to 

deal with arbitration clauses authoriz-

ing foreign state and arbitration courts to 

resolve disputes arising between parties 

to certain contracts. Such clauses are ac-

cepted by Russian courts and the dispute 

is submitted for consideration to an ap-

propriate foreign court. The only exception 

is when the arbitration clause authorizes 

only one party to apply to a foreign court. 

In such situations, as specifi ed by the RF 

Supreme Arbitration Court, the other party 

also has the right to apply to a state judicial 

body (for example, a Russian one).

Another signifi cant trend to be noted is 

the increase in the number of disputes 

associated with the application of interna-

tional conventions and treaties ratifi ed by 

the Russian Federation. This trend is par-

ticularly evident in the sphere of public law 

disputes between foreign investor compa-

nies and the RF (in particular, such areas 

as taxation, customs, etc.). Thus, Russian 

courts follow the principle of prevalence 

of international treaties over the Russian 

legislation. 

At the same time, we would like to take 

this opportunity to note the trend towards 

literal interpretations by Russian courts of 

the provisions of respective international 

treaties. When general provisions of inter-

national treaties contradict specifi c norms 

of the Russian legislation, the priority is 

given to Russian legal norms. 

For example, when considering a dispute 

concerning the application of general pro-

visions of a Double Taxation Treaty related 

to non-discrimination against residents of 

treaty states, the RF Supreme Arbitration 

Court noted the priority of the specifi c 

rules of the Russian tax legislation regulat-

ing the accounting for taxpayers’ expenses 

for income tax purposes over general 

provisions on non-discrimination. The RF 

Supreme Arbitration Court also noted that 

the application of provisions of the Double 

Taxation Treaty with regard to the proce-

dure for determining expenses of RF tax 

residents is beyond the scope of the treaty 

and contradicts the intended interpreta-

tion of the treaty as the treaty is intended 

to regulate only the procedure for deter-

mining the income of residents of treaty 

states. And the procedure for determining 

expenses is regulated by the rules of Rus-

sian tax legislation. 

At the same time, Russian courts generally 

strictly follow the principles laid down by 

international treaties. 

Unfortunately, it is almost impossible to 

cover all important judicial precedents that 

may be of interest to foreign investors in 

one article. The authors have aimed not 

only to illustrate what they think are the 

main trends of the commercial court prac-

tice, touching briefl y on the structure and 

effi  ciency of the judicial system in the RF 

as a whole, but also to make readers un-

derstand that the idea of going to court to 

defend one’s rights and interests is quite a 

popular and sometimes the only eff ective 

way of defence. 

The signifi cant experience of the authors in 

working with commercial courts and pro-

tecting the rights and interests of Russian 

and foreign companies shows that Russian 

and foreign companies are treated equally 

by judicial bodies when considering cases. 

Going into the essence of a problem is of 

utmost importance for dispute settlement. 

Equal treatment of Russian legal entities 

and foreign companies, as well as foreign 

investor companies explains the increase 

in the number of foreign investor compa-

nies going to commercial and arbitration 

courts in the RF, which is leading to a more 

rapid development of judicial practice in-

volving such entities. 

>>
Russian and

foreign companies
are treated equally
by judicial bodies
when considering

their cases
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With the ongoing crisis in the global economic 

and fi nancial system, capital outfl ows from 

emerging markets and the slowdown in the 

Russian economy, Russia is beginning to ac-

tively participate in the global competition for 

investments. The task of large-scale and rapid 

development of infrastructure determines the 

need to attract a signifi cant amount of invest-

ment in infrastructure projects. Correspond-

ing problems have determined a shift in the 

understanding of public authorities of the im-

portance and necessity of an attractive regime 

for investments, including foreign investments. 

The creation of appropriate legal, institutional 

and other conditions for investment activities 

has obviously become one of the main priori-

ties of state policy for the near future. 

Government policy in the fi eld of invest-

ments, including in the infrastructure sector, 

is forming in stages: from policy statements 

of top offi  cials to the creation of strategies 

for the development of certain industries 

and regions and the creation of legal and in-

stitutional mechanisms designed to attract 

investments to the infrastructure and other 

sectors of the Russian economy.

A number of statements have been made 

by top offi  cials over the past few years, 

which have become the basis for future 

government policy regarding the creation 

and development of mechanisms to attract 

investments. Thus, the President proposed 

several important theses in his annual mes-

sage to the Federal Assembly in 20101:

• in the fi rst place it should be noted that 

the modernisation and creation of a “smart” 

economy requires new standards for the 

activities of public authorities and the provi-

sion of public services;

• it is necessary to develop a coherent pro-

gram in each region to improve the invest-

ment climate and to create new, high-paid 

workplaces “on the basis of the so-called 

best regional practices. This includes reduc-

ing the period of time for issuance of per-

mits required to start a business, creation of 

well-prepared industrial sites and a number 

of other measures”;

• it is necessary to highlight the importance 

of creating additional incentives for regions 

(through the appropriate reallocation of 

federal subsidies), which achieve increases 

in their revenue bases.

In a message to the Federal Assembly in 2011 

the challenge of decentralisation of govern-

ment management in order to improve the 

implementation of the functions of the Russian 

constituent entities and municipalities, includ-

ing ones in the economic sphere, was declared.
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tion of concession and PPP legislation 

in Russia.
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The list of representative projects 
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airports, Ust-Luga Sea Port, heating and 
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Russian regions and in Kiev, PPP legal 
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Kazakhstan, Russia and the Ukraine.
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Finally, in a message to the Federal Assem-

bly in 2012 a strategic direction was formu-

lated for the development of mechanisms 

of investment attractiveness:

• it is necessary to prepare a “road map” 

for the development of new industries, in 

parallel with the “road map” to improve the 

investment climate;

• it is pointed out that there is a need to cre-

ate an “investment map of Russia”.

The above policy statements (along with 

other important statements made in the 

past three years), have formed the basis for 

subsequent work in the following areas.

Defi nition of development strategies 

of regions

Development strategies of certain industries 

and regions have been elaborated over the 

last few years, one of the main priorities of 

which is to provide for cooperation with the 

private sector and, therefore, attraction of 

private investments, including investments 

on a Public-Private Partnership (PPP) basis. 

Of particular importance is the role of PPP 

in the development of transport, municipal 

and industrial infrastructure.

Increase of the investment attractive-

ness and improvement of the invest-

ment climate in Russia

The challenge to create a favourable invest-

ment climate has become a major econom-

ic policy of the Russian Government. 

The international ratings of investment at-

tractiveness, where Russia is still far from 

being in the fi rst place, have become a 

sphere of great interest for the state. In the 

World Bank’s Doing Business 2013 Russia 

occupies the 112th place out of 185 coun-

tries (2011: 124th; 2012: 118th), and for the 

category “Protecting Investors” the 117th2. 

The need to move higher in the rankings 

was observed not only in the speeches of 

top offi  cials, it is also fi xed in the legal frame-

work of the Russian Federation. Thus, in ac-

cordance with Presidential Decree № 596 

“On the State Long-Term Economic Policy” 

dated 7 May 2012, the Government shall, 

among other things, improve the position of 

the Russian Federation in the World Bank’s 

ratings on doing business to enter within 

the top 50 by 2015 and within the top 20 

by 2018. It also aims to increase the volume 

of investment to not less than 25 percent of 

GDP by 2015 and up to 27 percent in 2018.

Vladimir Putin ordered the creation of a 

Standard for Executive authorities’ activities, 

to ensure a favourable investment climate, 

following policy statements on improving 

the investment climate made during the 

tenth international investment forum “So-

chi-2011”. Elaboration of a regional invest-

ment standard was assigned to a specifi cally 

established Agency for Strategic Initiatives3, 

one of the main aims of which is “to pro-

mote initiatives to improve the business 

climate”.4 The aforementioned Standard was 

elaborated and submitted by the Agency in 

2012, and establishes a set of organisational, 

legal, institutional and informational mea-

sures, aimed at increasing the investment 

attractiveness of regions, the protection of 

investors’ rights and increase of entrepre-

neurs’ support transparency. Among other 

things, the Standard provides for the follow-

ing activities of regional authorities:

• elaboration of strategic documents of the 

regions in the fi eld of investments: (a) the 

investment strategy of the regions, (b) the 

annual plan of investment and infrastruc-

ture projects, (c) the Investment Declaration 

of the regions;

• elaboration of the legal framework for in-

vestments’ support in the regions: (a) the le-

gal act on protection of the investors’ rights 

and investment support mechanisms, (b) 

single rules for investment project tracking 

based on the principle of “one window”, (c) 

the legal act for the evaluation procedures 

of the eff ect of voted legal acts that aff ect 

business relating to the project;

• elaboration of the institutional and organ-

isational environment: (a) the presence of a 

Board for investment climate improvement, 

(b) the presence of a specialised body for 

investment attraction and investor relations, 

(c) the establishment of a specialised bilin-

gual online portal on the investment activi-

ties in the regions etc.

The implementation of the Standard is cur-

rently being carried out in pilot mode in 

more than 10 regions of Russia. It is assumed 

that eventually the Standard will be imple-

mented in all of the Russian regions. 

It is also important to mention that the in-

stitution of a federal investment authorised 

representative was created in 2010 to ac-

company the projects of foreign and Russian 

investors. He is responsible for coordinating 

the activities of federal executive agencies 

to review Russian and foreign investors’ sub-

missions, as well as drafting of the relevant 

decisions of the Russian Government5. The 

institute of investment authorised represen-

tatives in the federal districts was created in 

20116. The experience of the fi rst years of ex-

istence of these institutions has shown the 

feasibility and practical value of investment 

authorised representatives. More than a half 

of all submissions to federal and district au-

thorised investment representatives have 

been successfully resolved.

Creation of legal mechanisms 

for fi nancing infrastructure projects 

As it has already been noted, the devel-

opment of the infrastructure sector is a 

priority for the Russian Government. The 

necessary investments in roads, railways, 

airports, municipal and other types of in-

 www.doingbusiness.org/rankings

Established in accordance with the Russian Government Regulation No. 1393-r dated 11 August 2011.

Subparagraph (b) of paragraph 12 of the Charter.

Russian Government Regulation No. 1298-r dated 2 August 2010

 Russian President Regulation No. 535-rp dated 3 August 2011.

2

3

4

5

6



- 28 - 

HOW TO INVEST IN RUSSIA 2013

BEFORE YOU START

frastructure are estimated at one trillion 

roubles. It is obvious that the problem can 

not only be solved by governmental mon-

ey. In this regard, there is a need to attract 

a signifi cant amount of private investments 

in infrastructure projects.

One of the most promising mechanisms to 

attract investments in infrastructure projects 

is a Public-Private Partnership (PPP). Cer-

tain legal and institutional PPP instruments 

have been created over the last few years 

in Russia: the Federal Law “On Concession 

Agreements” was adopted in 20057 (the 

“Law on Concession Agreements”) and the 

Investment Fund of the Russian Federation 

was created to co-fi nance priority projects 

implemented on the principles of PPP, in ad-

dition to several development institutions.

A number of regulations aimed at creating 

new PPP tools and the legal environment for 

attraction of private fi nance for infrastruc-

ture projects are currently under elaboration 

in order to create additional conditions for 

the development of PPPs. 

Federal law on Public-Private 

Partnership

The draft federal law “On the Fundamentals 

of Public-Private Partnerships in the Russian 

Federation” is being elaborated in accor-

dance with the instructions of the Govern-

ment of the Russian Federation8.

The idea of elaboration of a separate fed-

eral PPP law has actively been discussed 

by market participants and experts over 

the past few years. The need for a new 

law is due to the fact that the current 

Law on Concession Agreements regulates 

only one contractual model based on the 

ownership of the object of the agreement 

(BTO model) by the public partner. In ad-

dition, the Law on Concession Agreements 

contains a number of articles that do not 

provide for the fi nancial attractiveness of 

concession projects. The result of these 

limitations was a small number of conces-

sion agreements, which were signed and 

have been implemented. Thus market par-

ticipants, as well as state authorities, came 

to the understanding of the feasibility of a 

separate federal PPP law elaboration which 

should regulate the various contractual 

PPP models.

The Ministry of Economic Development 

elaborated a draft law on PPP throughout 

2012. This work was carried out with the 

participation of leading fi nancing institu-

tions and consulting companies. A draft 

federal law on PPP was submitted by the 

Government of the Russian Federation to 

the State Duma on 13 March 2013.

Infrastructure bonds

The Government of the Russian Federation 

considers the mechanism of infrastructure 

bonds as another promising mechanism 

with which to attract private fi nancing for 

infrastructure projects. 

In accordance with the instructions of the 

President of the Russian Federation9 it was 

requested that the Russian Government de-

velop and submit to the State Duma a draft 

federal law on investment through the use 

of infrastructure bonds in order to attract in-

vestments in long-term development proj-

ects in the transport, energy, housing and 

social infrastructure spheres, implemented 

in the format of PPP.

It is planned that the projects for all neces-

sary legal acts will be fi nalised and submit-

ted to the State Duma in 2013.

TIF

One of the instruments of PPP that enables 

fi nancial attractiveness of infrastructure proj-

ects for investors to be secured is TIF which 

stands for “Tax Increment Financing”, literal-

ly :  “fi nancing by tax increases”. This is a mech-

anism of fi nancing investment projects that 

includes attraction of private investments 

into infrastructure projects and their subse-

quent reimbursement to the investor due to 

an eff ective increase in tax revenues. 

>>
It is planned that the projects for all necessary

legal acts will be fi nalised and submitted
to the State Duma in 2013

>>
The government of the Russian Federation
considers the mechanism of infrastructure
bonds as another promising mechanism,

with which to attract private fi nancing for
infrastructure projects

 Federal Law No. 115-FZ “On concession agreements” dated 21 July 2005

Russian Government Regulations No. VZ-P13-9168 dated 23 December 2011 and No. ISH-P13-2467 dated 28 April 2012
Subparagraph (b) of paragraph 12 of the Charter.

Russian President Mandate No. Pr-930 (par. 9 а) dated 12 April 2012 and No. Pr-2083 (par. 2) dated 20 July 2011.
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The essence of the TIF mechanism is that 

the investor builds an infrastructure facility 

on the condition of extra-budgetary sources 

of fi nancing. The result of the construction 

of an appropriate infrastructure facility is 

an increase in budget revenues on the cor-

responding territory, due to receipt of ad-

ditional tax revenues owing to increased 

business activity, trade, creation of new 

industries and housing. Reimbursement 

of investments to the investor and income 

support take place, respectively, during the 

phase of infrastructure operation by means 

of budgetary payments from the public 

partner, formed by these additional local 

budget revenues. 

At present, the Ministry of Economic Develop-

ment is working with the VEB on the elabora-

tion of amendments to the legislation allowing 

the use of this mechanism for the fi nancing of 

investment infrastructure projects in the Rus-

sian Federation’s constituent entities.

General Conclusions

Defi nition of the strategic role on the norma-

tive level of private investments and focused 

work aimed at the creation of a comfortable 

and eff ective mechanisms for the successful 

activities of Russian and foreign investors in 

Russia demonstrates the priority policy of 

the Russian Government to create all neces-

sary conditions for attracting private invest-

ments to the Russian economy. 

However, it takes much more than high-

level declarations to create a favourable in-

vestment climate in the country. The inves-

tor community needs a clear statement of 

Government policy in the sphere of attract-

ing private investments and implementing 

PPP. Preferably there must be a long-term 

detailed programme covering a number of 

infrastructure sectors and industries. It may 

be complemented by recommendations to 

Russian constituent entities in respect of as-

sessing and structuring PPP projects.

The task of the investment and expert com-

munities at this stage is to promote and sup-

port competent public policy in the fi eld of 

investments and PPP, to ensure “feedback” and 

to formulate further queries and suggestions 

to improve the regime of investment activity.
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A lot of questions are now being asked in 

connection with the import of goods con-

taining intellectual property into the Cus-

toms Union (the CU). The most relevant 

ones concern the inclusion of license pay-

ments in the customs value of goods and 

confi rmation of the correct determination 

of the customs value of goods containing 

intellectual property.

The Agreement of 25 January 2008 be-

tween the government of the Russian Fed-

eration, the government of the Republic of 

Belarus and the government of the Republic 

of Kazakhstan on the determination of the 

customs value of goods transported over 

the customs border of the Customs Union 

says that when determining the customs 

value of a deal in goods, to the price that 

was actually paid or is due for such goods 

one must add license payments or other 

similar payments which relate to the goods 

being so valued and which the buyer made 

or was obliged to make, directly or indirectly, 

as a condition of sale of such goods, to the 

amount not included in the price to be actu-

ally paid.

The fi rst criterion deals with how the license 

fee as is calculated under the license agree-

ment. This is supported by judicial practice. 

Let’s take, for example, Ruling No. ВАС-

2316/13 of the Higher Arbitrazh Court of the 

Russian Federation dated 7 March 2013 in 

case No. А40-139377/10-148-926, in which 

the Higher Arbitrazh Court reaffi  rmed the 

judgement of the lower courts regarding 

the inclusion of the license fee in the cus-

toms value of goods: “The direct connection 

of royalties with the imported goods is con-

fi rmed by the fact that these payments were 

calculated on the basis of the sums received 

from the sale of these goods, which leads to 

the inclusion of the license fee in the cus-

toms value.”

The linkage of the sale of goods to the 

payment of royalties may not be excluded 

entirely by virtue of contractual and other 

legal obligations. This is not always directly 

deductible from a contract or license agree-

ment. In such cases, the decision should be 

made taking into account an analysis of all 

facts and circumstances associated with the 

sale and import of the goods. The factors 

that one needs to pay attention to include 

the following:

• whether the license fee is mentioned in 

the sale & purchase agreement and docu-

ments pertaining to it; 

• whether the license agreement contains 

a reference to the sale & purchase agree-

ment; 

• whether the sale & purchase agreement 

or license agreement provides for the abil-

ity to terminate it in the event of the buyer’s 

non-payment of the license fee to the licen-

sor, which would confi rm the linkage of the 

license fee payment to the sale of the goods 

being valued; 

• whether the license agreement con-

tains a provision that prohibits the manu-

facturer from producing and selling the 

imported goods which were made with 

the use of licensor’s intellectual property 

in the event of non-payment of the rel-

evant fee to the licensor; 

• whether the license agreement contains a 

provision that allows the licensor to control 

the manufacture of goods and the sale of 

goods by the manufacturer to the importer 

(export sales to the importer’s country) not 

within the framework of quality control.

The next criterion is whether the license 

fee relates to the goods being valued (im-

ported). Clause 11 of Commentary No. 3 

of the EC Customs Valuation Compendium 

(international rules and documents which 

were devised by the World Customs Organi-

zation (WCO) and compiled in the so-called 

compendium; members of the WCO are 

obliged to apply them, since they are aimed 

at ensuring consistency in the application of 

customs valuation rules) sets forth: “In de-

termining whether a royalty relates to the 

goods to be valued, the key issue is not how 
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the royalty is calculated but why it is paid i.e. 

what in fact the licensee receives in return 

for the payment.”

Accordingly, one can conclude that if pro-

ceeds from the sale of imported goods are 

not taken into account when one calculates 

the sums of the licensee fee (for example, 

when the license fee is calculated only on 

the basis of the sales of products made in 

Russia, which products can be distinguished 

from others by way of indicating stock 

numbers and information on the suppliers 

of such products), such license fees do not 

relate to the goods being imported and, 

hence, should not be included in the cus-

toms value thereof. Thus, when drafting a 

contract for the use of intellectual property, 

it would be reasonable to determine and 

pay attention to — and further confi rm by 

documents to a customs body — not only 

the calculation of the license fee, but also 

what it is paid for.

For example, it is necessary to divide the 

sums of the license fee into those which 

are paid for the transfer of particular rights 

in relation to the goods being imported 

and those which are paid for the transfer 

of rights to the manufacture of such goods. 

Otherwise, a customs body may calculate 

the customs value and the license fee taking 

into account the value of rights relating not 

only to the goods being imported, but also 

to the ones made in the CU.

If an organisation has a license agreement 

or another contract that provides for the 

transmission of payments for the use of 

intellectual property, it is in the interests of 

the licensee to have documents that can 

be provided to a customs body by way of 

confi rmation of data that was stated in re-

lation to the structure of the customs value 

of goods: data regarding the terms of the 

license agreement, accounting letters out-

lining the calculation of license payments 

and the like.

If the license fee is included in the price of 

the product, for example in the course of 

the delivery price formation, this needs to 

be mentioned in the license agreement and 

in the delivery contract, and the customs 

body should be provided, where possible, 

with documents confi rming the calculation 

of the price (ideally a letter from the supplier 

regarding the product price structure) when 

one declares the product.

The law enforcement practice of the cus-

toms bodies is also based on a letter of the 

Federal Customs Service of Russia No. 05-

33/39045 dated 22 September 2008, which 

says that if it appears impossible to work 

out universal methods of the license pay-

ment calculation, such a calculation must 

be done in relation to the particular circum-

stances and terms of the license agreement 

depending on the documents the declarant 

has. Accordingly, it is in the interests of the 

declarant to make the calculation of license 

payments simple and clear, and to prepare 

a set of documents which include its own 

license payment calculation method based 

on the particular circumstances of the deal, 

while having included in the license pay-

ment the charges that are due under cus-

toms legislation.

When checking information about the cus-

toms value which was stated by the declar-

ant in the course of declaring the goods, 

especially that portion of such information 

which concerns the inclusion in the cus-

toms value of the license fee for the use of 

software, know-how and/or a commercial 

name, the customs bodies ask whether roy-

alty for the use of software, know-how and 

a commercial name “relates” to the goods 

being imported. In determining whether a 

royalty relates to the goods to be valued, the 

key issue, in the opinion of the customs bod-

ies, is not how the royalty is calculated, but 

why it is paid, i.e. what in fact the licensee re-

ceives in return for the payment. The estab-

lishment of the fact that expenses incurred 

in paying royalties are charged to the prime 

cost of the goods or to other expenses will 

allow one to trace the connection between 

these payments and the imported goods.

However, judging by the post-release control 

practices pursued by the customs bodies, it 

appears that they consider a fi eld customs 

audit, which is conducted on the premises 

of the auditee, as the most effi  cient form 

of customs control. In the course of such 

an audit, the customs body will analyse the 

accounting documents, checking, inter alia, 

how the license fee is booked for account-

ing purposes. When doing so, the customs 

body will verify data on the accounting re-

cords of the auditee, for example, account 

15 “Procurement and acquisition of material 

assets”, account 41 “Goods” and account 44 

“Sales expenses”.

In the opinion of the customs bodies, it is 

not effi  cient to conduct additional audits of 

documents or in-house audits, since they do 

not exclude the possibility of the provision 

of false data by the auditee or the taking of 

an incorrect decision by the customs body 

owing to the provision of limited informa-

tion.

International practice has shown that it is 

impossible to further re-qualify a license fee 

into a diff erent payment. It is expressly set 

out in EC legislation that if a payment is, by 

its nature, a licensee fee for the use of intel-

lectual property, it cannot be re-qualifi ed 

into subsequent income: “Payments which 

fall within the defi nition of license fees for 

the use of intellectual property may not be 

re-qualifi ed into part of profi t or revenues 

from the subsequent sale, other disposal or 

use of the goods by the buyer”. (Commen-

tary No. 3 of the EU Compendium, clause 20)
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Today such intangible assets as Intellectual 

Property (trademarks, trade secrets, inven-

tions, utility models, industrial designs etc.) 

are of great interest to investors and busi-

nesses. As potentially valuable assets, IP can 

be a substantial portion of an investment 

and, therefore, require professional Due Dili-

gence (DD) before any transaction is com-

pleted.

The essence and the goals of IP Due 

Diligence

IP DD is fi rst of all a pre-investment audit, 

which should give reliable and accurate 

information concerning the IP objects of 

interest for the investor. It should examine 

title to these objects and reveal existing risks 

related to usage of them. Any risks revealed 

can aff ect the decision of the investor on the 

transaction.

Performing IP DD is becoming general 

practice, especially in innovative businesses 

where IP can be a valuable asset. It is the 

legal and technical review within an IP DD 

which reveals the circumstances prevent-

ing the transaction or aff ecting its price and 

terms. Revealing such circumstances can 

avoid costly mistakes, decrease the likeli-

hood of adverse eff ects with respect to ex-

isting risks and determine correctly the cost 

and structure of the intended transaction. It 

can even lead to the investor’s abandoning 

a transaction.

Performing IP DD is a voluntary act, howev-

er. But practice shows that lack of attention 

to the review of intangible assets can put at 

risk the success of an investment project as 

a whole. The main problems which investors 

face in Russia include a lack of properly for-

malized documents to prove that the appar-

ent holder of the title actually possesses the 

right to dispose of it.

Tasks completed within the frame-

work of IP Due Diligence 

IP DD is aimed at the comprehensive exami-

nation of IP involved in a transaction, specifi -

cally: 

• determining the IP objects which are the 

subject of the transaction;

• checking whether the holder of the title 

possesses of the rights to the corresponding 

results of intellectual activity, and examining 

the term of validity of such rights;

• examining the essence of IP objects and 

the scope of IP rights in order to ensure that 

they correspond to the investor’s interests 

and are properly protected;

• revealing any possible hindrances for dis-

posing of the exclusive rights;

• revealing any third-party rights that could 

aff ect IP commercialisation;

• checking compliance with the require-

ments settled by law in respect of granting 

legal protection to the results of intellectual 

activity.

Even preliminary evaluation in respect of 

this list of IP DD issues can assist the inves-

tor in revealing IP-related problems and, 

therefore, in reducing considerably the risk 

of acquiring useless assets.

IP Due Diligence: essential issues

In IP DD the formal issues are checked, spe-

cifi cally whether the rights to IP objects of 

interest for the investor are acquired and 

duly formalized. Thus, IP objects can be the 

results of intellectual activity, created in the 

course of employment or created under in-

dependent-work contracts, agreements for 

research and development, or engineering 

and technological work. The IP rights can be 

purchased from third-parties or used under 

a licence.

It is also important to defi ne the scope 

of protection of the results of intellectual 

activity and the potential encumbrances 

imposed on them (e.g. pledge of exclusive 

right), to check for any third-party claims 

related to usage of IP or any IP-related litiga-

tion.

A legal review of the agreements ruling the 

issues related to creation and usage of IP 

rights constitutes an important part of IP DD. 

These can include the following:

• agreements on the alienation of exclusive 

rights to the results of intellectual activity; 

• licence agreements (it is important to 

focus on the licence type (exclusive or non-

exclusive), term of validity and eff ective ter-

ritory of the licence);

• employment agreements;
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• agreements with independent contrac-

tors, R&D agreements (it is crucial to focus 

on the provisions settling the allocation of 

the rights to the results of intellectual activ-

ity as well as on the terms of granting to the 

contractor the right to use the results of in-

tellectual activity);

• franchising agreements;

• addendums and supplements settling 

the procedure of disposal of IP rights.

In addition to a legal review of the provi-

sions of the agreements, compliance of the 

agreements with the formal requirements of 

the law is examined in IP DD. For example, 

according to the Russian legislation agree-

ments on the alienation of exclusive rights 

(to the inventions, utility models, industrial 

designs, trademarks, registered software, 

databases and topologies of integrated 

circuits), licence agreements (granting the 

rights to use the inventions, utility models, 

industrial designs, trademarks and topolo-

gies of integrated circuits) as well as fran-

chising agreements for use of IP objects 

are subject to compulsory state registra-

tion with the Federal Service for Intellectual 

Property, Rospatent. Without such registra-

tion these agreements are invalid.

Moreover, any agreements to change the 

essential terms and conditions of an agree-

ment registered, or to terminate such agree-

ment, pledge of exclusive right, sub-license 

agreements and sub-franchising agree-

ments, are subject to state registration with 

Rospatent, as well.

IP evaluation 

IP rights examined and evaluated in IP DD 

can be subdivided into four main groups: 

patent rights, rights to trademarks, copy-

rights and rights for trade secrets (know-

how).

The main issues it is necessary to focus on 

in respect of each IP object include the 

meaning for the investor, ownership of ex-

clusive rights, restrictions of use (territorial 

limitations, time constraints, restrictions on 

assigning the rights), and encumbrances (li-

censes, pledge etc.).

Patent rights 

The patent rights are the IP rights to inven-

tions, utility models and industrial designs. 

Occurrence of patent rights is subject to and 

conditional upon state registration, such 

patent rights being confi rmed by a patent 

eff ective within a territory for which protec-

tion has been claimed. Exclusive rights to an 

invention, utility model or industrial design 

is recognized and protected within Russia 

provided that they are registered with Ro-

spatent.

The investor needs to assure himself that the 

technologies are duly protected and used.

IP DD checks the following patent-related 

issues:  

• the degree of protection of technologies 

and other patented objects by means of 

patent protection;

• conformity of the rights provided by the 

formula of the invention (utility model) or by 

the set of industrial design essential features 

to the transaction purpose;

• the legal status of title documents and 

patent fees and duties to be paid;

• the remaining unexpired term of validity 

of patent rights and in this respect the rea-

sonability of these IP objects for the investor 

(validity of patent rights: 20 years for inven-

tions, 10 years for utility models with the 

option to prolong for 3 years, and 15 years 

for industrial designs with the option to pro-

long for 10 years);

• the entire chain of assignment of patent 

rights; 

• observance of the author’s rights in 

course of obtaining a patent (the patent can 

be invalidated if it was obtained in violation 

of the requirements of law to specify in the 

patent the real authors of the result of intel-

lectual activity, by whose creative labour 

such a result was created, as well as to indi-

cate, as the patent-holder, the party entitled 

to obtain the patent);

• compliance of the result of intellectual ac-

tivity with the patentability requirements set 

by the law, and

• patent clearance of the technologies.

Right to a trade secret (know-how) 

According to the laws of Russia, exclusive 

rights to a trade secret (know-how) can oc-

cur only after giving commercial confi den-

tiality status to this know-how. They shall 

remain in eff ect while the confi dentiality of 

the information constituting this know-how 

is retained.

IP DD in respect of trade secrets is aimed 

at ensuring that the proper steps have 

been taken to provide legal protection of 

these trade secrets and reveal potential 

leaks of information about the essence of 

know-how.

>>
As potentially valuable assets, IP can form
an essential portion of the transaction cost
and, therefore, require for professional Due

Diligence of such transaction

>>
The investor needs to 

assure himself that the
technologies are duly 

protected and used
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Such IP DD will involve examination of legal, 

technical and administrative measures in 

respect of the confi dentiality of the informa-

tion constituting the trade secrets, checking 

all the appropriate agreements governing 

the use of such information and all know-

how-related agreements (employment 

agreements, civil contracts, license agree-

ments).

Since the exclusive right to the trade secrets 

of all holders ceases as soon as the confi den-

tial information constituting the trade secret 

is disclosed, it is necessary to ensure that all 

parties using the know-how should take 

proper measures to protect it.

Rights to trademarks 

Trademark obtains legal protection in Russia 

after registration with Rospatent.

Within the framework of IP DD the following 

matters can be examined, including:

• title and encumbrances;

• legal status of registration;

• usage of a trademark (if a trademark is not 

used for three years, it can be deprived of 

legal protection upon request of any party 

concerned, so it is necessary to assure that 

such risks are not likely to occur);

• existence of competing means of iden-

tifi cations, such as brand names and com-

mercial designations (if the exclusive right 

for the means of identifi cation occurred ear-

lier, this means of identifi cation will prevail, 

while the holder of such exclusive right is 

entitled to demand invalidation of legal pro-

tection of the competitive trademark).

Copyright and proprietary rights

IP DD of copyright and proprietary rights 

can also be reasonable, in particular in re-

spect of design works, software or the docu-

ments protectable as copyright. 

Problems which can be revealed further to 

IP Due Diligence (examples):

• lack of documents to prove title to the re-

sults of intellectual activity.

• lack of duly performed agreements for us-

ing IP objects.

• non-existence of commercial confi denti-

ality status in respect of technologies which 

have not been patented.

• failure to pay remunerations to the au-

thors.

• existence of competing means of identifi -

cation which have occurred earlier.

• failure to use the results of intellectual 

activity.

• absence of provisions settling the rules 

of assigning the rights to the results of in-

tellectual activity in the agreements with 

contractors or incorrect drafting of such 

agreements.

IP DD is a crucial step in the preparatory 

stage of transactions involving IP. It en-

ables the investor to obtain reliable infor-

mation refl ecting potential risks relating to 

the investment object, to assure himself 

whether accepting these risks is reasonable 

and, therefore, to make informed decisions 

about the proposed transaction. Moreover, 

a skilled lawyer carrying out an IP DD can 

make suggestions for eliminating or reduc-

ing the IP-related risks, where possible, and 

handle the transaction to reach the client’s 

fi nal objectives.

The adverse eff ects investors can face in 

the absence of IP DD in most cases can be 

worse than the possible expenses and time 

involved in performing IP DD.

Due to the variety of transactions, the char-

acter and the scope of IP DD for each one 

will have its peculiarities. Meanwhile, it is 

reasonable to trace the whole chain of oc-

currence and assignment of the rights to IP 

objects involved in a transaction, as well as 

to check the protectability and exclusive-

ness of the results of intellectual activity.

>>
IP Due Diligence is a crucial step in terms of preparatory

stage in respect of transaction involving IP,
which enables the investor to obtain reliable
information refl ecting potential risks related

to the investment object
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The Russian Minister of Economic Develop-

ment, Andrei Belousov, has said, “Russia’s 

labour productivity is lagging behind devel-

oped countries by 2.5-3 times and is at the 

level of Chile and Mexico.” 

Developing productive and internationally 

competitive sectors, particularly in manu-

facturing, is one of the most serious chal-

lenges facing the Russian economy and 

government. Russia’s manufacturing value 

added per worker is about the same as 

China’s and India’s, but due to its higher la-

bour costs, Russia’s labour productivity ranks 

behind that of most of central Europe, and 

all the advanced industrialized countries. 

This refl ects a shortage of skilled labour, de-

spite high enrolment at higher education 

institutions. Labour costs are growing in Rus-

sia. They are already higher than in the CIS 

and some neighbouring former Soviet bloc 

countries, and are particularly high in Mos-

cow. It might be not a critical issue right now 

due to market attractiveness, but it could be 

a limiting factor soon. Russia will not be able 

to compete with developing countries that 

have cheaper labour forces without taking 

signifi cant steps to adopt new technolo-

gies for productivity improvement. Accord-

ing to “The Russia Competitiveness Report 

2011”, published by the World Economic 

Forum: “Competitiveness enhancing reforms 

will improve the business environment, 

strengthen effi  ciency, and align manufac-

turing productivity better with international 

wage-productivity ratios.” 

Globalisation, and particularly Russia’s acces-

sion to the WTO, has dramatically increased 

the importance of productivity as a source of 

sustainable prosperity for the country. There-

fore adapting to new technology, skills ac-

quisition, and the absorption of knowledge 

have become critical sources of economic 

growth and wealth.

Impact of WTO on major segments

The last decade showed sustained economic 

growth and political stability, which is essen-

tial for business planning, but the competi-

tiveness of Russian enterprises is increasingly 

threatened by the strong rouble, climbing re-

source prices, and rising wages, as well as the 

take-up of Russia’s excess industrial capacity. 

WTO membership will help lower Russian 

tariff s, and the laws governing import-export 

procedures will be liberalized to boost busi-

ness’s ability gradually to increase its spend-

ing power, and widen choice as certain 

previously protected industries are opened 

up to foreign competition. Investcafe’s ana-

lyst, Ilya Rachenkov, says,  “Joining the WTO 

[leaves] Russia [with] no eff ective instru-

ments for protecting domestic producers.” 

He adds, “General reductions in import tariff s 

will be benefi cial for foreign producers as this 

will make their products more competitive.” 

The potential for oil and gas sector growth 

is limited due to the continuing depletion of 

existing fi elds and the consequent move to 

more expensive drilling projects in remote, 

undeveloped regions and off -shore. WTO 

regulations could support the technology 

transfer that is essential for off -shore, and 

particularly polar off -shore, development. 

The WTO should have a positive infl uence on 

export-oriented metal and coal producers.  

Increases in local consumption by the metals 

industry will also create additional demand 

in the mining industries. The mining and 

minerals industries also require support for 

the implementation of new technologies if 

they are to compete with other extraction-

based economies, such as Australia or Brazil, 

which have already developed their produc-

tion capacity.

Russian geography, with its huge distances 

for deliveries goods, materials and energy, is 

unique and requires special development to 

address country-specifi c conditions. For in-

stance, power needs in remote locations will 

require a new approach to generation that 

might include renewable power sources and 

the development of micro-grid technolo-

gies.  This could lead to investment in infra-

structure technology development.

Competitiveness of Russian industry

There are some key factors that defi ne the 

international competitiveness of Russian in-

dustry: a domestic focus, with few producers 
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trying to sell outside the CIS, and a limited 

knowledge of foreign markets and technol-

ogies, particularly caused by the language 

barrier and high cost of credits. The Minister 

of Economic Development, Andrei Belousov, 

has stated: “interest rates… for loans with a 

term of more than one year are over 12%.” 

As noted by the Economist magazine, many 

multinational corporations can borrow mon-

ey cheaper than European governments, 

and, therefore,  incomparably cheaper than 

Russian ones. While small and medium-sized 

companies are usually the most fl exible and 

entrepreneurial globally, it is often diffi  cult 

for them to access cheap money to be able 

to exploit Russian opportunities and to cover 

the high cost of entering the Russian market. 

The low rates enjoyed by major multina-

tional fi rms should stimulate acquisitions, 

and encourage companies to build new fac-

tories and employ new workers. However, 

businesses consider projects based on their 

expected returns. Russian capital projects are 

signifi cantly more expensive than compara-

ble ones. A spokesman for Strategy Partners 

says, “In general, the major factor is ineff ec-

tive business processes and organization.” 

Implementation of the best global project 

solutions is needed in order to reduce proj-

ect costs. The factors to be considered for 

any investment project include the balance 

of supply and demand in the industry and 

region, geographic proximity, infrastructure, 

the regulatory and political situation, and 

the availability of a skilled workforce.  

Current cost structures do not support the 

global competitiveness of Russian manufac-

turing. One of the real disadvantages of the 

current system is the unreasonably infl ated 

prices that Russian industry and consum-

ers have to pay for goods and services, and 

particularly for imported goods, compared 

to other global markets.  This is partly due to 

ineff ective transport infrastructure, the cost 

of inbound and outbound transportation 

caused by tariff s and distances, the situation 

with the customs service, the number of in-

termediaries with high margin expectations, 

and the generally obscure regulatory envi-

ronment. Combined, these have a signifi cant 

negative impact on the cost of industrial in-

vestment and modernization projects, and 

the competitiveness of Russian manufactur-

ing operations. 

The implementation of the best project prac-

tice, such as the MEC (Main Electrical Con-

tractor) and MAC (Main Automation Con-

tractor) approaches, is essential to reduce 

both capital project cost and risk. It is vital 

also to ensure reliable interface manage-

ment and defi ne responsibility throughout 

the full project lifecycle, from Front End En-

gineering and Design (FEED) to completions, 

start-up and service.

 The implementation of automation tech-

nologies using modern robots is crucial to 

boosting the competitiveness of Russian 

producers by reducing operating costs, im-

proving product quality and consistency, 

and enhancing the work environment for 

employees. This should result in increased 

output rates and manufacturing fl exibility, 

reduced material waste, and increased yield. 

Zero duties for some high-tech goods within 

three years after joining the WTO should sup-

port such developments. This encourages 

the trend towards foreign equipment and 

products, and best practice, that are crucial 

for resource productivity.  

Several joint programs have been carried 

out with foreign companies. As a result of 

this cooperation, local enterprises get invest-

ment and new technologies which should 

mitigate the eff ect of joining the WTO. 

Integration of the best global practice 

and technologies for modernization

Very few big Russian plants have been con-

structed in the last 20 years, so technology 

in the manufacturing sector is largely obso-

lete. The manufacturing-for-export model 

is unlikely to work in Russia because of rela-

tively high labour and other costs. The task of 

changing the economy over to innovation-

based development methods as defi ned by 

the government was positively received by 

the business community. However, a lack of 

understanding of the practical meaning of 

the term “innovation” leads to misuse, and 

claims that unusable and non-competitive 

products, processes and business models are 

actually innovations. The resulting irregulari-

ties worsen the investment attractiveness of 

Russian industry.  

The support of the Russian government is 

essential for foreign investors in research, de-

velopment, implementation and the com-

mercialization of innovative products in Rus-

sia which needs to use the process expertise 

of world leaders, and collaborate in R&D. The 

state has introduced stimulus packages for 

innovation development (such as decree No. 

218, etc.), with the purpose of facilitation of 

involvement of foreign companies with in-

novation development programs in Russia. 

However foreign participation is limited due 

to paperwork requirements. There are oppor-

tunities to improve information exchange 

between foreign companies and Russian 

development institutes, ministries and agen-

cies concerning innovation development 

programs in order to make use of the experi-

ence of the world-leading companies which 

are represented in Russia. More international 

cooperation is needed to develop a com-

mon knowledge-based evaluation system 

to benchmark Russian innovation and en-

gineering practices, and to defi ne the most 

competitive ones against best global experi-

ence, and BATs.

>>
The implementation of the 

best project practices is 
essential for capital project 

cost and risk reduction
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Essential steps would be to reduce costs 

and to focus on developing competitive 

enterprises and industries, and to redirect 

those which cannot be competitive within 

the structure of the existing distribution of 

labour and sources. Major steps to boost 

competitiveness should be the adoption of 

the major global trends in technologies. This 

would involve acceptance of, and support 

for, sustainable manufacturing, an increased 

role for information technology, modelling 

and simulation in the manufacturing pro-

cess, acceleration of innovation in supply-

chain management, and implementation of 

rapidly interchangeable manufacturing sys-

tems in response to market needs. Resource-

effi  cient investments and demand manage-

ment should become the main feature of 

technological progress, to help avoid wasted 

infrastructure investment so that funding 

can be targeted where it is most needed. 

Investments in resource productivity, such 

as energy effi  ciency, have a higher eco-

nomic multiplier than general expenditure, 

as resource-effi  cient investments provide a 

substantial fi nancial return as well as usually 

providing productivity improvements. 

Sustainable Development and Energy 

Effi  ciency 

The establishment, promotion and adap-

tation of sustainable design standards has 

become extremely important within the 

context of Russia’s WTO accession. There is a 

desperate need for a Russia-wide improve-

ment of resource-use effi  ciency, as well as a 

general focus on sustainable development 

principles, such as water footprint, carbon 

footprint, global warming potential, climate 

change, ozone depletion, soil and water oxi-

dation, metropolitan atmospheric pollution 

and equipment emissions if Russia is to be 

competitive in a global environment.

A comprehensive, modern approach to 

energy and environmental services should 

provide access to best global experience for 

benchmarking. Industrial companies and 

power utilities are among the largest users 

of energy and are therefore among the most 

sensitive to the need to be more effi  cient. A 

systematic approach to energy effi  ciency for 

industrial plants requires identifi cation of the 

potential for savings in energy use in both the 

plant utilities systems and the core produc-

tion process. Therefore it demands a deep 

understanding and knowledge of indus-

trial processes and technologies to challenge 

consumption patterns at the point of use, 

and reduce wastage by eliminating losses 

and improving the effi  ciency of generation.

There is a set of common solutions and tools 

for savings that are relevant and useful for 

most industrial plants, and particularly ben-

efi cial for Russian manufacturing due to age 

of most manufacturing assets. Electrical en-

ergy can be saved by optimising load sched-

uling, having variable speed drives and more 

effi  cient electric motors. Other measures 

include reducing harmonics and improving 

the power factor, optimising burning by re-

ducing the fuel demand and fuel mix while 

implementing alternative fuels, the recovery 

of waste heat, air, steam, heat distribution 

control, loss prevention monitoring, tech-

nology analyses and process optimisation, 

which could be the most important one. 

Recently we performed some Technical Pol-

icy and energy effi  ciency study projects for 

major Russian customers to benchmark their 

technologies and manufacturing processes 

against best available global practices. En-

ergy improvement optimisation studies fol-

low globally proven procedures, that enable 

mapping the production, distribution and 

use of energy and utilities across the site and 

analyse this information to identify opportu-

nities for improvement, and the likely value 

range of each opportunity. This approach 

requires a broad knowledge base and a 

comprehensive analysis of the acquired pro-

cess data using tools and techniques devel-

oped by global team of Energy Consultants, 

Process Engineers and Technical Specialists 

with a wide variety of technical and business 

expertise. It includes a variety of energy effi  -

ciency solutions for various industries, for ex-

ample cost, effi  ciency,  production rate and 

recovery factor improvement for pipeline 

solutions of O&G systems, open-pit and un-

derground mining, for transport and many 

other industrial applications.

Conclusion

Additional incentives to absorb advanced 

global technologies and measures are criti-

cal for economy-wide value creation from 

improved fi rm-level productivity due to 

increased competition, trade fl ows, worker 

mobility and training, and foreign direct 

investment in modernization. Russia has 

launched 32 priority technological programs 

covering the highest priorities of techno-

logical development: smart grids and a new 

power sector, composite materials, medical 

technology and biotechnology, agricultural 

technology, aviation technology, space tech-

nology, and nuclear technology. A common 

roadmap is crucial for the realization of the 

EU-Russia Program “Partnership for Mod-

ernization”, which provides a link between 

Russian and EC technological platforms to 

prevent duplication eff ort. The country has 

initiated programs for the establishment of 

venture capital funds, the formation of indus-

trial technology parks, better protection and 

enforcement of intellectual property rights, 

and has started to focus on improvement 

of its national research and development in-

stitutions and industry in order to open the 

door to global players.

Major multinational corporations have the 

cash that could be invested in Russian mod-

ernization. Russia is making a commitment 

to address the weaknesses in its investment 

climate that have limited the country’s pro-

ductivity, modernization and innovative po-

tential in the past. A direct dialogue of equals 

between the Russian authorities and foreign 

investors to defi ne mutually attractive areas 

for modernization and innovation, establish 

stable and mutually acceptable conditions to 

support technology transfer, stimulus pack-

ages for joint development and implemen-

tation for innovations would pave the way to 

attracting the “smart money” needed for the 

modernization of the Russian economy. 
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“Joint ventures in Russia” is a charged com-

bination of words. Lawyers will point to 

the complexities in creating a legally solid 

joint venture (JV) under Russian law; man-

agement consultants will point to the high 

failure-rate of partner set-ups; and foreign 

investors who have been burnt by their ex-

periences in Russia will tell others never to 

go down the joint venture route. Still, for 

several years the term “joint venture” was 

synonymous with investing and doing busi-

ness in the new Russia, and quite under-

standably so, as investing in a joint venture 

was the only way for a foreign party to make 

a lawful investment in the market. In certain 

sectors of the Russian economy this is still 

the case. This is not to say that joint ventures 

today are chosen merely for the sake of legal 

necessity. There are today thousands of joint 

ventures in Russia, and most of them have 

been created after a careful review of other 

options. Any foreign investor going to Russia 

will in one way or another have to relate to 

joint ventures.

Periods of popularity

The popularity of the joint venture as a ve-

hicle for investing in Russia has waxed and 

waned over the years. The fi rst wave fol-

lowed after the adoption in 1987 of two 

government decrees which introduced the 

very term “joint venture”. They defi ned a joint 

venture as a special form of legal entity, in 

essence a company, and holder of equity in-

vestments by a foreign and Russian investor. 

Joint ventures had their own charter capital, 

management structure and internal rules in 

the form of a charter. Initially, the participa-

tion of foreign joint venture partners was 

limited to 49 percent of the equity in the 

company and foreign citizens were not al-

lowed to hold the position of chairman or 

general director. Nonetheless, the company 

form was a novelty and presented the only 

lawful option for equity investments in Rus-

sia, hence attracting much interest from for-

eign investors.

The novelty of the original joint venture 

started to wear off  quite quickly, especially 

after a new presidential decree in 1990 al-

lowed for foreign investors to set up wholly-

owned companies in Russia. The original 

joint ventures from the 1980s started to 

gradually disappear, until they were abol-

ished altogether in 1995. 

A second wave of joint ventures followed in 

the wake of the fi nancial crisis in 1998. While 

many Russian owners of companies found 

themselves stranded with small fi nancial 

means, they controlled other assets in their 

companies, such as licenses for certain types 

of activity or industrial premises attractive 

enough for foreign investors to dare to in-

vest directly in such companies.

The past few years have again witnessed 

a rise of joint ventures in certain industries 

deemed to be of strategic importance to the 

Russian economy. Russian law now requires 

that foreign investors seek permission from 

a special governmental committee if the 

size of its stake exceeds a certain proportion. 

But the fi eld is generally left open for joint 

ventures with foreign minority holdings.

 An important development has been the 

possibility to use an off shore structure for 

joint projects in Russia. Off shore joint ven-

tures made their appearance around 2004 

when the new law on currency control 

came into force and especially later, in 2006, 

when certain important limitations under 

the currency control law were removed, al-

lowing for Russian individuals and compa-

nies to own shares in foreign companies. 

This opened up the possibility of creating 

joint ventures abroad but with a wholly-

owned subsidiary in Russia.

What is a joint venture and what is it 

not?

While the original joint ventures constituted 

a particular legal form, which rightfully could 

be called “joint venture company”, there is 

currently no defi nition under Russian law of 

a “joint venture”. Generally, if the term is used 

in Russia in its English language form it will 

be understood by Russians and foreigners 

alike as a company with two or more Russian 

and foreign shareholders, who are pursu-

ing a common purpose or project in Russia 

through that company. (Other forms of joint 

ventures exist, even those without an equity 

investment, but the normal understanding of 

the term would be as just stated.) A joint ven-

ture today is not a special legal form and no 

company can be registered as a “joint venture 

company”. If the joint venture is set up in Rus-

sia, the choice of “legal platform” would nor-

mally be either a closed joint stock company 

(ZAO) or a limited liability company (OOO). 
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Whatever form is chosen for the set-up, the 

partners’ common purpose with the joint 

venture will be—or should at least be—ex-

pressed in a shareholders’ agreement. The 

shareholders’ agreement is the legal key to 

the parties’ aims and should also be a deter-

mining factor in where to incorporate the 

joint venture, and what company form to 

choose for it if set up in Russia. 

Where to set up the joint venture: the 

role of the shareholders’ agreement

The shareholders’ agreement is the legal 

key to the success of a joint venture. It is the 

formal embodiment of the parties’ joint un-

dertaking; it spells out their rights and obli-

gations; defi nes the purpose for which they 

have created the JV; sets forth their agreed 

contributions; describes how they have 

come to enter into the JV; regulates how 

they will exit it; stipulates how the JV shall 

operate; and contains the agreed business 

plan with the objectives and targets of the 

JV. The problem with shareholders’ agree-

ment is just one: they do not really work in 

Russia when they really need to. For all prac-

tical purposes, shareholders’ agreements for 

a Russian JV are not enforceable in Russia. 

Although shareholders’ agreements have 

been used by foreign investors and their 

Russian partners for more than two decades, 

they have only been explicitly acknowl-

edged in Russian company law since 2009. 

Despite this acknowledgement there is no 

comprehensive regulation of shareholders’ 

agreement in Russian company law. Instead, 

the wording is very short. With respect to 

shareholders’ agreements in limited liability 

companies, it consists of only a short sub-

paragraph. Without a more systematic treat-

ment there is a clear risk of confl icts with 

rules on shareholders’ rights in other Russian 

laws. The eff ect is that the status of many of 

the provisions that are standard in modern 

agreements is uncertain under Russian law. 

For example, provisions relating to the fol-

lowing will not be enforceable in Russia or it 

is at least unclear whether they will: options, 

waivers, non-compete clauses, ordinary vot-

ing arrangements, indemnity provisions and 

most of the exit provisions that are common 

in shareholders’ agreements in the West. 

So what to do? Well, the fi rst advice to the 

foreign investor, in a situation where the 

joint venture for one or another reason 

needs to be incorporated in Russia, is to 

try get a controlling share. Russian law may 

have failed in giving shareholders certainty 

in contracts, but at least it awards substan-

tial rights to majority shareholders in Russian 

companies. The second advice, though not 

necessarily less important than the fi rst one, 

is to choose the proper Russian company 

form for the joint venture. In the choice be-

tween a closed joint stock company (ZAO) 

and a limited liability company (OOO), the 

joint stock company, although rather te-

dious and clumsy to operate, is usually to 

be preferred as the relevant law provides for 

more sophisticated regulation and better 

protection of shareholders’ rights. The third 

piece of advice is to insert an arbitration 

clause in the shareholders’ agreement pro-

viding for arbitration outside Russia, such as 

for example the Arbitration Institute of the 

Stockholm Chamber of Commerce or in a 

similar organization. This will not cure the 

shortcomings of the regulation of share-

holders’ agreements under Russian law—

and Russian law is mandatory for a joint 

venture incorporated in Russia—but at least 

it will move any disputes out of Russia onto 

neutral turf. An award from such an institute 

is normally, if with some diffi  culty, enforce-

able in Russia.

However, the paradoxical advice to a foreign 

investor intent on setting up a joint venture 

in Russia is... not to set up the joint venture 

in Russia, but elsewhere, and then have the 

joint venture set up a Russian operating 

subsidiary which will carry out the com-

mon project. If the partners are able to set 

up the joint venture company off shore, and 

depending on the jurisdiction they choose, 

it is possible to choose a governing law for 

the joint venture that will give both sides the 

possibility to negotiate terms for their coop-

eration which will give them the necessary 

fl exibility to operate their Russian subsidiary, 

safeguard their rights but also hold them to 

their commitments if a dispute should arise.

Factors for success or failure of a joint 

venture 

In contrast to other ways of entering the 

Russian market and, in a best-case scenario, 

a joint venture with a Russian partner will 

allow the foreign investor to: kick-start a 

business on the Russian market; capitalize 

on the Russian partner’s access to local net-

works; walk into up-and-running offi  ces or 

facilities for production, manufacturing and 

>>
The shareholders’ agreement is the legal

key to the success of a joint venture

>>
In a business culture so

driven by personal relations as the Russian,
presence and keeping one’s commitments

to one’s partner is key

HOW TO INVEST IN RUSSIA 2013

OVERVIEW OF VARIOUS STRATEGIES: PROS AND CONS



- 40 - 

HOW TO INVEST IN RUSSIA 2013

BEFORE YOU START

retail; take advantage of the partner’s experi-

ence in managing a local workforce; and be 

spared much of the trouble in dealing with 

local bureaucracy and petty offi  cialdom. In 

some cases, depending on the goal, it may 

allow the investor to gain access to Russia’s 

rich sources of raw materials and compara-

tively inexpensive technology. 

On the other hand it is true that the failure 

rate of joint ventures in Russia is high. The 

number of joint ventures quoted to be fail-

ures are in the range of between 50 and 70 

percent. The reasons most often pointed to 

are: diverging interests between the foreign 

and the Russian partner; a lack of clearly de-

fi ned objectives for the joint venture; diff er-

ences in the understanding of the partner’s 

respective contribution to the common ef-

fort; and a general lack of understanding of 

each other’s corporate cultures and how the 

business should be run. Conversely, a suc-

cessful joint venture requires a high degree 

of trust and commitment by the parties, as 

well as a common understanding of which 

way the joint venture shall be managed 

and how it shall act in relation to its staff , 

distributors and customers and the Russian 

authorities. From our own experience we 

would point to the importance of the physi-

cal presence in Russia of shareholders. If 

there is one single reason why joint ventures 

in Russia fail, it is the belief on the part of the 

foreign joint venture partner that, once set-

up, the joint venture will run more or less by 

itself on the basis of the parties’ agreement. 

The biggest mistake a foreign investor can 

make in a joint venture is to try to run it 

by remote control. In a business culture so 

driven by personal relations as the Russian, 

presence and keeping one’s commitments 

to one’s partner is key.

>>
Joint ventures had their own charter capital,

management structure and internal rules 
in the form of a charter



- 41 - 

HOW TO INVEST IN RUSSIA 2013

OVERVIEW OF VARIOUS STRATEGIES: PROS AND CONS

Do you really need a joint venture?

A joint venture (JV) is one of the most at-

tractive and, at the same time, more diffi  cult 

forms of investment. But before considering 

diff erent JV structures, an important initial 

question needs to be answered: does it re-

ally make sense to enter into a joint venture, 

or can the project be performed without a 

partner, e.g. through a subsidiary or by ac-

quisition of a Russian company? In other 

words, what are the advantages and disad-

vantages of a joint venture?

The obvious key advantage of joint activ-

ity is sharing of the investment risks with a 

partner. However, the reasons for deciding 

on a joint venture go far beyond simple risk-

sharing. It is more a case-by-case check on 

what the partner can really contribute to the 

joint venture (apart from the initial invest-

ment) and whether this contribution is vital 

for the project. 

One of the benefi ts that a local partner can 

bring to a joint venture is access to resources 

(land, production facilities, human resources 

etc.) and local expertise. Apart from this, the 

Russian partner quite often can off er mar-

ket or customer access, especially in areas 

where the main customers for the products 

or services are state-controlled companies 

or their subsidiaries.

On the other hand, there are certain diffi  cul-

ties in working with Russian partners which 

can seriously infl uence joint activities. First 

of all, you often need to deal with infl exible, 

hierarchical structures in Russian companies 

and, as a result, ineffi  ciency and bureaucra-

cy. It makes negotiations diffi  cult for both 

parties and may lead to signifi cant delays. 

Sometimes even minor issues cannot be 

resolved at the project group level, and they 

escalate to top management. Secondly, the 

language barrier is still a problem for many 

Russian companies. Despite the a general 

improvement and a growing number of 

positive examples, language ability is often 

not enough for negotiation. Poor foreign-

language skills in a Russian partner might 

cost you signifi cant time and eff ort. Finally, 

other issues like lack of transparency and 

cultural diff erences may raise concerns.  

In the end, “JV or alone?” is always a case-by-

case decision. If you feel comfortable doing 

the project by yourself, you do not need a 

partner. But if you are convinced that a JV is 

the right thing for you, the next question is 

how to structure it. 

Two JV structures 

A joint venture project in Russia as a rule pre-

sumes a separate legal entity. Contractual 

JVs are rare in Russia for diff erent reasons (in 

the fi rst place, taxation and liability issues) 

and we will not consider them. The partners 

may found a JV in Russia which will perform 

all activities (onshore structure) or they 

can agree on a two-tier JV with a holding 

company outside Russia which will have a 

100% subsidiary that is a Russian operating 

company (off shore structure). The holding 

company normally does not have any real 

business activity and all assets are located 

in Russia at the Russian operating company 

level. 

Onshore JV in Russia

The advantages of the onshore JV are obvi-

ous: you have only one legal entity for the 

project. That means simplifi ed governance 

and, as a result, lower administrative costs, 

simpler decision-making (fewer corporate 

approvals), in comparison to the two-tier 

off shore structure. Apart from this, there is no 

intermediate holding structure, and you, as a 

direct shareholder of the Russian company, 

can immediately use certain shareholder 

rights under Russian law with regard to the 

JV’s operational activity (e.g. request infor-

mation, challenge decisions of the corporate 

bodies etc.). These advantages, however, do 

not seem to be enough for all foreign com-

panies investing in Russia. They often choose 

a foreign jurisdiction due to certain disadvan-

tages of the simple onshore structure.

The reasons why foreign investors want to 

bring the Russian partner out of the Rus-

sian jurisdiction are mostly of a legal nature. 

Three of them that seem to be vital will be 

described below.

(i) Infl exibility of Russian law

Under the Russian corporate law, sharehold-

ers have limited discretionary rights with re-

gard to the set-up and management of the 

company, and to a large extent have to follow 

mandatory rules. This also applies to share-

holders’ agreements. It is worth mentioning 

that before 2009, when the relevant amend-
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ments to corporation law were introduced, 

shareholders’ agreements where unknown 

to Russian law. Unfortunately, it is inherent in 

the Russian legal system that sometimes lack 

of legal regulation in a specifi c area leads to 

a lack of protection and enforceability. Cor-

porate lawyers are well aware of the most in-

teresting court cases on shareholders’ agree-

ments: the Megafon case and the Russkiy 

Standard strakhovanie case. In them, many 

of the provisions in the shareholders’ agree-

ments were declared invalid as being incom-

patible with the mandatory Russian rules. It 

goes without saying that both rulings had a 

signifi cant negative impact and resulted in 

uncertainty for foreign investors. 

Even after explicit regulations on sharehold-

ers’ agreements were introduced in 2009, 

there is still a lack of positive precedent. 

Shareholders’ agreements are seen as valid 

by the Russian courts only if they are within 

the regulations explicitly provided by Rus-

sian law. Clauses in shareholders’ agree-

ments which go beyond the corporate law 

provisions (even if they do not contradict 

Russian law but similarly regulate areas 

where the Russian law is silent) tend to be 

declared invalid in Russian courts. 

(ii) Inapplicability of foreign law

If Russian law does not provide enough 

security, why don’t the parties agree that 

foreign law be applicable? It is still a mat-

ter of dispute whether or not foreign law 

can be applied to shareholders’ agreements 

in a Russian company. Unfortunately, the 

courts follow a very conservative approach, 

holding that Russian law should be manda-

tory for shareholders’ agreements since they 

regulate the internal relations and activity of 

legal entities incorporated in Russia. As an 

example, in the court cases mentioned ear-

lier, the agreements were concluded under 

foreign law (one was governed by English 

law, two by Swedish) and in all three cases 

the courts applied Russian law. Hopefully, 

the situation will change in the future. The 

Russian parliament is currently considering 

draft amendments to the Russian Civil Code 

providing, among other things, for explicit 

regulation with regard to the choice of law 

for shareholder agreements involving for-

eign partners. If the law is changed it should 

have a positive infl uence on court practice. 

(iii) Failing arbitrability of corporate disputes

Finally, another sensitive issue for partners is 

the method of, and venue for, dispute reso-

lution. JV partners normally prefer arbitration 

since it is essential to ensure confi dentiality, 

and because of the high qualifi cation of ar-

bitrators. From the Russian law prospective 

corporate disputes (the defi nition is still not 

fi nally clear since the list of corporate disputes 

is not exhaustive) should be resolved in the 

Russian court of the area where the company 

is registered. The issue of whether corporate 

disputes, including those arising out of the 

shareholders’ agreements, can be referred 

to arbitration is highly debatable. Although 

the Russian courts have not taken a uniform 

approach, it is a clear tendency, especially in 

recent decisions, to deny the arbitrability of 

corporate disputes. Therefore, an arbitration 

clause will not prevent parallel consideration 

of a dispute between shareholders by the 

Russian court. Moreover, an arbitration award 

which is valid and fully enforceable in other 

jurisdictions may be set aside in Russia due 

to its violating the exclusivity of the Russian 

courts in corporate disputes. 

Off shore JV

The key advantage of the off shore JV struc-

ture is that the parties may enjoy the fl ex-

ibility of foreign law and apply best interna-

tional standards of corporate governance. JV 

partners can choose the jurisdiction which 

allows them the level of comfort they got 

used to in their shareholders’ agreements 

with regard to the company’s manage-

ment, options, dispute resolution and exit 

strategies, covenants etc.—and eff ectively 

enforce them. The parties may agree on 

appropriate dispute resolution procedures 

and venues. The last should not necessarily 

be the seat of the foreign investor. On the 

contrary, in order to avoid any infl uence or 

even a suspicion of infl uence on arbitrators, 

the partners may agree on arbitration in a 

country where neither of them is active. 

Apart from the legal issues the choice of ju-

risdiction depends mainly on taxation and 

administration costs. According to the Federal 

statistics service, the main foreign investors in 

Russia (including also foreign holding compa-

nies in off shore JV structures) in 2012 among 

European countries were Cyprus, Netherlands 

and Luxembourg. Of course, these fi gures 

should be treated with caution and consid-

ered in the light of Russian realities, like active 

use of foreign legal entities (especially those in 

Cyprus) by purely Russian companies. Never-

theless, you can see the general trend. 

The price that the JV partners have to pay for 

safety and fl exibility is the cost of having a sep-

>>
A Joint Venture is one of the most attractive

and, at the same time, more diffi  cult
forms of investment

>>
The advantages of the onshore JV are obvious:
you have only one legal entity for the project
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arate holding entity. It may include foundation 

and administration expenses, remuneration to 

the management of the holding company, as 

well as potential costs of applicable substance 

requirements that the holding has to comply 

with in order to avoid certain tax risks.  

What to consider when negotiating 

the joint venture structure?

From the above general comparison of two 

JV types, the off shore structure seems to 

have clear advantages for the foreign inves-

tor. However, it is not always black and white. 

There are many factors which can infl uence 

negotiations and the choice of structure:

• Value of investment. Obviously, the more 

valuable the investment, the more protec-

tion it requires. 

• Share in JV. Minority or majority? Gener-

ally speaking, it makes no big diff erence 

since the main purpose is to protect your 

investment. But if you are aiming at a major-

ity share and consolidation of the company, 

there are certainly more reasons to think 

about the off shore structure also in order to 

avoid certain requirements of Russian law 

that you would face in an onshore Russian 

joint venture, in particular Russian interested 

party transaction rules, which require ap-

proval by the Russian partner of any transac-

tion or contract between the foreign inves-

tor (as interested party) and the onshore JV.

• JV partner. Characteristics of your partner also 

may impact on negotiations and decisions. Is the 

Russian company private or state-controlled? 

Does the Russian partner have experience with 

off shore structures? Does it have assets outside 

Russia to make enforcement possible?

• Financing. Will foreign banks be involved? 

An off shore structure with a holding com-

pany outside Russia often provides more 

security and seems to be more attractive to 

foreign banks when it comes to fi nancing 

the joint venture.

So an off shore structure seems best for joint 

venture projects with Russian partners. Even 

more, it is often in the interest of the Russian 

partner as well, since off shore structures en-

hance security for both partners. Although 

the legal situation with regard to sharehold-

ers’ agreements in Russia is improving, it is 

does not provide enough protection. On-

shore JVs are rather rare and may be consid-

ered as an exception, e.g. in smaller invest-

ments with a clear minority stake in the joint 

venture. However, neither structure can pre-

vent diffi  culties arising between partners, so 

sole proprietorship is certainly worth con-

sidering before deciding on a joint venture.
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All enterprises, irrespective of their size, 

sooner or later acquire fi xed assets. The list 

can run from offi  ce and production spaces, 

car fl eets and production equipment to the 

furniture and PCs for the employees. Man-

agement has to choose the most effi  cient 

way of acquisition: to use their own funds 

or to attract fi nancing. In this article I would 

like to show that leasing can be a fi nancial 

instrument which creates additional value 

for a company. 

First of all, leasing uses external funds and 

gives the possibility to organize new pro-

duction, without huge investment of a 

company’s own capital, purchasing modern 

equipment based on new technology and 

relatively quickly launching new, competi-

tive products. 

Leasing provides long-term fi nancing, usu-

ally from 24 to 60 months. However for 

long-life assets, such as railway cars or real 

estate, the term of the lease agreement can 

be up to 10 years.

Lease obligations are off -balance sheet and 

do not increase the debt burden of a com-

pany. International accounting standards 

such as IFRS or USGAAP separate fi nance 

lease or hire purchase from operate lease or 

long-term rent. In western Europe, operate 

lease has certain balance sheet advantages 

in comparison to the fi nance lease. In the 

current tax and legal environment in Russia, 

fi nance lease is more favourable.

For example, all lease payments are de-

ductible for profi t tax purposes and are 

recognized in Profi t & Loss accounts as op-

erational expenses. Leasing applies acceler-

ated depreciation of the leased asset with a 

maximum coeffi  cient of 3. It speeds up the 

amortization of the asset substantially and 

allows writing-off  the asset before the end 

of the lease contract. This allowance has two 

positive eff ects for the lessee. The company 

can more quickly renew its production ca-

pacities, and it can eff ectively and transpar-

ently budget operating expenses. 

On the other hand, if the asset was pur-

chased directly or with a loan, only standard 

amortization and the interest rate in limited 

amounts can be recognized as operating 

expenses.

It is worth adding that the lessee can choose 

the balance sheet holder of the asset. The as-

set holder can be either the lessee or lessor.

With estate leasing, there is another huge 

economic advantage. Real estate is sub-

ject to property tax at 2.2% p.a. of the 

average balance sheet value. Real estate 

objects can be depreciated over as much 

as 30 years and the owner of such an as-

set, whether purchased directly or with a 

loan, has to pay the property tax in full. A 

leasing company will reduce the property 

tax payment by three times through ac-

celerated depreciation and the ability to 

write off  the asset in 10 years.

Lease instalments are subject to VAT. The les-

see will pay VAT on instalments and reclaim 

them during the lease term that allows 

transparent and stable management of VAT 

infl ows and outfl ows. 

Leasing companies work closely with ma-

jor producers of equipment and machin-

ery worldwide and have a good overview 

of the secondary market of certain assets. 
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The lessee and the lessor share an interest 

in the minimization of the purchase price. 

Cooperation with the supplier gives the les-

sor an advantage in purchasing assets at the 

best market price. Often the lessor enjoys 

special discounts as a fl eet or key account 

customer and has the negotiating power for 

further optimisation of supply terms, which 

suits the lessee best. Moreover, the lessor 

has long experience in structuring com-

plex import contracts. If the supplier can-

not deliver the asset directly to the client, 

the lessor can organize custom clearance 

and make sure customs duties and VAT are 

paid on time. Payments to the international 

supplier are often structured via a Letter of 

Credit. The lessor has often better conditions 

and enough fi nancial leeway to cover such 

transactions. 

The main motto of the leasing industry is 

“pay as you earn”. Lease payments are due 

after the delivery and putting the asset into 

operation. That gives the lessee enormous 

economic advantage. Such an approach is 

of great importance for small and medium-

sized enterprises, as well as for the start-ups. 

Leasing is an ideal instrument for the SME 

sector. Many SME customers have diffi  culty 

attracting fi nancing. The time necessary to 

get approval is long but the term of fi nanc-

ing is usually short. If the decision of a bank 

is positive, additional securities can be re-

quired. The leased asset can often be the 

only security for a deal, if the legal owner of 

the asset during the whole lease contract is 

the lessor. 

Leasing companies are usually able to be 

more fl exible in structuring payment plans. 

If the client has certain ups and downs in 

cash fl ow, for example seasonal fl uctuations, 

the payment plan of a lease agreement can 

take this into account.

Leasing deals foresee down-payments to 

cover any initial loss of value of the asset if 

the contract is terminated at an early stage. 

This should help the lessor minimize losses if 

the asset has to be sold on the second-hand 

market. 

I would also like to mention that a leasing 

company has the right to sell repossessed 

assets to any independent buyer and is not 

obliged to organize an auction. This fl exibil-

ity is advantageous for the lessor as well as 

for the lessee, because it helps to achieve a 

good sale price in a shorter time and pos-

sibly reduces the debt of the defaulting cus-

tomer.

The regular termination of the fi nance lease 

contract does not foresee any residual value; 

the selling price at the end of the contract 

is symbolic due to the full pay-out nature of 

the agreement. The asset is fully depreciated 

during the lease and the lessor transfers 

ownership of the asset to the lessee after all 

contract obligations have been fulfi lled.

If the client does not intend to become 

owner of the asset and is willing only to use 

it for a certain period of time, the operate 

lease structure is an ideal instrument. Such 

long-term rent is widely used for car lease, 

truck and trailer lease, and IT equipment 

lease. For such contracts the residual value 

is calculated depending on the contract 

term and the agreed intensity of use—for 

example, driven kilometres for a car. 

The lessee can get a wide range of addition-

al services. For example, the maintenance of 

the asset can be agreed during the contract 

term, fuel cards can be provided as well as 

roadside assistance. Alternatively, the les-

sor can rely on its own service or can have 

agreements with major service providers. 

It is very important to consider asset insur-

ance. All leased assets should be properly 

insured. Lessors work with all the large in-

surance companies and enjoy special tariff s. 

Insurance through the lessor gives the client 

a big price advantage. Leasing companies 

have special treatment when adjusting loss-

es if an insurance claim is made.

The wide use of leasing will help modernize 

the Russian economy. Production capaci-

ties in Russia in many sectors are very old, 

so there is a huge investment demand for 

modernization and the growth of the pro-

duction.

International statistics show that leasing is 

one of the most important fi nancial sources 

for the renewal and growth of production. 

The share of leasing services in the overall 

investment in fi xed assets is 20-30% in de-

veloped countries. The share of leasing in 

Russia is less than 15%. In the year 2011, it 

was 12%.

The use of leasing services will facilitate the 

replacement of equipment and production 

technology and increase effi  ciency, while at 

the same time reducing companies’ capital 

requirements and improving the quality of 

fi nished goods. As a consequence of all this, 

it will help to improve the output of the na-

tional economy.

>>
Leasing deals foresee down-payments to

cover any initial loss of value of the asset if
the contract is terminated at an early stage
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It is an accepted fact that starting a business 

in a foreign country is a greater challenge than 

it is at home, certainly from an administrative 

point of view. As with other countries, Russia 

has its own laws relating to corporate admin-

istration, accounting, and HR. The byzantine, 

and often contradictory, nature of these regu-

lations makes outsourcing non-strategic is-

sues to a local partner often the best solution 

for a company new to the Russian market.

Out-staffi  ng companies specializing in start-

ups can play a key role in the success of a new 

market entrant. Such partners can take on 

administrative liability, freeing your company 

from legal concerns, and design/implement 

robust HR policies that will provide security 

and compliance within the Russian corporate 

environment.

Out-staff ers can recruit and retain employ-

ees who meet your specifi c requirements, 

as well as handling all hiring and registration 

formalities. Sometimes the ideal solution will 

involve a subcontracting arrangement under 

which the worker remains offi  cially employed 

with the out-staffi  ng company and simply 

provides services under a temporary labour 

agreement. The out-staff er provides all HR 

documentation, including labour contracts 

(required by law in Russia), payroll adminis-

tration, income and social tax payments, and 

travel expense administration. The latter is far 

more complex in Russia than in most Western 

countries, as the rules for what can be deduct-

ed and in what amount can be baffl  ing. Some 

out staff ers can even manage daily expenses 

such as offi  ce supplies, and provide PCs, mo-

bile phones, car leasing, fuel cards, insurance, 

etc.

Typical out-staffi  ng companies will share 

high-level administrative staff  among several 

clients, yielding signifi cant cost savings for all 

parties. Such arrangements typically provide 

that each participant pays only for specifi c 

services utilized, resulting in an economic 

“pay-as-you-go” approach. Thus a newcomer 

to the market can benefi t from highly quali-

fi ed HR and administrative personnel without 

having to recruit and employ expensive in-

house staff . 

Reputable out-staff ers are naturally incentiv-

ised to provide the highest quality marketing 

and legal advice to their clients, as they are le-

gally responsible for advice given and actions 

undertaken on behalf of clients.

Out-staffi  ng clients typically benefi t from spe-

cial rates on insurance, car leasing, and offi  ce 

rental, as service providers often enjoy volume 

discounts based on their work with many 

companies.

Out-staffi  ng reduces up-front market-entry 

expenditures and therefore mitigates risk 

in the event that the head offi  ce decides to 

change strategy or even leave the market.

The most important advantage of out-staffi  ng 

is simple: by freeing your managers from the 

red-tape and the complexities of Russian la-

bour law, they can focus on the company’s 

core business, secure in the knowledge that 

legal and compliance issues are under control.

Out-staffi  ng companies typically earn a fi xed 

percentage of the costs they generate, ensur-

ing that the cost to clients is kept in line with 

real expenditures. 

If the client is not ready for cross-border in-

voicing, which can be tricky, invoicing can be 

done through a distributor or low-cost SPV 

set up expressly for this purpose. All such ar-

rangements are of course in full compliance 

with the requirements of Russian law.

Out-staffi  ng will be an advantage to your 

company if:

• You are looking to develop sales in the 

Russian market but have doubts about the 
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market entrant
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overall potential;

• You are considering opening, but not yet 

ready to open, a local subsidiary;

• You wish to minimize costs and risks as 

you explore new markets;

• You want to avoid the commission and 

cost burdens typically associated with re-

cruiting companies;

• You wish to minimize your company’s 

legal responsibility to employees while still 

complying with the Russian labour code;

• You need to hire highly qualifi ed special-

ists for time-limited projects;

• You want to reduce regulatory risk;

• You want to test employee performance 

longer than is allowed by Russian trial period 

legislation.

Out-staffi  ng benefi ts in Russia include:

• Strong relationship with a competent and 

reliable partner and mediator for all HR and 

payroll issues, with the tax authorities, social 

and pension funds, etc.;

• Ability to launch in Russia in minimal 

timeframes and at minimal cost;

• Freeing key personnel from administra-

tive details, permitting them to focus on 

core business issues quickly;

• Freeing management from issues not 

connected with sales or growth of com-

pany value;

• Enhanced competitiveness;

• Alleviation of the need for HR or ac-

counting departments which would oth-

erwise be required under Russian law;

• Reduced liability to the tax authorities, 

labour authorities, and the migration ser-

vice;

• Utilization of expert knowledge and 

long-term experience in recruiting;

• Signifi cant savings in salary costs, staff  

costs, and administration expenses;

• Ability to employ temporary staff  for 

specifi c projects;

• Greater leeway in discharging (fi ring) 

employees without violating Russian la-

bour laws;

• Advanced HR and payroll administration 

tools, software, and systems expertise. 

Out-staffi  ng has proven itself as one of 

the most popular and cost-eff ective ap-

proaches to market entry in Russia. There 

is no need to “reinvent the wheel” when 

setting up operations in a new market with 

complex rules. Successful companies will 

outsource these functions to professionals, 

allowing their own resources and energy 

to be focused on core business develop-

ment, while a reliable partner manages the 

administrative minutia required by Russian 

law.

About the client

The Client in this case study is a leading inter-

national company specialising in high-perfor-

mance hydrostatic transmissions. The com-

pany was founded in 1926 and currently has 

eight production facilities around the world 

as well as a presence on three continents. It is 

seeking to develop sales in new markets with 

the best growth potential.

The goal

The company operated for some time 

through distributors but made a strategic 

decision to start its own operation in Russia 

in order to improve sales, image and service. 

The objective as presented to the out staff er 

was to quickly develop an eff ective HR solu-

tion involving recruitment of highly qualifi ed 

hydraulic specialists to manage the new Rus-

sian operation. Positions to be fi lled would 

include Project Manager, Sales Manager and 

personnel, Technical Support Engineer and 

support specialist, as well as a sales admin-

istrator. The goal was to create and register a 

fully functional legal entity which would con-

trol all sales in Russia within two years.

Project execution

Project implementation included the follow-

ing steps:

• Out-staff er developed and approved a com-

plete operational hierarchy, identifying all key 

management and support personnel required 

to launch and operate the project.

• Within a month the out-staff er recruited 

and assigned the project manager who would 

eventually become Managing Director of the 

Client’s Russian subsidiary.

• Over a three-month period the out-staff er 

identifi ed, interviewed, and hired all other can-

didates needed to fi ll the personnel tree. These 

included several technical sales managers, the 

technical support engineer, a business & sales 

administrator, and a number of other positions, 

all with varying degrees of expertise in the hy-

drostatic fi eld.

• Personnel was originally employed by the 

out-staff er and seconded to the Client.

• HR management, record keeping, payroll 

and travel expenses were all outsourced to the 

out-staff er.

• All operating expenses were managed by 

the out-staff er.

• As soon as the Client was registered as a le-

gal entity, all core employees were transferred 

from the out-staff er’s payroll to the Client’s 

payroll.

• The out-staff er continues to follow and 

manage on an ongoing basis all HR opera-

tions, payroll, bonuses, travel expenses and 

operating costs. Economic analysis shows 

this to be less costly and more effi  cient as 

in-house management within the Client’s 

company.

Results

• Comprehensive solution to the Client’s 

business objectives;

• Successful sales development as the Cli-

ent’s team focused exclusively on core busi-

ness issues;

• Recruitment and hiring of loyal, trustwor-

thy core employees, with zero personnel 

turnover in the fi rst year;

• Signifi cant reduction of legal risks due to 

outsourcing of HR functions.

CASE STUDY: A START-UP PROJECT
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Since the days when Rémy Martin distilled 

his fi rst bottle of cognac and William Procter 

founded several soap and candle factories, 

things have changed dramatically in the 

private and family-owned business sector. 

In the global PwC Family Business Survey 

2012, we interviewed over 2,000 owners 

and managers of private and family-owned 

companies from 30 countries, including 

Russia. This was the third such survey since 

2007, and the latest edition is the most 

comprehensive to date. It aims to show how 

managers of private companies assess their 

business in terms of effi  ciency, as well as 

what challenges they face and how much 

long-term vision they have. 

Growth through overcoming chal-

lenges — what’s the secret?

The survey results show that private and 

family-owned companies are resilient, 

vigorous, ambitious, and successful in the 

business arena, and are experiencing rapid 

growth both in Russia and the rest of the 

world. Last year, 65% of private companies 

globally saw increased sales, while Russia’s 

private businesses have done even better 

with 92% reporting growth. Furthermore, 

private companies are looking to the fu-

ture with confi dence. Over 80% of private 

companies, including in Russia, believe that 

their business will enjoy stable growth over 

the next fi ve years. Considering the low 

level of confi dence in other sectors of the 

economy, this is compelling evidence that 

private business will play a signifi cant role 

in creating new jobs and driving economic 

recovery.

But, as with any other business, private and 

family-owned companies are not immune 

to the global economic slowdown and must 

deal with many of the issues that other com-

panies face. Most of our respondents noted 

three key external issues: market conditions, 

competition, and government policy and 

regulation. The main internal issue facing 

most companies remains recruiting and 

retaining skilled personnel. Russian respon-

dents also noted the availability of fi nancing 

and the level of profi tability as some of the 

most relevant internal growth-related issues.

So, what is it that helps private and family-

owned companies to meet these challeng-

es and look to the future with confi dence? 

Survey respondents were very diverse in 

terms of company size, and the regions and 

industries where they operate. But, what 

they all have in common is their approach 

to doing business and what they see as the 

distinctive features of private and family-

owned companies. These include an entre-

preneurial mind-set, the capacity for big-

picture thinking and a long-term outlook, 

faster and more fl exible decision-making, 

a higher level of responsibility for creating 

and preserving jobs, and respect for the 

interests of local communities. Private and 

family-owned companies believe that these 

distinctive features give them a signifi cant 

competitive edge, and represent an integral 

part of their business model. At the same 

time, however, it is also clear that some 

other aspects of this business model could 

act as a brake on a company’s growth, give 

rise to internal confl icts, or force a business 

to avoid risks altogether. 

Grounds for concern

Most private and family-owned companies 

monitor their debt liabilities very carefully 

and instinctively shun the active use of le-

verage. And, only a handful of companies 

can off er the sort of equity participation that 

outside partners seek. Under such circum-

stances, the pace of growth among private 

and family-owned companies could be 

slower given the low level of debt fi nancing.

Knowledge and skills is another area of 

concern for private and family-owned com-

panies. Our survey clearly revealed that the 

ability to identify, assess and control risks is a 

skill that private and family-owned compa-

nies must develop. Survey respondents also 

noted the need to expand their knowledge 

in such areas as information technology, in-

tellectual property, and more targeted and 

strategy-oriented approaches to business 

management. Likewise, particular attention 

should be paid to innovation and compli-

ance requirements. It should be noted, how-

ever, that private and family-owned com-

panies in Russia are less concerned about 
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innovation-driven growth and compliance 

issues than their global peers. For Russian 

companies, the primary issue remains re-

cruiting and retaining skilled personnel.

And, of course, economic issues remain an 

area of concern, including globalisation and 

especially Russia’s accession to the WTO. 

Russian respondents also pointed to con-

solidation, an increasing number of acquisi-

tions and aggressive competition from ma-

jor multinational corporations, and growing 

pressure from government as factors that 

will challenge private business in future.  

Business and the wider community

In our survey, we asked private and family-

owned companies whether they feel the 

government values the contribution they 

make. We also asked what needs to be done 

for private business to enjoy government 

support. The survey results indicate that 

regardless of their size, industry or region 

of operation, private and family-owned 

companies highly value their own contri-

bution to the economy. But many respon-

dents believe that the governments of their 

countries undervalue or even overlook their 

eff orts. Russian survey participants also feel 

that they are at a disadvantage versus state-

owned companies, and are dissatisfi ed with 

this state of aff airs.

They seek fair competition, along with a 

fairer tax regime and less corruption. Rus-

sian respondents indicated that, for them to 

operate more effi  ciently, a system must be 

put in place that off ers a level playing fi eld 

and equal opportunities for both private 

and large-scale (including state-owned) 

companies. Fair conditions for private busi-

ness must be ensured, and private business 

must be respected and encouraged to grow 

through providing access to aff ordable fi -

nancing. Regarding general barriers, Russian 

survey participants noted the need to elimi-

nate bureaucratic red tape, such as excessive 

reporting requirements, as well as to estab-

lish an independent and impartial judicial 

system, root out corruption and corporate 

raiding, and develop a transparent, predict-

able and business-friendly tax regime. 

Values and confl icts 

Most survey respondents (78%) believe that 

private and family-owned companies have 

a strong internal culture and system of val-

ues, which play a greater role than in other 

types of companies (public or state-owned). 

In addition, respondents are confi dent that 

their employee relations and social initia-

tives are marked by the highest level of 

responsibility. In this context, a highly criti-

cal issue for the heads of private and fam-

ily-owned companies is transitioning their 

business to the next generation. 

Building a culture of business management 

among successors and transforming family 

values into business values can create the 

necessary grounds for continuing the legacy 

of a pioneering entrepreneur’s success story 

through building a success story for his en-

tire family. The owners of any company are 

naturally concerned about the smooth tran-

sition of a private or family-owned company 

to the next generation through identifying 

family members who can take on leadership 

roles, settling confl icts among family mem-

bers and fostering a culture of cooperation 

among them.

Most survey participants indicated that 

they have taken specifi c measures aimed 

at settling confl icts and ensuring adequate 

succession planning: including shareholder 

agreements (49%), an action plan for the 

owner’s disability or death (37%), invest-

ment and going-out-of-business proce-

dures (28%), and family constitutions (19%), 

among others. Some respondents (32%) 

also reported taking formal measures aimed 

at assessing the performance of family 

members employed within the company. 

In interviewing executives of Russian com-

panies, we learned that shareholder agree-

ments are the most common tool used to 

settle disputes and confl icts among the 

owners of private companies. It’s notewor-

thy that 39% of Russian private companies 

currently have no procedures in place for 

confl ict resolution or succession planning 

(versus 21% globally), however. 

Looking to the future 

At the heart of many private or family-

owned companies is the expectation that 

the business will be passed on from one 

generation to the next. Indeed, the survey 

showed that 41% of respondents plan to 

transfer ownership and management of 

their business to the next generation. No-

tably, however, over 50% of these respon-

dents still expressed doubts about whether 

the successor generation has the requisite 

knowledge, skills and drive to successfully 

move the business forward. Most Russian 

survey participants (57%), however, stated 

their intention to sell their businesses, indi-

cating various reasons for their reluctance 

to pass the business on to the next gen-

eration. These include uncertainty about 

future economic and political conditions in 

their countries, and the lack of qualifi cations 

among successors, or their unwillingness or 

unreadiness to go into business, as well as 

doubts about whether private businesses 

can rely on adequate government support.

Overall, the results of this year’s survey clear-

ly show that private and family-owned com-

panies are a dynamic and vital element of 

the global economy, and that they can con-

tribute even more to promote future growth 

if they receive the support they need, when 

they need it.
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In the early 1990s, it was natural for inter-

national companies to think about joint 

ventures (JVs) with the former Soviet “kom-

binats”. The technology that existed in the 

Soviet economy frequently was better than 

expected. Russians, hoping to be able to 

catch up with world markets, at least partial-

ly welcomed foreign experience. However, 

soon enough legal advice focused more on 

how to deal with surprises when JVs went 

going wrong, and how to soften the acri-

mony of related disputes. 

As an example, what can be done if pri-

mary and secondary markets of car suppli-

ers could not, as in other parts of the world, 

be separated, because primary market cus-

tomers could not be trusted not to resell 

spare parts? Or how to close a loss-making 

plant that had been run by an irate minor-

ity shareholder for some time? The Russian 

kombinats would, mostly unsuccessfully, 

in the meantime, have tried to compete in 

access to the fi nal customer, for instance, by 

producing new passenger cars. Even when 

they had bought technology from the West, 

they would continue to use parts that were 

produced by suppliers that were part of the 

very kombinats (the so-called captive sup-

pliers). In other words, their vertical integra-

tion continued to be very high, and predict-

ably the success in the market limited. Those 

developments were most easily visible in 

the automotive industry, but, in a similar 

manner, also happened in the agricultural 

machinery, the chemical and, to a certain 

extent, the steel industries. In the end, the 

conclusion was that the expectations of the 

parties diff ered too much for JVs to make 

sense.

Now, it appears to be time to again revisit 

the usefulness of JVs. The surviving succes-

sors of the former Soviet kombinats have 

woken up to the fact that their vertical in-

tegration still is so high as to endanger their 

competitiveness against world market lead-

ers. Some corporate histories have shown 

that a late transition to competitive enter-

prises can be risky. For instance, a major 

Russian tire producer, after having bought 

a western European competitor and done 

an IPO in 2005, ran into fi nancial diffi  culties 

from which it did not recover. 

Most of the Russian automotive giants have 

sophisticated JV strategies in place or are at 

least open to considering JVs. A key driver 

for this is that, from the perspective of the 

Russian companies, one of the key reasons 

for making decisions is that political trouble 

when dismissing employees can be avoided. 

This in turn can now be an attraction to the 

relevant investor as skilled workers are not 

abundant in places like Kaluga. Also, there is 

a chance, when transferring long-term em-

ployees, of acquiring the in-built knowledge 

and access to old technologies that are no 

longer available elsewhere. 

In many cases, there is no need for overly 

high investment. In some cases, it is also 

possible to profi t from investments been 

made by the Russian partner which had 

been more focused on the quality of the 

equipment than on bringing advantage in 

markets.

Frequently, Russia does not display its 

wealth in resources to the investor, but 

rather makes it diffi  cult to access electric-

ity and other essential supplies required. As 

existing factories will have ongoing relations 

with suppliers, energy is not as much of an 

issue as when setting up a new production 

facility. Additionally, access to some goods, 

like steel, when bought locally and without 

the transport and other logistical costs that 

would elsewhere arise, can give an easy 

competitive advantages. 

It is important to have access to a purchaser 

community for the manufacturer of spare 

parts that would otherwise be very diffi  cult 

to build. By way of an example, if a verti-

cally integrated kombinat ensured that all 

supplies are made through it only, there 

may well be a chance of access to a market 

that would otherwise require years of work 

to open up. There is only a limited time in 

which manufacturers have to comply with 

local content requirements and therefore 

are specifi cally interested in suppliers also 

manufacturing in Russia. Imagine, for in-
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stance, the potential of working together 

with a well-established manufacturer of 

buses or trains. Needless to say, success in 

local markets requires good contacts with 

municipalities, in the case of the buses, and 

Russian Railways, in case of the trains. A part-

ner having that would be ideal for negotiat-

ing off -take guarantees or at least rights of 

fi rst off ering goods in a manner that, when 

used at the right time, could allow for a sig-

nifi cant improvement in relevant market 

share.

Accordingly, one of the key issues is that 

targets should be quickly identifi ed. Whilst, 

typically, suppliers will have ongoing con-

tacts in an industry, the best way to ap-

proach joint venture negotiations will not 

be known by the existing staff , but easily 

available through specialized consultants. 

Discussion with them should also allow a 

relatively quick assessment of the viability 

of the chosen approach, agreement on a 

negotiation strategy and establishment re-

alistic time-lines. 

Deployment of resources at the negotia-

tion phase is important as sales contracts 

need to be synchronized with the setting 

up of the local production facilities. An 

important part of the negotiations is the 

valuation of property. This used to be dif-

fi cult when Russian counter-parties held 

unrealistic expectations. It is now easier 

because the Russian counterparty will 

tend to focus on the profi t of the JV in-

stead of trying to generate revenue quick-

ly. The Russian side will typically want to 

have a share close to 50%. To ensure sta-

bility of shareholders relations, an off shore 

vehicle (Cyprus, Swiss) for the joint ven-

ture will be set up. A schedule of manage-

ment functions as typical for shareholders’ 

agreements will frequently be agreed at 

the start. This will be easier than it used to 

be because staff  with experience working 

for international companies is now read-

ily available for most functions. Given that 

negotiations in such contexts have now 

become routine, it is much more likely 

that the negotiation process will comply 

with expectations.

In countries like Brazil, the advent of the car 

manufacturing suppliers in the ’60s and ’70s 

of the last century changed the industrial cli-

mate completely and irreversibly. In Russia, 

this process is starting now and, as in Brazil, 

it is bound to have signifi cant impact on the 

economy, and to present major opportuni-

ties.
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We tend to think of the business environ-

ment as a country characteristic. In fact, one 

often tends to compress it to a single num-

ber, a country-ranking for instance. Russia 

is ranked 112th in the 2013 Doing Business 

report, an improvement of eight positions 

over previous years thanks to streamlined 

tax administration procedures.

At the same time, many key aspects of the 

business environment depend on regional 

and local legislation and on implementa-

tion of country-wide reforms at regional 

level. For instance, local authorities are usu-

ally responsible for construction permits 

and issues relating to access to land. Further, 

regional and municipal governments ac-

count for approximately half of consolidated 

government spending in Russia. They are 

primarily responsible for key public services, 

such as health-care and education. The re-

gional dimension is thus very important 

when understanding and assessing the 

business environment. 

To get a better understanding of business 

environment issues, the European Bank for 

Reconstruction and Development (ERBD) 

and the World Bank regularly conduct Busi-

ness Environment and Enterprise Perfor-

mance Surveys (BEEPS). These involve face-

to-face interviews with enterprise managers 

and examine the quality of the business en-

vironment as determined by a wide range 

of interactions between fi rms and the state.

To date, four rounds of the survey have been 

conducted in emerging Europe and Central 

Asia (1999, 2002, 2005 and 2008-09). Simi-

lar enterprise surveys have also been con-

ducted in over 100 developing economies 

by the World Bank Group, providing fully 

comparable information and business data 

for all these economies. 

The key objective of the BEEPS is to gain an 

understanding of how the business envi-

ronment aff ects fi rms’ operations. The BEEPS 

covers topics such as infrastructure, compe-

tition, sales, supply of inputs, labour, innova-

tion, access to land, permits and certifi cates, 

crime, fi nance and business-government 

relations. It also collects characteristics of 

enterprises and their decisions regarding 

investment, employment, and sales. This 

helps to link the nature of the business envi-

ronment to economic outcomes such as the 

growth and productivity of enterprises. 

The survey also collects subjective opinions 

of the business environment. Namely, man-

agers express their views as to what extent 

various components of the business envi-

ronment, be it access to electricity or lack 

of skilled personnel, are seen as obstacles to 

the operation and growth of their business.

The fi fth round of BEEPS in Russia was 

launched in August 2011, in cooperation 

with the Ministry of Economic Develop-

ment, the Centre for Economic and Financial 

Research at New Economic School (CEFIR), 

and with support from the EBRD Share-

holder Special Fund and Vnesheconombank 

(VEB). 

For the fi rst time the survey includes rep-

resentative samples of businesses in 37 of 

the 83 regions of Russia, across all federal 

districts. In total, more than 4,000 randomly-

selected enterprises were surveyed. In each 

region the surveyed fi rms include small, me-

dium-sized and large enterprises, operating 

in the manufacturing, wholesale and retail 

trades, transport, construction, and other 

service sectors. 

The new BEEPS thus provided a unique oppor-

tunity to get insights into the perceived quality 

of the business environment in Russia’s various 

regions. However, interpreting results of a sur-

vey such as BEEPS is not straightforward. 

One diffi  culty lies in the fact that respon-

dents to the survey may have diff erent 

standards in defi ning a “major obstacle” con-

straining their business. And fi rms may diff er 

in their willingness to complain about prob-

lems like getting an electricity connection. 

Another diffi  culty is related to the fact that 

characteristics of fi rms responding to the 
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survey may aff ect their demand for certain 

public goods and impact on the level of 

quality that they expect from the business 

environment. Customs matters much more 

for fi rms that export or import than for fi rms 

that only work with domestic counterparts, 

while manufacturing fi rms may have a high-

er demand for transportation services than 

IT fi rms.

To address these problems, one can look 

at fi rms’ answers for a particular constraint, 

such as business licensing, relative to all oth-

er answers, thus controlling for “propensity 

to complain”. One can then try to explain the 

answers using various observed characteris-

tics of the fi rm, such as industry or exporter 

status and use the “unexplained”, residual, 

component of fi rms’ answers. These residu-

als refl ect the business environment qual-

ity as perceived by a representative fi rm: a 

privately-owned manufacturing fi rm with 

around 20 employees which sells in the do-

mestic market and is led by a male chief ex-

ecutive offi  cer who has been with the fi rm 

for around six years.

This type of analysis does not directly reveal 

if the overall business environment in one 

region is better than in another. It however 

can indicate which constraint is regarded by 

a representative fi rm as being more prob-

lematic in a given region, given other con-

straints and given fi rms’ demand for various 

components of business climate. 

Overall, the results reveal substantial varia-

tions across the regions in terms of the quality 

of the business environment. The diff erences 

are particularly large in areas of competition 

from the informal sector, access to physical 

infrastructure, access to land and tax admin-

istration. Table 1 reports the three most bind-

ing constraints as perceived by representative 

fi rms in each of 37 regions. Nationwide—tax 

rates apart—corruption, access to fi nance 

and shortage of skills emerge as the top three 

constraints to doing business. However, in no 

region are they replicated in that order. In fact, 

in some regions, fi rms complain about ele-

ments of the business environment that do 

not, on average, rank highly as constraints in 

the country as a whole. 

For example, in the Primorsky region access 

to land is the most binding constraint, while 

it only appears among top constraints in 

two other regions. The Kaliningrad region is 

the only region where trade regulations and 

customs were among the three top con-

straints to conducting business—perhaps 

unsurprisingly, given its enclave location. 

The survey also suggests that fi rms in the 

neighbouring regions can often face very 

diff erent constraints to their activities. For 

instance, in the Khabarovsk region fi rms are 

most concerned about the supply and qual-

ity of the physical infrastructure: transport, 

access to electricity and telecommunica-

tions. At the same time none of these con-

straints features prominently in the regional 

business environment “profi le” of the neigh-

bouring Primorsky region, where competi-

tion from the informal sector and corruption 

are among the top obstacles in addition to 

access to land. Transport infrastructure also 

tops the list of concerns in Leningrad region. 

This does not imply that infrastructure in 

Leningrad region is objectively worse than 

elsewhere. But it does suggest that given 

the profi le of fi rms and business environ-

ment in the regions, improving transport 

infrastructure can yield largest benefi ts in 

Leningrad region and Khabarovsk region, 

while improving access to land should be a 

priority in Primorsky region.

In regions around Moscow, workforce skills 

are among the most severe constraints to 

doing business. This does not necessarily re-

fl ect the objective quality of human capital 

in these regions and may be largely due to 

the proximity of regions such as Tver or Yaro-

slavl to Moscow and the impact that this 

megalopolis has on local labour markets. An 

important exception is the Kaluga region, 

where skills do not appear to be more of 

a constraint than elsewhere in Russia. This 

may refl ect the initiative of the local authori-

ties to attract and retain skilled labour as 

well as vocational training programmes set 

up jointly with private investors.

Enforcement of federal reforms also varies 

by region. For example, a series of laws was 

passed between 2001 and 2004 that lim-

ited the number of scheduled inspections, 

abolished the majority of license require-

ments and introduced a “one-stop shop” 

for company registration. A new study by 

Ekaterina Zhuravskaya and Evgeny Yakovlev 

fi nds, however, that enforcement of these 

laws was incomplete and varied by region. 

Even several years after the law was passed 

the majority of licenses obtained by small 

fi rms had no legal basis. The fi rms none-

theless found it easier to comply with such 

demands than to contest them. The study 

further found that liberalisation reforms 

were enforced to a greater extent in regions 

>>
Many key aspects of the business environment 

depend on regional and local legislation and on 
implementation of country-wide reforms 

at regional level

>>
Enforcement of federal 

reforms also varies
by region
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with a greater transparency of governance. 

Ensuring that liberalisation reforms are not 

only passed but also eff ectively implement-

ed at the regional and local levels remains a 

challenge.

Interestingly, in virtually all regions, fi rms 

that innovate, i.e. introduced a new prod-

uct over the last three years, feel more con-

strained by poor business environment than 

fi rms that do not innovate. The diff erences 

between the answers of innovating and 

non-innovating fi rms are most striking with 

regard to skills, customs and trade regula-

tions and corruption. 

To have more innovation, Russia clearly 

needs a better business environment, which 

means a better business environment in 

the regions. Here the regions could perhaps 

learn from each other’s strengths and suc-

cesses through peer-to-peer exchanges. 

Surveys such as regional BEEPS and Do-

ing Business Sub-national can help to raise 

awareness of such strengths and weak-

nesses.
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Key characteristics

• Area: 37.2 thousand km2

• Population: 1.3 mln.

• Regional centre: Ulyanovsk 

• Labour resources: 807,200 

The Ulyanovsk region is situated in the 

south-east of the European part of Russia, in 

the centre of the Volga region, lying about 

875 km from Moscow. Its advantageous 

geographic location in the centre of the in-

dustrially developed and densely populated 

Volga Federal District makes the region an 

attractive hub of federal and international 

logistics routes. Within a radius of 500 kms 

there are 47,000 industrial enterprises pro-

ducing 15% of the industrial product of 

Russia. The main industry in the region is 

machine building. The leading branches are 

the aircraft industry, the automobile indus-

try, machine tool construction, heavy power 

generation equipment and the transport 

engineering industry. 

Today a unique system of support for invest-

ment and a favourable investment climate 

have been realised in the Ulyanovsk region, 

after seven years of intensive work. This is 

supported by assessments from world ex-

perts.

According to the international rating “Doing 

Business in Russia-2012”, prepared by the 

World Bank and the International Finance 

Corporation in 2012, Ulyanovsk took fi rst 

place among Russian cities as far as condi-

tions for doing business was concerned.

Andrey Belousov, former Minister of Eco-

nomic Development of the Russian Federa-

tion, has said: “The best thing to do would 

be to transfer the capital to Ulyanovsk be-

cause it is an absolute winner in the rating. 

In that case, thanks to this act, Russia would 

immediately move from the 112th to 70th 

place in the rating in diff erent countries in 

Doing Business.”

The Ulyanovsk region is among three most 

favoured regions for German investments, 

according to results of surveys of the popu-

larity of Russian regions among German 

businessmen, conducted by Russian-Ger-

man Trade Chamber in 2012.

These enviable results have been achieved 

thanks largely to the fact that the govern-

ment of the region has put its hopes in at-

tracting investment. The volume of invest-

ments increased between 2004 and 2012 

six-fold, from 285 million to 1.825 million 

Euros. Such foreign companies as SAB-

Miller, Mars, Henkel, Takata, Quarzwerke, 

Gildemeister, Jokey, Schaeffl  er, Pilkington, 

Hempel, Fresenius Medical Care, Legrand, 

Hilton and McDonald’s, and also large Rus-

sian companies like Mordovcement, Eu-

rocement, Sollers and PM Packaging have 

come to the region.

The system of cooperation 

with investors

 The region has created a so-called “de-

velopment bloc” which includes high-

profi le ministries and departments of the 

government of the Ulyanovsk region, in 

particular the Ministry of Strategic De-

velopment and Innovations and other 

bodies outside the government. First of 

all, in 2008 the Ulyanovsk Region Devel-

opment Corporation was created, bring-

ing together a team of professionals who 

effi  ciently support investors coming into 

the region, and creating conditions for 

their success. The Corporation is a single 

“dispatcher”, which cooperates with in-

vestors at every stage of investment proj-

ect realization: from initial negotiations to 

putting a plant into operation. 

The system of cooperation with investors 

operates on a standard scheme and in-

cludes preliminary negotiations, detailed 

discussion of technical and fi nancial con-

ditions for project realization, the signing of 

an investment agreement, preparation for 

construction, construction itself and plant 

commissioning. 

Applying to the region 

and negotiating 

Negotiations are the fi rst step for every com-

pany. An investor can apply to the Corpora-

tion by telephone or e-mail, through the 

offi  cial website of the Corporation by an 

on-line inquiry or through the offi  cial rep-

resentative offi  ce of the Ulyanovsk region in 

Dmitry Ryabov

Born on 2 October 1976 in Ulyanovsk. 

In 1998, Dmitry Ryabov graduated from 

the Ulyanovsk State Technical Universi-

ty’s Organization Management Depart-

ment. In 2001, he fi nished postgraduate 

studies in Management of the National 

Economy. Mr. Ryabov started his career 

as a self-employed businessman, and 

then was appointed director of several 

commercial enterprises. From 2006 to 

2008, he was the Minister of Invest-

ments and External Relations of the 

Government of the Ulyanovsk region. In 

2008, he was appointed Deputy Chair-

man of the Ulyanovsk Region govern-

ment. While there he was put in charge 

of regional enterprise, investment and 

tourism policy. From 2009 to the pre-

sent, Dmitry Ryabov has been the CEO 

of the regional development institution 

OJSC “Ulyanovsk Region Development 

Corporation”.
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Moscow. In addition, in February 2013 a rep-

resentative offi  ce of the Ulyanovsk region for 

our foreign partners and potential investors 

was opened in Germany (Berlin). 

Thus, independently from a chosen way of 

applying an investor turns to the Corpora-

tion. The work with foreign and Russian 

investors is divided into separate divisions 

within the Corporation. Each subdivision 

works with investors individually, providing 

a detailed off er for every project and ensur-

ing its full support. Participants at all levels 

— directors of high-profi le departments of 

the Corporation, its CEO, high-profi le minis-

ters and the Governor himself — are all in-

volved in the negotiation process.

After applying to the Corporation, an inves-

tor will receive comprehensive information 

about the Ulyanovsk region, options for 

production sites, and technical and fi nan-

cial aspects of project realization in the 

region. Following the requirements of cur-

rent legislation, we do our best to reduce 

the time-scales and minimize investors’ 

expenses while “entering the region”. At 

each stage we control the process of proj-

ect realization, and examine risks if they 

appear. Our distinctive feature is that the 

Corporation was established entirely with 

state capital, so we don’t have any com-

mercial interest. Our task is to create new 

production facilities and work-places, and 

to increase the tax base. 

The negotiation stage includes working 

meetings with management and special-

ists from potential investors both in Russia 

and abroad. Undoubtedly the most effi  cient 

method is through visits of a working team 

from a potential investor to the region. That 

enables an investor to inspect a variety of 

potential sites, conduct meetings with sup-

plying companies and recruiting agencies, 

and also to discuss conditions of doing 

business in the region with representatives 

of companies which have already made 

investments in the Ulyanovsk region. This 

helps an investor understand that the whole 

process is organized, and see that every-

thing is transparent and clear.

From its side, the government of the Uly-

anovsk region participates in every stage 

of negotiations and continually supervises 

the process of preparation for construction 

and construction itself. The whole process 

of investment project realization is under 

the personal control of the governor, and 

consequently is provided with a full range 

of administrative support. For the inves-

tor’s convenience, all contacts at all stages 

of project are made only through the Uly-

anovsk Region Development Corporation.

The economic system of support 

of investment projects

All arrangements regarding the fi nancial, 

technical and time aspects of a project 

reached during negotiations are recorded in 

an investment agreement, which is signed 

between the government, the investor and 

the Corporation. The government’s obliga-

tions under the agreement, as a rule, consist 

in providing administrative support at each 

stage of the project, from obtaining the nec-

essary permits and approvals prior to the 

plant’s start-up and during the entire period 

of the operation of the plant, as well as to 

the provision of tax incentives. 

Today a unique fi nancial environment for 

investors exists in the Ulyanovsk region. 

Under the current law, an investor does 

not actually pay taxes on income, property 

and transport to the regional budget for 10 

years, and for the following 5 years taxes are 

paid at reduced rates. This 15-year “tax holi-

day” allows the investor to save from 30% to 

50% of the total expenditure invested in a 

project. Regarding the Corporation, the in-

vestment agreement fi xes the obligation on 

provision of the land plot and timely provi-

sion of infrastructure for it.

Localisation in the region

When making a decision to locate produc-

tion in the Ulyanovsk region, an investor can 

choose either a greenfi eld site, a non-occu-

pied land plot provided with all the necessary 

infrastructure, or a brownfi eld site, which is a 

prepared production facility, or on a “built-to-

lease” (or “built-to-suit”) basis, accommoda-

tion in a building built in accordance with the 

requirements of the investor, on lease terms. 

Nowadays in the Ulyanovsk region there four 

industrial parks, “Zavolzhye”, “Karlinskaya”, “No-

voulyanovsk”, “Novospasskoye”, and a Special 

Economic Port Zone.

“Zavolzhye”, which covers 623 hectares, 

was opened in 2008, one of the fi rst cer-

tifi ed industrial parks in Russia. It is fully 

provided with the necessary engineering 

infrastructure and facilities: electricity, gas, 

water, sewerage and storm drainage, roads 

and railways, and telecommunications. The 

park meets the requirements of all existing 

and potential residents. All land plots within 

the industrial zone are owned by the Devel-

opment Corporation and therefore can be 

directly purchased by an investor under a 

buy-sell agreement. 

We have carried out all the environmen-

tal, geodesic and geological surveys of 

the sites in the industrial zone so we can 

guarantee their legal and ecological safety. 

>>
Today a unique system of support for investment

and a favourable investment climate
have been realised in the Ulyanovsk region,

after seven years of intensive work
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Currently, within “Zavolzhye”, projects are 

being implemented by twelve compa-

nies, mostly of foreign origin: SABMiller 

(EFES, brewery), MARS (placed 2 plants 

in the region — pet food and confection-

ery production), TAKATA (production of 

automotive safety systems), Gildemeister 

(machine-tool production), Jokey Holding 

(production of plastic packaging), Schaef-

fl er Group (production of automotive and 

industrial components) and Pilkington 

(energy-saving glass production). Many of 

these companies chose the Ulyanovsk re-

gion for their fi rst production plants in Rus-

sia. A recent achievement is the investment 

agreement for car tire production, signed 

the 12 April 2013, with two companies of 

worldwide reputation: the Bridgestone 

and Mitsubishi Corporations. The plant in 

Ulyanovsk will be one of the largest car tire 

production centres in Russia. 

On the opposite bank of Volga River, we are 

developing a new industrial park, “Karlinska-

ya”, where companies will be off ered green-

fi eld sites as well as built-to-suit locations.

Brown-fi eld sites are selected, as a rule, by 

the manufacturers of automotive compo-

nents. The logistical position of the Uly-

anovsk region, surrounded by the major 

machine construction centres in Russia, 

provides optimal transport routes and 

profi table logistics for the supply of raw 

materials for the production of automo-

tive components, as well as for the delivery 

of fi nished products to the car assembly 

plants of Russia. With the assistance of 

the Development Corporation, automo-

tive component manufacturers can easily 

fi nd a suitable brown-fi eld site in the Uly-

anovsk region. In particular, there are two 

specialized areas on the basis of existing 

facilities, industrial parks “DAAZ” and “UAZ”. 

For example, the Japanese company KOI-

TO, the world leader in automotive lamps 

and optics, has sited its production on the 

park “DAAZ”, located in Dimitrovgrad in the 

Ulyanovsk region. Dimitrovgrad has a very 

favourable geographic location in relation 

to its core customer, OJSC “AvtoVAZ’, which 

only hundred kilometres away. 

Special Economic Port Zone

In the region there is one site with a special 

tax and customs regime which has fed-

eral status: the Special Economic Port Zone 

(SEPZ), created on the basis of the interna-

tional airport “Ulyanovsk-Vostochny”. Today, 

it is the only special zone connected with 

aviation in Russia. This is a logistics hub and 

a custom port for foreign manufacturers. It is 

designed for companies specializing in the 

repair and maintenance of aircraft, manufac-

turing of aircraft and aviation components, 

and logistics services. There are already 

six occupants, “Volga-Dnepr Technics Uly-

anovsk”, “FL Technics Ulyanovsk” LLC (“Avia-

SolutionsGroup” (Lithuania), “Aircraft Factory 

Vityaz” LLC,“Interavionika” (OJSC “Aviapribor 

Holding”), “AAP-Rus” LLC and CJSC “Prom-

tech Ulyanovsk”. About 10 more companies 

are currently preparing projects for imple-

mentation.

 Construction

The government of Ulyanovsk Region and 

Ulyanovsk Region Development Corpora-

tion provide complete support to the inves-

tor in both the pre-construction preparation 

phases, assistance in preparation and ex-

ecution of all necessary permits and project 

documentation and, if necessary, imple-

mentation of the control function at the 

construction site, thus providing support 

in a “single window” regime. However, the 

investor is completely independent in the 

selection of suppliers and contractors.

Personnel

One of the main advantages of the Uly-

anovsk region in comparison with many 

other regions of Russia nowadays is the fact 

that it has an impressive personnel reserve 

to meet the labour requirements of existing 

and future enterprises. Annually, 17 univer-

sities and 35 secondary vocational schools 

educate more than 74,000 students, pro-

ducing highly qualifi ed new employees and 

work specialists. 

Companies investing in the Ulyanovsk re-

gion have the opportunity to actively par-

ticipate in the process of personnel training 

for their enterprises. In terms of cooperation 

with investors and educational institutions 

in the region we create training centres for 

training and re-training to the needs of spe-

cifi c enterprises. For example, the German 

company, Gildemeister, plans to create a 

regional training centre where all the com-

petencies required for production of high 

precision machines will be centred. 

Dr. Rüediger Kapitza, CEO and Chairman 

of the executive board of Gildemeister AG 

says: “Our enterprise in the Ulyanovsk region 

will be the newest and, accordingly, the 

most modern production facility of our fi rm 

in the world. We will establish training cen-

tre there. We consider the region possesses a 

high level of personnel training and, of par-

ticular importance for us, of technical spe-

cialists .In cooperation with the government 

of the Ulyanovsk region we plan to integrate 

into the facility the educational institutions 

of the region where we will train up to four 

thousand young people annually.”

Social infrastructure

We understand the importance of an ap-

>>
The logistical position of the Ulyanovsk region provides

optimal transport routes and profi table logistics
for the supply of raw materials
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propriate and comfortable environment 

for doing business and living for the per-

sonnel of foreign companies. This includes 

the availability of kindergartens, schools, 

quality housing, medical facilities with Eng-

lish-speaking personnel, developed road 

infrastructure, direct fl ights to Europe, the 

presence of an entertainment industry and 

safety in living and doing business in the 

region. In the Ulyanovsk region signifi cant 

attention is paid to this. 

In 2010 the park-hotel “Imperial Club De-

luxe” was opened, and nearing completion 

is the international-standard hotel, “Hilton 

Garden Inn”. A “Marriott” hotel is planned, 

and the concept of an apartment-hotel is 

being worked out, in which the investor 

will be provided with a full range of accom-

modation services. Likewise, the establish-

ment of an international school with certi-

fi ed educational programmes for children 

in foreign languages is being considered. In 

summer 2013, from the international airport 

“Ulyanovsk-Vostochny”, direct fl ights to Ger-

many will be launched. The airport terminal 

is also being modernized, and numerous 

shopping malls meeting international stan-

dards are being opened. 

So already today we are making our best ef-

forts to make the Ulyanovsk region one in 

which, within a year or two, it will be com-

fortable to live and to work.
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Being an important international fi nan-

cial centre, Moscow has been attracting 

investors’ attention at all times. In 2012 

the amount of investment in fi xed as-

sets exceeded 1 tln roubles. The growth of 

fi xed-asset investments amounted to 8.5% 

compared to 2011, which is higher than the 

average rate for Russia. Private investments 

represent 70% of the entire amount. Mos-

cow accounts for around 23% of all direct 

foreign investment in Russia.

High attractiveness of Moscow for inves-

tors is determined by its capital status, high 

income level of its citizens and existence of 

strong fi nancially reliable demand as well as 

developed transportation infrastructure ties 

with other Russian regions. For many years 

considerable investments have been fl ow-

ing to Moscow without any special com-

plex measures taken by the Government of 

Moscow. It is obvious that lately most invest-

ments have been made in the high-yield 

sectors, such as construction of residential 

buildings, shopping malls, entertainment 

and business centres. At the same time, the 

negative infl uence of new constructions 

and absence of suffi  cient infrastructure cre-

ated huge burden for the city and aggra-

vated the urban environment quality. The 

costs of infrastructure development were 

fully borne by the city budget.

Today our primary goal is to create favour-

able conditions for attraction of private in-

vestments in Moscow, including brand new 

sectors. Moscow is interested in bringing 

new technologies, including management 

techniques, in developing and off ering ad-

vanced services for Moscow citizens.

Moscow authorities develop a comprehen-

sive set of measures to provide more com-

fortable conditions to attract new investors. 

Main priorities for City Government are re-

duction of cost of doing business, simplifi ca-

tion of administrative procedures, expansion 

of access to infrastructure, development of a 

competitive environment. 

For instance, last year signifi cant changes 

were introduced in the land property auc-

tions process, which became more transpar-

ent. The procedure for participation in land 

auctions was simplifi ed — now a bidder 

should submit only three documents dur-

ing the tender application, auction process 

information (including characteristics of an 

object, photographic materials and location 

plan) is posted on the offi  cial website. The 

procedure of conducting road shows dedi-

cated to all land property that is put up for 

auction became an integral component of 

the bid campaign.

The Moscow Government aims to develop 

long-term mutually benefi cial relationship 

between authorities and business com-

munity, which will supply both citizens’ 

and investors’ needs. One of the key goals 

is to attract private investments in sec-

tors which have been traditionally funded 

from the city budget — public healthcare 

services, education and transport. One of 

the mechanisms that are implemented in 

order to achieve this purpose is private-

public partnership.

Concession agreements, a form of private-

public partnership which is rather new 

mechanism for Moscow, are now being tried 

out in the city. For example, in healthcare 

sector, municipal hospital № 63 is one of the 

fi rst objects of the concession agreement. It 

is one of the oldest medical institutions in 

Moscow. The total planned investment for 

this project amounts to 4.37 bln roubles, 

from which on reconstruction it is planned 

to spend about 2.88 bln roubles and on the 

technical equipment of the hospital — 1.49 

bln roubles. The main criterion of the an-

Svetlana Ganeyeva
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nounced tender is the mandatory scope of 

medical services covered by compulsory 

hospital insurance (from 20% to 30% of total 

provided medical services). 

The application to given competition was 

fi led by one of the leading specialized op-

erators (“European Medical Centre”), which 

has extensive experience in such high-tech 

medical services provision projects. Now 

Moscow Government is preparing a list of 

other healthcare facilities that are planned 

to be reconstructed with the help of attract-

ing private investments. As a result, the new 

medical cluster will be created where mu-

nicipal hospital № 63 will be a pilot project.

Another important investment sector is pre-

school education and child care. Now we are 

actively encouraging businesses to invest in 

the construction of day-care centres on favour-

able terms. The Moscow Government is willing 

to lease out real property and land plots for a 

49-year term for establishment of day-care 

institutions. It is contemplated that as soon as 

such day-care centres become fully operable, 

the annual rent will be reduced to 1 rouble for 

1 m2 (provided that at least 80% of the total 

number of children visiting such private cen-

tres should be natives of Moscow). Under this 

investment program, around 30 real property 

units are to be off ered for lease through the 

tender procedure. As per today, a tender for 

sale of land lease rights for the construction 

of a day-care centre in Central Administrative 

District has been carried out, and another four 

land plots in various parts of Moscow are to be 

leased out during this year. Along with given 

program, last February the Moscow Govern-

ment passed a resolution to provide municipal 

subsidies to private investors who entered into 

service concession arrangements and provide 

services to citizens on the child care waiting list. 

We are adopting life-cycle contract (LCC) mech-

anisms for transport infrastructure. It is a new 

approach to the purchase and operation of the 

subway cars that is being currently tried out. The 

introduction of this system will reallocate the 

burden on the city budget, which is extremely 

important taking into account the capital inten-

sity of such projects, as well as the growing need 

of development of the underground transport. 

LCC is a new form of public-private partnerships 

for Russia, but it has already proved its effi  ciency 

in other countries, particularly in the transport 

and infrastructure projects where the costs for 

repair and maintenance of the facilities are com-

parable to its value.

Moscow is also actively off ering incentives for in-

novation businesses. During the period of 2012-

2016, the city is going to allocate 8.2 bln roubles 

from the budget for the creation of technologi-

cal parks, technopolises, industrial parks, where 

most favourable conditions will be created for 

the development of high-tech and knowledge-

intensive businesses. For instance, tax incentives 

have been off ered for innovative companies. 

They enjoy exemption from property tax for 10 

years, while the income tax rate for them will be 

13.5% compared to standard 18%. 

We hope that due to the above mentioned 

solutions the fl ow of both Russian and West-

ern investments to the city’s economy will 

increase dramatically.

The success of any project is ultimately de-

termined be the eff ectiveness of the fi nan-

cial model off ered to investors. Our prime 

objective is to conduct a dialogue with in-

vestors, fi nd the ways for mutually benefi cial 

cooperation, and streamline investments. 

We are pleased to present the fourth edition of our annual “Job market 
overview and salary survey”. This year the survey embraced 5,510 

high-level professionals and middle and senior managers. We hope that 

the data presented in the book will help you and your business better 

navigate the contemporary trends in the labour market. Please request 

your free copy at www.antalrussia.com/salary-survey-request-form.

Executive Recruitment Antal Russia 

+7 (495) 935 86 06 
info@antalrussia.com
www.antalrussia.com

Antal Kazakhstan 

+7 (727) 261 90 95/96
info@antalkazakhstan.com
www.antalkazakhstan.com 

JOB MARKET OVERVIEW AND SALARY SURVEY 2013-2014 1JOB MARKET OVERVIEW AND SALARY SURVEY 2013-2014

Russia | Kazakhstan 
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A member of the

1 in 10 middle and top managers 
in Russia expect a minimum salary 

rise of 50% when they move jobs.  
Is that what you  
would expect? 

>>
Another important 
investment sector is 

pre-school education 
and child care 
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It is well accepted that Small and Medium-

sized Enterprises (SMEs) play a major role 

in most economies, both in terms of the 

economy itself and also social infrastructure. 

However, this sector has not received the re-

quired investment and resources in Russia. 

But attitudes in Russia are changing and we 

see this in terms of increasing pronounce-

ments of support from top politicians and 

government offi  cials. As an example the 

state owned bank, Vnesheconom Bank, has 

a subsidiary dedicated to fi nancing SMEs—

“SME Bank” at http://www.mspbank.ru/. The 

AEB SME committee invited the SME Bank 

to make a presentation at its open event 

held on 4 December 2012.

 As a way of introduction to what we feel are 

some of the most important issues to con-

sider by SMEs investing in Russia, we would 

point out that the general lack of attention 

and support for SMEs means that owners 

or managers of smaller operations are often 

shocked by the cost of entry into the mar-

ket, both in time and money. One low-cost 

market entry strategy is to use a Professional 

Employee Service whereby a local service 

fi rm hires your Country Manager or Sales 

Rep onto their books, saving you the time 

and cost of setting up shop. This Employee 

without Establishment model is not without 

its risks, and one should also consider the 

relevant tax aspects. Local service providers 

are now off ering package solutions tailored 

for SME start-ups.

Below, based on our more than 15 years of 

experience in the outsourcing market, we 

highlight some of the issues that we con-

sider important. 

SETTING UP A LEGAL PRESENCE: LIM

ITED LIABILITY COMPANY LLC; JOINT 

STOCK COMPANY JSC; REP OFFICE; 

BRANCH

Limited Liability Company (LLC)

The easiest way to go is to set up an LLC, or 

OOO as it is known in Russia. Russian law al-

lows for a single shareholder and a single ex-

ecutive, the General Director. Both corporate 

and individual shareholders are allowed. In 

order to complete the registration process it 

is necessary to have a General Director, and 

this brings us to often one of the fi rst chal-

lenges as the company may not have identi-

fi ed: someone to fi ll the role. As an interim 

solution, until a suitable candidate is found, 

it may be desirable to outsource this func-

tion to a reputable third party. Also, at the 

incorporation stage, it will be necessary to 

specify a registered address and again, as an 

interim measure, an out-sourcing specialist 

can provide a solution until premises have 

been found.

For a corporate shareholder, the process is 

more complicated as the Chief Executive Of-

fi cer (CEO) of the corporation must sign the 

application for incorporation. This can be 

done in the home country and sent to Russia 

for translation and fi ling. Another option is for 

the CEO to come to Russia to complete the 

process. If this is not possible, then a nominee 

shareholder (this would be the local manager, 

if he is trusted or one provided by the legal fi rm 

handling the registration) is appointed and he 

will sign all the application documents.

Alex Medlock

Before joining TMF Group, Alex worked 

for a number of banks active in Russia 

and other CIS countries. He is a leading 

expert in debt capital markets and 

structured fi nance, and has also played 

leading roles in debt capital markets, 

syndicated loans and corporate fi nance. 

Alex is based in Moscow as Manag-

ing Director of TMF Group Russia and 

is Regional Director for TMF offi  ces in 

the CIS region. He participates in the 

global management of TMF’s structured 

fi nance services business as Chairman 

of the Supervisory Board, EMEA region. 

He has a degree in economics and ac-

counting and has been a member of the 

Institute of Chartered Accountants of 

Scotland since 1985.

Chetwynd Bowling

Chetwynd Bowling is Managing Partner 

and founder at Alinga Consulting. Chet 

holds a BA and MA in Law from the 

Russian People’s Friendship University 

and received his MBA from the Business 

School of Kingston University in the 

UK. Since 1999, he has played a leading 

role in managing service delivery and 

consulting with major clients. Chet also 

specializes in the taxation of foreign 

companies doing business in Russia 

and his experience includes advising 

a large US industrial gas company on 

a multi-million dollar equity and debt 

investment in Russia, and providing 

transaction support to a French food 

manufacturer acquiring a factory in the 

south of Russia.

SMES DOING 
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RUSSIA: GETTING 
STARTED

Chetwynd Bowling

Managing Partner, Alinga Consulting

Alex Medlock

Regional Director CIS, TMF Group
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Joint Stock Company (JSC)

While the process is similar, there are some 

diff erences in the incorporation process of 

a JSC, known as ZAO by its Russian acro-

nym (see table of comparison below). For 

example, it has the additional requirement 

of having its shares registered by the securi-

ties commission at incorporation. This legal 

form is most suitable if the company is get-

ting into a joint venture with non-affi  liated 

partners.

Representative Offi  ce 

and Branch Offi  ce

Representative and Branch Offi  ces are not 

independent legal entities, but rather “sub-

divisions” of the parent company. A Rep Of-

fi ce should not engage in commercial activ-

ity, but a Branch may. 

The “accreditation” process as it is called 

in Russia can take much longer for a Rep/

Branch offi  ce compared to a LLC or JSC. The 

whole process can take 6 to 8 weeks but 

there is the possibility to opt for a “fast track” 

process.

There are some advantages of doing busi-

ness via a Rep/Branch offi  ce, such as the 

ease of moving currency out of Russia and 

obtaining work visas for staff . However, 

some activities may be limited or more 

troublesome such as the import of goods or 

certain licensed activities. 

FUNDING YOUR OPERATIONS

Once you have made the decision to set up 

in Russia, some thought should be given to 

funding your start up and ongoing expens-

es. There are a few options to consider: share 

capital, loans, parent-subsidiary fi nancing, or 

cost + arrangements.

The statutory share capital for a Russian legal 

entity is rather small (approx. 220 Euros). This 

type of funding is not very attractive, as your 

funds are stuck in Russian roubles with all 

the related currency risk. 

A loan is a popular option because it allows 

for better cash fl ow management. Cash can 

be sent in tranches when needed and can 

be re-paid if there is excess of cash in the 

subsidiary. In addition, if structured properly, 

interest on the loans can be charged to prof-

its, reducing your taxes payable. 

Parent-subsidiary fi nancing is a non-taxable 

contribution to the capital of the subsidiary 

by a parent owning more than 51% of the 

equity of the subsidiary. Apart from the ben-

efi t of managing cash-fl ows and currency 

risks as with loans, this form of fi nancing 

does not require statutory registration of the 

increased capital and increases the equity 

side of the balance sheet. 

Cost+ arrangements are becoming more 

popular as a means of fi nancing a local sub-

sidiary, which is not trading locally. Basically, 

the subsidiary “charges” the Head Offi  ce for 

all costs (rent, salary, marketing) + a markup 

based on their internal corporate practice 

and local market practice (5 to 25%). Taxes 

are paid to the local budget based on this 

“profi t.” 

FINDING A MANAGER  LOCAL OR 

EXPAT?

Should you hire a local (Russian) manager, 

with a clear understanding of the local cul-

ture and business ethics? He/she may be 

well connected, making it easier to solve 

problems when they arise. The disadvan-

tage of this option is that the talent pool for 

managers is still relatively small in Russia, 

and even as an SME, you will be competing 

with the big fi rms and be expected to pay 

top dollar to good managers. 

Another option is to fi nd an expat already 

settled in Russia, ideally, with a Russian fam-

ily and looking to stay for a while. These 

candidates usually speak Russian and have a 

good understanding of the Russian culture 

and values. They may have good connec-

tions and have worked for start-ups before, 

and so understand the needs of SMEs on a 

tight budget. The downside of this group of 

JSC (ZAO) LLC (OOO)

The charter capital is divided up into shares (aktsii). This makes 
it easier to transfer or assign shares as there is a perception of 
separation of investors from management of the company. 

The charter capital is divided up into percentages of member-
ship interest (dol’), i.e. there is an assumption of the members’ 
active involvement in the company’s activities.

If a shareholder decides to exit a ZAO then he can do so via the 
sale of his shares either to the other shareholders or to a third 
party. The value (selling price) of the shares is determined by 
the parties and is not linked by law to the net asset value of the 
company.

If a member decides to exit an OOO he can either sell his mem-
bership interest to another member or third party, or he can 
choose to sell to the company and demand that the company 
pay him his share of the current net asset value of the company. 
Such a provision must be set out in the charter of the company.

Share issues must be registered with the Federal Securities Com-
mission (FSC). Additional start-up cost and time.

No need to register with the FSC.

50% of charter capital must be paid within 3 months of registra-
tion and 50% within 1 year. Minimum capital required is 
10,000 rub.

50% of charter capital must be paid before registration and 50% 
within 1 year. Minimum capital required is 10,000 rub.

RLE Branch/Rep Offi  ce (B/R O)

Legal
A separate legal entity that bears its own liabilities. Liability is borne by the Head Offi  ce or Parent company.

Accounting Compliance and Tax Filing
In general the accounting requirements are bit more burden-
some for RLE as quarterly fi nancial statements must be 
prepared as well as full tax accounting, including VAT.

B/ROs are allowed to fi le and pay quarterly profi t taxes. This 
is an opportunity for tax planning. No value added tax (VAT) 
accounting is necessary if there is no commercial activity and VAT 
is recognized as a cost.
It should be noted that if a BO or RO engages in commercial 
activity then full tax accounting and reporting is mandatory.
The accounting requirements are not as burdensome; there are 
no quarterly fi nancial statements, but an annual report on activi-
ties (includes quasi-fi nancial statements) is made.
Rep Offi  ces which do not carry out commercial activities are 
exempt from VAT on their rent payments.

Comparison of Legal and Tax Aspects: Russian Legal Entity (RLE) vs. Branch or Rep Offi  ce

Comparison of Structure and Finance Aspects: JSC vs. LLC
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candidates is that they tend to be entrepre-

neurial and looking to set up their own busi-

ness and may not be a long-term solution.

One other option that has become more 

popular is bringing a young expat over 

from the home country. Usually not mar-

ried, ambitious, and looking for international 

experience, they are usually willing to give 

2-3 years, with relatively low pay to gain this 

experience. 

HR ISSUES IN RUSSIA

Twenty years ago staffi  ng was not a prob-

lem, instead the issue was a shortage of 

skills. Now we almost have the reverse situa-

tion where in today’s market there is gener-

ally not a problem with skills but there is an 

issue in fi nding available staff . 

It is generally accepted that Russia has a 

very well-educated work force and that 

many young people are innovative. One 

successful owner told us recently that in 

his view “Russia is a laboratory of ideas.” We 

therefore fi nd that many SMEs succeed in 

attracting good people by off ering a good 

working environment, consensual decision 

making, attention to training and develop-

ment, and maybe some form of ownership 

participation. What we have also been told 

by successful owners of SMEs is not to un-

derestimate the importance of treating 

people well, being appreciative and having 

a good working environment. Also, be open 

with people and let them know what is hap-

pening and treat them with the respect that 

they deserve. With regard to talent retention 

and motivation, salary is still the biggest 

factor. However, job satisfaction and career 

growth are growing in signifi cance. With 

regard to additional employee benefi ts, 

private medical insurance has become the 

norm, even for SMEs. 

One peculiarity about compensation in Rus-

sia is that all employees think “nett salary”. 

Therefore if a potential candidate says he is 

looking for 100 roubles in salary, then that 

is 100 roubles in his pocket, with the tax 

grossed up and paid by the employer.

 ACCOUNTING AND TAXATION

There are several systems of taxation in Rus-

sia. The most frequently encountered in-

clude the following:

a) General system of taxation — might be 

applied by all types of legal entities. All taxes 

and appropriate tax rates will be applied.

b) Simplifi ed system of taxation — was im-

plemented specifi cally for SMEs and can be 

applied by legal entities where the total an-

nual revenue does not exceed RUB 60 mil-

lion (this number is not fi xed and may vary 

from year to year). There are several other 

limitations including one that says a cor-

porate shareholder cannot own more than 

25% of the shares (i.e. a 100% subsidiary of 

foreign legal entity does not qualify). The tax 

rate is 6% (if tax basis is revenue) or 15% (if 

tax basis is profi t). Revenue and expenses 

are to be calculated on a cash basis.

Taxes and tax rates applied under the Gen-

eral system of taxation are:

a) VAT. General tax rate is 18%; for certain 

groups of goods 10%; export operations 0%. 

b) Corporate Profi t Tax. Tax rate is 20%.

c) Property tax. Tax rate depends on the re-

gion of Russia, but cannot exceed 2.2%.

d) Personal Income Tax. This is the employ-

ee’s personal obligation; tax rate is a fl at 13% 

for residents and 30% for non-residents. 

e) Social insurance payments. This is the em-

ployer’s only obligation; the tax rate is 30% 

for 2012. There is also an additional 10% for 

employees that earn over a certain thresh-

old. 

CLOSING DOWN YOUR BUSINESS IN 

RUSSIA

Before investing in setting up a legal pres-

ence, be aware that closing down a legal 

entity or rep offi  ce can take from 6 to 12 

months and can be quite expensive. The 

main problem is reconciling your tax records 

with the tax offi  ce. As mentioned, the tax 

administration is still quite bureaucratic and 

records may not be easily accessible due to 

technical diffi  culties. 

Nearly all aspects of start-up and ongoing 

compliance (legal and tax/fi nancial) require 

either hiring one or more individuals, or out-

sourcing. Either way, it is a real cost when it 

comes to Russia and it doesn’t wait for your 

sales to come in. For some businesses, work-

ing initially via a distributor or other part-

ners, using a Professional Employer Service, 

or simply working directly from the home 

offi  ce for a period, until business revenue 

can be more clearly projected, may be a 

sensible fi rst step.

>>
Before investing in setting up a legal presence,

be aware that closing down a legal
entity or rep offi  ce can take from 6 to 12

months and can be quite expensive
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On 28 December 2012, the Russian govern-

ment adopted a “Road Map” document, On 

Developing and Improving Antimonopoly 

Policy, which aims to increase competition 

in Russian business. This Road Map sets 

ambitious goals and stipulates a list of spe-

cifi c steps to be taken from 2013 to 2015, 

in specifi c industries such as pharmaceuti-

cal and medical services, air transportation, 

telecoms, oil products, etc. Implementation 

will result in improvements to people’s lives 

in Russia in the short term. 

Some of the steps stipulated in the Road Map 

are already being implemented. On 12 March 

2013, the Russian parliament adopted at the 

fi rst reading draft amendments to Federal 

Law No. 135-FZ dated 26 July 2006 On the 

Protection of Competition (the “Competition 

Law”), which abolish in most cases the re-

quirement for post-completion notifi cations 

in case of economic concentration (M&A 

transactions, reorganization, acquisition of 

assets, etc.). As indicated in the explanatory 

note to the draft amendments, such controls 

over economic concentration are not very 

eff ective. In 2011 the Federal Antimonopoly 

Service (the “FAS”) reviewed 2,124 post-com-

pletion notifi cations, but only issued instruc-

tions in 14 cases. At the same time post-com-

pletion notifi cation requires almost the same 

volume of input as a pre-completion applica-

tion, resulting in virtually the same time costs 

and expenses for an applicant. Once the re-

quirement for post-completion notifi cations 

is abolished, the FAS will focus primarily on 

reviewing pre-completion applications, as 

well as on identifying and breaking up cartels.

Cartels have recently become a hot topic for 

the FAS. Although the Competition Law has 

always prohibited such agreements, the no-

tion of a cartel was only introduced into the 

Competition Law in late 2011 together with 

other rules aimed at increasing liability for 

these off ences. The year 2012 was the fi rst 

year that FAS had applied the new provisions 

on cartels. The turnover fi nes for such types 

of administrative off ence totalled RUB 2.86 

billion (approximately EUR 71.5 million). Op-

erating a cartel is a crime and the manage-

ment of companies involved in cartels can 

be sent to jail for up to seven years. To date, 

however, the legislation has only resulted in 

a small number of prosecutions. Recently 

the Russian government adopted draft 

amendments to the Russian Criminal Code 

that would exempt the management of a 

company which was the fi rst to denounce 

the cartel from criminal liability. Although 

such companies are currently exempt from 

administrative fi nes, this exemption had 

not applied to the criminal liability of their 

management. Now the Russian govern-

ment will submit these draft amendments 

Alexey Kuzmishin

Alexey Kuzmishin, LL.M. is a Partner at 
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>>
The Road Map sets ambitious goals and stipulates 

a list of specifi c steps in specifi c industries such 
as pharmaceutical and medical services, air 
transportation, telecoms, oil products, etc.
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to the Russian parliament for consideration. 

The FAS hopes that as a result of this provi-

sion managers will become more proactive 

in denouncing cartels and providing infor-

mation about them to the competition au-

thorities. This exemption from liability is also 

contained in the Road Map. The FAS also 

plans to work more closely on cartels with 

its foreign counterparts and international 

institutions and organizations.

Subsequently there are plans under the 

Road Map to eliminate instances where IP 

rights are used to abuse or restrict compe-

tition. This would mean, for example, the 

liberalization of parallel imports. The FAS 

believes that such a measure would result 

in greater competition and lower prices. The 

Road Map also stipulates the issuance of FAS 

clarifi cations with regard to certain matters, 

including vertical agreements (dealer agree-

ments). Consumer protection measures in-

clude the drafting a law on consumer class 

actions and also the imposition of multiple 

fi nes for violations of competition rules. 

In the pharmaceutical sector there are plans 

to introduce the concept of “interchange-

able pharmaceutical drugs”, compiling a list 

of them and introducing a requirement for 

prescribing pharmaceutical drugs on pre-

scription forms based on their international 

non-proprietary names. As a result the pric-

es of pharmaceutical drugs should fall.

Steps to increase competition in air transpor-

tation include improvements to the proce-

dure for recovering the air fare if a passenger 

decides not to travel, with the establishment 

of the procedure and terms for a refund, and 

also the steps to be taken if an airline refuses 

to return the money paid by a passenger if 

he/she decides not to travel. Also foreign 

pilots will be allowed to fl y the aircraft of 

Russian airlines, and airlines will have the 

option not to include in the tariff  charges for 

on-board meals and drinks. The allowances 

for free luggage have been revised and the 

liberalizing inter-governmental agreements 

on air travel, which lift restrictions on the 

number of airlines, established routes, the 

frequency of fl ights and tariff s, will be imple-

mented. All this should result in an increase 

in competition in this sector and allow low-

cost airlines to operate in Russia.

Foreign Investments in strategic 

sectors of the Russian economy

On 9 April 2013 the Russian government 

approved FAS proposals to liberalize certain 

aspects of legislation concerning foreign 

investments in strategic sectors (“the Law”). 

As expected, the Duma has approved these 

amendments at the fi rst reading during the 

May 2013 session. 

It is a clearly stated political aim to remove 

administrative barriers to foreign invest-

ment in the Russian economy. Accordingly, 
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the draft bill removes the obligation for 

foreign investors to receive prior approval 

from the Commission on Control of Foreign 

Investments for deals involving federal sub-

soil deposits if the Russian Federation owns 

directly or indirectly more than 50% of the 

voting shares in these deposits and retains 

such control over these sites after the in-

tended transaction. 

In cases where the foreign investor already 

owns, prior to the intended transaction, 

75% of the voting shares in a Russian stra-

tegic company (federal subsoil deposits are 

excluded from this exemption), the investor 

no longer needs to receive approval for the 

purchase of additional shares. 

Another long-awaited amendment concerns 

the relaxation of rules on investing in Russian 

food enterprises. Until now they had to a sig-

nifi cant extent been categorized as strategic 

activities, including breweries, dairy plants 

and some juice producers. After the adoption 

of these amendments, prior approval from 

the government Commission will no longer 

be required.

 With regard to the reduction in technical and 

administrative barriers, foreign investors will 

now be allowed to apply for an extension of 

the duration of preliminary deal approvals that 

they received from the Commission on Foreign 

Investments if they did not manage to close the 

deal during the period of the approval term. 

Previously, it had been necessary to formally 

apply again, providing the whole set of docu-

ments required to receive such new approval. 

In a nutshell, the proposed amendments are 

certainly necessary and a right step towards 

liberalization of the foreign investment re-

gime. However, the removal of excessive 

and unintended consequences regarding 

the application of the Law does not make 

this legislation per se more liberal, but shows 

instead that the initial concept and wording 

of the Law was too protective and tended to 

complicate the infl ow of foreign direct invest-

ments. It goes without saying that interests 

of strategic national importance must be 

protected and that deals of such signifi cance 

must be controlled by the government. How-

ever, compared to other European jurisdic-

tions, it would appear possible to achieve 

this aim with far less bureaucracy and fewer 

administrative barriers. 

One of the major concerns of foreign inves-

tors is that it is often the case that the estab-

lished deadlines in the Law for the adoption 

of decisions by the government Commission 

are not met. The Law explicitly states that the 

Commission should take a decision not later 

than three, and in exceptional cases not later 

than six, months after the receipt of the ap-

plication from the foreign investor. Practice 

shows that the review process frequently 

takes longer and that this has a material ad-

verse impact on the investment climate. It is 

a major prerequisite in M&A deals that the 

time-line until closing can be calculated. This 

calculation regularly includes the time re-

quired for regulatory approvals. If a foreign in-

vestor cannot reliably expect a decision on an 

application for the approval of a transaction 

within the maximum six months as stipulat-

ed by the Law, the economic rationale of the 

whole deal may well be questionable.

The Law also stipulates that a foreign investor 

may undergo the clearance process with the 

FAS within 30 days in cases where the inves-

tor has doubts as to whether the acquisition 

of a certain stake in a strategic enterprise 

would result in “control” over this enterprise. 

The FAS is in such cases obliged to inform 

the applicant within 30 days whether the 

intended transaction requires approval from 

the government Commission or not. 

One would think that the transaction in ques-

tion would not need regulatory approval after 

receipt of notice from the FAS and that the 

respective transaction documentation could 

be signed. However, the FAS needs to inform 

the government Commission of such a deci-

sion and the Commission can still veto any 

such decision taken by FAS. Accordingly, the 

document received after 30 days from the 

FAS has no legal status until the government 

Commission takes notice and declines to chal-

lenge such a decision. The AEB Legal Commit-

tee repeatedly raised this issue during a recent 

meeting with the Head of the FAS, Mr. I.Y. Arte-

miev, and was assured that the issue would be 

resolved and that the responses of the FAS in 

this regard would be conclusive in future. 

Another matter of concern is that the FAS and 

the government Commission do not explain 

the reasons for their decisions. It could be ar-

gued that reasons might not be provided in 

cases of strategic importance. At the same 

time, however, how can an investor exercise 

its right to challenge decisions in court if no 

reasons for them have been provided?

In order to stimulate foreign investments and, 

at the same, protect national interests, it is 

necessary to adhere to established deadlines, 

provide transparent explanations and main-

tain open dialog with the business commu-

nity. Regarding the latter, we can clearly state 

that such a dialogue between the FAS and the 

AEB is very open and productive, and that the 

FAS is always willing to hear proposals from 

the European business community on how 

to improve the investment climate for for-

eign companies. Such open-mindedness is 

welcomed by European investors and greatly 

appreciated. At the same time, however, a lot 

of work still needs to be done. It is in the joint 

interests of both Russia and foreign investors 

to continue this work together by accepting 

and understanding the needs of both sides.

>>
One of the major concerns 

of foreign investors is 
that the established 

deadlines in the Law for 
the adoption of decisions 

by the government 
Commission are not met
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Leading countries today are prioritising the 

development of new technological frontiers. 

Sustainable economic growth is impossible 

without moving from a resource-based 

economy to innovation-based intellectual 

resources, high-tech and information tech-

nology, and effi  cient use of all factors of pro-

duction. The economy needs an economic 

and fi nancial architecture that will minimize 

the impact of global economic disasters, as 

well as ensure quick and timely fi nancial 

support for breakthrough ideas of local en-

trepreneurs.

Venture capital, as a necessary and impor-

tant element of this architecture, can have 

a direct impact on the foundations of eco-

nomic activity in all areas of the economy, 

thereby helping economic growth, and the 

formation of a technologically advanced, 

modern, diversifi ed economy. 

Against the background of the course of 

innovation, the venture capital industry in 

Russia has a special status as the modern-

ization engine and implementation tool of 

both political and economic plans. Ignored 

a decade ago, the industry is now being 

actively developed under the leadership 

of development institutions like Rusnano 

and the Russian Venture Company. It is also 

timidly entering the Russian market for in-

ternational investors. Small venture funds, 

declaring their readiness to invest in high-

risk innovative projects have appeared in 

Russia with amazing speed. Most signifi cant 

fi nancial and investment groups have units 

which are responsible for fi nding and select-

ing such investments.

Having insuffi  cient experience, and with an 

almost complete absence of the necessary 

infrastructure, whether technical and fi nan-

cial or legal, Russian fi nanciers and entrepre-

neurs have been trying for several years to 

create something that evolved in the United 

States over many decades. In Russia, we are 

in the development stage, which took place 

in the U.S. in the ’90s of the last century. 

Arthur Baganov, President of the interna-

tional investment and consulting company 

Baganov International Group, and previous-

ly Managing Director of seed funding at Mi-

crosoft, has written, “Bankers, stock brokers, 

managers, agents for property manage-

ment, economists, experts in IT-sphere and 

even former politicians or their children who 

graduate from prestigious western universi-

ties, seeking to become venture capitalists, 

or as it is now fashionable to say in Russia, 

venture partners.”

Industry analysis indicates that we are cur-

rently witnessing a turning point in the de-

velopment of venture capital, in particular 

seed investments, as a tool for the develop-

ment of young companies. Can we build 

an economy of innovation and technology, 

as has happened in the U.S., Israel, Finland, 

part of France, Germany and India? Or will 

we take the path of Canada, Australia and 

Japan, where the tendency is for large in-

dustrial corporations to operate their own 

research and development departments, 

creating venture companies within their 

own organisations, for their own needs?

The venture capital market in Russia is devel-

oping according to the European model. In 

this regard, it is diffi  cult to separate the fi eld of 

direct investments (private equity) in already 

well-established companies, which are under 

planned development, from direct venture 

capital (venture capital) which is used for fi -

nancing new ventures and young companies. 
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Many funds that make direct investments are 

composed of separate units or separate legal 

entities, with responsibility for fi nding and 

funding new projects and start-up companies 

or companies at the seed stage of develop-

ment. Even funds that specialize exclusively 

in large transactions involving mature invest-

ment objects, often so-called second-stage 

investors, picking up the baton from “pure” 

venture capital funds by buying their shares 

in successful projects, represent an important 

part of the venture capital market.

The Russian venture capital industry can be 

said to have begun in 1993, when in Tokyo, as 

part of a G7 meeting, it was decided to allo-

cate funds for Russian investments into ven-

ture projects fi nanced by the European Bank 

for Reconstruction and Development (EBRD). 

The Bank was to provide $500 million in total, 

establishing 11 funds, the fi rst in 1994, and 

the last in 1996. In retrospect, we can say that 

these were not venture capital funds, but pri-

vate equity funds, focusing on medium-sized 

companies, already in the growth phase.

The main types of investors in the Russian 

market for private equity and venture capital 

are:

•  Business angels

•  Seed Funds

• Foundations initial venture capital invest-

ment

• Foundations late venture investments

• Private equity

• Strategic investors (focused on the uptake 

of business)

• Pre-IPO and mezzanine funds

• Funds investing in organized capital mar-

kets.

In general, investors other than those with 

strategic targets, are portfolio investors who 

buy a range of assets, balanced in terms of 

risk and potential return. This type of inves-

tor is interested in increasing the value of 

their investment and subsequently exiting 

by selling out to other portfolio investors. 

Strategic investors often exit by means of 

an IPO in which they sell to a wide range of 

persons, or to the management team of the 

company involved. Portfolio investors often 

prefer non-controlling stakes (less than 50% 

of the voting shares of the company). But in 

Russian practice, there are those who insist 

on controlling the activities of the recipient 

of the investment. For the portfolio investor 

it is important to understand the terms of 

the investment, and to have a clear exit plan.

Investors at the seed stage business angels, 

seed funds and initial venture capital invest-

ment. Seed investments have great infra-

structure value and a great educational role. 

Market experts say that the presence on the 

market of seed investments creates a special 

breed of people who are earning money 

fi rst from their own intellectual products, 

but who intend to move on. The fi rst opera-

tion may not be the most high-tech, but the 

important thing is that there is an expansion 

of the innovative and entrepreneurial en-

vironment. Some of these projects remain 

small, while others go to the next stage of 

fi nancing and attract private equity.

The amount of venture capital funding cur-

rently available in Russia is diffi  cult to deter-

mine. This is due to the inadequacy of the 

overall information industry, the inactive or 

semi-active style of many of the funds, as 

well as the fact that a number of organisa-

tions have failed to attract suffi  cient capital 

to start a full-fl edged business. It is believed 

that, as of 2012, the number of venture capi-

tal funds in Russia was between 150 and 

200, with the active ones numbering per-

haps 50.

Recent years have seen the continued 

creation of funds that have a distinct spe-

cialization. In particular, in 2011 the fi rst in-

vestments were made by the fi rst Russian 

“mezzanine” fund. Now there are about a 

dozen such funds. With public support, 

formation of the largest infrastructure fund 
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In general, investors other than those with

strategic targets, are portfolio investors who buy a 
range of assets, balanced in terms of

risk and potential return
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(RFPI) investments will, no doubt, have a 

signifi cant near-term impact on the entire 

landscape of the established Russian private 

equity industry. Also the biotechnology and 

infrastructure funds of JSC RVC have been 

formed with the help of Rusnano nanotech 

funds, funds deployed in the pharmaceuti-

cal industry, in the fi eld of “clean” technolo-

gies, etc.

In 2012, the accumulated capitalization of 

funds operating in Russia reached about $23 

billion, or about 15% more than in 2011 ($20 

billion). However, the rate of growth is way 

below pre-crisis levels. In 2008, the increase 

of capital value was about 40% compared 

with 2007, and in 2007, about 60% com-

pared to 2006.

On the Russian market, the volume of new 

funds in 2012 amounted about $2.7 billion, 

whereas in 2011 it was about $3.8 billion, 

which was 2.2 times more than in 2010, 

which was $1.74 billion.

Management companies plan to raise new 

funds, on top of the current level of more 

than $15 billion. An analysis of the fund-

raising process shows that the intention to 

raise money for new funds is often imple-

mented on schedule. We should stress that 

the market potential for raising capital in 

the short term is very high. In particular, a 

signifi cant contribution to the formation of 

capital funds in Russia continues to come 

from JSC Rusnano—it is expected that the 

total number of funds with the participation 

of Rusnano will be nearly 15.

Given the available information, it can be 

stated that in 2012, the accumulated growth 

of the Russian market capitalization of nearly 

$ 2.7 billion was provided by about 20 pri-

vate equity and venture capital investments. 

Except for a few funds that have implement-

ed interim closing, the newly-raised capital 

in 2012 is associated with the formation of 

new funds. It is noteworthy that venture 

capital funds provides about one-sixth of 

the capital gain made on about two-thirds 

of all new funds.

In general, the growth of capitalization of 

accumulated funds can be described as 

positive. A number of operating companies 

in 2012 are actively working to raise newly 

formed funds, and it is expected that this 

trend will continue in 2013.

Russian seed investments are not funda-

mentally diff erent from the Western model, 

even though the country lags far behind 

in the size and stage of development. The 

cardinal rule is that business should make 

money and make capital gains. However, 

given the high degree of risk at the seed 

stage, the investor should be able to expect 

a higher return on investment. Throughout 

the world, the so-called “rule of the three 

Fs” applies to sources of seed fund invest-

ment: Family, Friends, Fools. There is no 

substantial reason why this rule should not 

operate in Russia. People use their savings, 

and take money from friends and family, to 

make the fi rst design, then sell it or attract 

the next round of investment and move on 

to the next stage of business development. 

The best results from seed investments 

have been seen in the IT industry, with the 

emergence of Facebook, Twitter, LinkedIn, 

Google and YouTube. The same approach 

can be applied in other industries.

If we talk about venture investments overall, 

foreign ecosystems diff er from the Russian 

one, especially by size and maturity. In the 

USA, central and western Europe there are 

substantially more funds, more accumu-

lated experience and project management 

methods.

In Russia, according to industry players, a 

comparable level of understanding has not 

been achieved yet. However, it is felt that 

the Russian market will catch up with its 

western exemplars. We see a positive trend 

in relation to innovation. People have begun 

to take it more seriously. And we meet clas-

sic success stories, when the development 

team received a grant, created a model, then 

found a local investor, produced a series, and 

now has a strategic partner or a major direct 

investor to expand production. We have 

such examples across the country.

>>
We meet classic

success stories, when the development
team received a grant, created a model, then
found a local investor, produced a series, and
now has a strategic partner or a major direct

investor to expand production
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Gestamp Automocion an international 

group dedicated to the design, de-

velopment and manufacture of metal 

components and structural systems 

for the automotive industry. Today, 

Gestamp Automocion operates in 22 

countries and has 95 production and 13 

R&D centres, and over 25,000 employ-

ees. Gestamp Automocion currently has 

3 plants in Russia: Gestamp Severstal 

Vsevolozhsk, Gestamp Severstal Kaluga 

and Gestamp Togliatti, employing over 

500, and with an investment of 310 mil-

lion Euros.

When we talk about the automotive indus-

try in Russia, we are talking about the fast-

est-growing industry in Europe in the last 12 

years. This rapid growth has created an inter-

esting situation; the automotive industry in 

Russia could be defi ned as a young one, op-

erating in a semi-archaic legal environment, 

but with mature players. Moreover after 

some years operating in Russia, OEMs and 

component manufacturers are already fac-

ing troubles which, in other countries, were 

encountered only after several decades of 

manufacturing. The peculiarities of Russia in 

terms of localization, the distances between 

clusters, the decrees of the government re-

garding customs clearance and the lack of 

local auxiliary industry to support OEMs and 

component suppliers all contribute to this 

particular environment.

The aim of this article is, after analysing the 

current situation of the market, to describe 

the pros and the cons of investing here as 

we see them. I give three pros and three 

cons:

Reasons to invest in automotive in Russia:

• Growth of the industry within the overall 

economy of the country. It is no secret that 

Russia, as a BRIC, is one the most attractive 

countries to invest in due to its internal 

growth. Many products have to be manu-

factured in the country to meet existing 

demand. The automotive industry has the 

highest rate of demand growth in the coun-

try. For example, in 2012 more than 2.7 mil-

lion cars were sold, and the forecast for 2013 

is 3 million. This is the strongest point when 

we speak about reasons to invest. PwC’s 

last estimates forecast continual growth till 

2025. 

• Long-term strategy and possibilities. 

Many OEMs are strategically locating to Rus-

sia, on the basis of a long-term strategy in 

Russia. For many of the larger companies, 

the aim is to produce cars in Russia not only 

for the internal market but also possibly 

for export to Europe. Indeed some car and 

components producers are already doing 

this, and more are doing so every year. Being 

in Russia has other advantages: the raw ma-

terials needed are here, and conditions for 

manufacturing are currently quite attractive.

• Synergies with Europe and opportunities 

for new products. As a consequence of the 

second point, lots of synergies can be cre-

ated with Europe. Russia is a country where 

our technologies can be developed with 

our know-how. We cannot come to Russia 

to try new things. Every company has to do 

in Russia what they do well in Europe. But 

in Russia, due to the lack of suppliers and 

local auxiliary industry, we can be asked by 

a client to introduce a product related to 

our business that may present a good op-

portunity to diversify our portfolio. Usually 

our company produces this product in Eu-

rope in anther facility, so synergies with this 

European facility can be created in order to 

take the opportunity to develop this prod-

uct once the client requests it in Russia. Our 

experience is that this happens quite often.

Reasons against investing:

• Legal environment. The legal environment 

in Russia is one of the problems that all for-

eign corporations face when they invest in 

the country. This issue takes on a greater sig-
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nifi cance if the foreign company comes alone 

or with a Russian partner. Questions like the 

percentage shares of the Russian subsidiary 

in both sites, or which kind of company—

“OOO”, “ZAO” or “OAO”—and many others 

can be contentious in the event of litigation. 

Many corporations in the automotive indus-

try, as global enterprises, have a lot of expe-

rience investing overseas. But the Russian 

legal environment is highly ambiguous, and 

those issues mean the processes that might 

take some weeks in another country become 

protracted here, especially when a local part-

ner is involved. That is why it is very important 

that the corporation wanting to invest in the 

country should evaluate all possible options 

and scenarios regarding the juridical structure 

of the company before taking a decision. The 

system is so rigid and complex that subse-

quent changes are rarely an option. 

• Customs clearance. Russia, as a member 

of the WTO from July 2012, has made a lot of 

changes towards opening up its system, but 

still customs are one of the problem areas 

when we talk about investment. 

Likely problems are:

• Multiple options for clearance of the same 

product. Companies generally try to clear 

using the cheapest option (nomenclature). 

This can be risky as the customs post could 

declare it invalid and then it takes an enor-

mous amount of work and time to remake it.

• Cost of the customs. If you are under the 

Decree 166 or 566, you are able to clear 

goods (components) without paying tax. 

But be careful to ensure that all documents 

are completed. Every year, all companies 

operating under this Decree are audited by 

the customs. Also be aware about the per-

formance of localization. If that does not ap-

ply, the costs may increase your component 

prices by as much as 20%.

• Be ready to pay VAT in advance. The cus-

toms will also request in advance the cost of 

the VAT on the equipment or components 

you are importing. If the case is: 

• Import-export: you can have the VAT re-

tained for years before getting it back from 

the customs.

• Contribution in kind: you did not pay tax 

as this is an investment in equipment, but 

VAT should be paid in advance, which also 

can take more than a year to get back.

Comment: Some banks in Russia provide 

letters of credit for such operations, but the 

amounts are not large and the interest rate 

can be high.

• Bureaucracy is defi nitely a big issue. 

Sometimes customs can request extra doc-

uments from the importer, and sometimes 

these can be diffi  cult to get. Meanwhile your 

goods will be held by the customs, paying 

storage charges per day. 

• Holidays: in December and May customs 

are overloaded due to the number of days 

off  and the quantity of goods coming in. 

Your transport can be stopped for weeks 

while waiting to be cleared.

Comment: the best option is to have a good 

customs agent who will advise you in every 

case how to proceed.

• Economic dependency on oil. This is one 

of the biggest stability factors in the Russian 

economy and at the same time the biggest 

threat that any investor can face. The rouble 

is directly aff ected by the fl uctuation of the 

oil price. If oil goes down, the currency also 

does, so be careful when you fi x a price in 

roubles if some fi nished parts of a vehicle 

have components priced in Euros. This issue 

is very sensitive for OEMs. 

I have tried to give an overview of the mar-

ket on the basis of our experience in the 

automotive industry in Russia. Diff erent 

companies have diff erent needs and maybe 

these three pros and cons do not apply to 

everyone. But due to our kind of operation 

at Gestamp in Russia these are the main fac-

tors that could help you when you come to 

deciding whether or not to invest here.

Our experience is positive, but we want to 

take this opportunity to encourage the Rus-

sian administration to continue improving 

those points that are still critical in our view 

in order to create the proper atmosphere in 

the industry that will help investors achieve 

their goals.

OEMs also face other problems. The quantity 

of vehicles to be produced, and the percent 

of localization are very challenging goals for 

them. Also high interest rates for consum-

ers—close to 15% in some cases—makes 

car purchases too expensive for many con-

sumers.

This view is based on our experience over 

the last fi ve years. It is worth repeating that 

these are the pros and cons that Gestamp 

found in Russia. Another company or an-

other type of car component fi rm might see 

things diff erently. However, I have tried to 

be as clear as possible in sharing with all of 

you the challenges and advantages we have 

faced when investing in the automotive in-

dustry in Russia. 

>>
It is no secret that Russia, as a BRIC, is one the most 

attractive countries to invest in due to its 
internal growth
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The Russian pharmaceuticals market has 

been on a constant upward trend in recent 

years, but still has considerable potential for 

further growth. The development tempo 

in future will depend inter alia on the abil-

ity of regulating authorities to set up clear 

and transparent rules for the market players. 

The problem is especially acute in the con-

text of the innovative path proposed by the 

government for the industry’s development 

(see the Federal Program “Pharma 2020” ap-

proved by the Russian Government Regula-

tion of 17 February 2011 No. 91).

Aiming to keep pharmaceutical regulations 

up to date, the competent public authori-

ties have proposed recently a series of new 

initiatives supplementing or amending 

the provisions of two basic statutory acts: 

the Federal Law of 12 April 2010 No. 61-FZ 

“On Circulation of Drugs” (the “Law 61-FZ”) 

and the Federal Law of 21 November 2011 

No. 323-FZ “On Foundations of the Citizens’ 

Healthcare in the Russian Federation” (the 

“Law 323-FZ”). Both of these statutory acts 

are quite new, so the proposal to amend 

them is justifi ed not by the intent to reform 

certain established procedures and prac-

tices, but rather by the aim of creating the 

necessary normative infrastructure for their 

due fulfi lment, and also to fi x some short-

comings revealed in practice during their 

early application.

In this article we would like to review the 

most illustrative examples of such new ini-

tiatives, which will defi nitely infl uence the 

decisions of market players and regulators 

in the pharmaceuticals sector in 2013.

Transition to GMP Standards

The transition of pharmaceutical manu-

facturing sites to the standards of Good 

Manufacturing Practice (GMP) has been 

mandated in the Law 61-FZ as a prerequisite 

for maintenance of manufacturing licenses 

after 1 January 2014. However, it is still not 

clear which document should determine 

the GMP standards in Russia. Only recently 

has it been announced that passing the 

relevant normative framework for the GMP 

standards lies within the competence of the 

Ministry of Industry and Trade. The relevant 

authorization was issued by the Russian 

government on 30 January 2013. In spring 

2013 the draft standards have been present-

ed to the public by the Ministry of Industry 

and Trade. It is worth mentioning that sever-

al attempts were made earlier to implement 

international GMP standards in Russia (the 

most recent one is a voluntary Russian stan-

dard GOST R 52249-2009, a verbatim trans-

lation of the 2009 EU Guide to GMP). The 

current draft standards look rather similar to 

the updated EU Guide to GMP, however no 

formal reference has been made in the text 

on this point; so that it is well possible that 

the wording of draft standards may undergo 

some “optimizations” yielding in favour of 

Russian particularities unlike international 

standards.

This uncertainty unsettles the market since 

only some 50 enterprises out of about 350 in 

Russia are reportedly ready to meet the in-

ternational GMP requirements in some way. 

The Federal Program “Pharma 2020” reserves 

RUB 36 billion. for fi nancing the transit of a 

maximum of 75 manufacturing sites to GMP 

standards, which implies, in turn, a lengthy 

transition period for such sites, taking sever-

al years. In other words, enforcement of the 

GMP standards in Russia in the near future 

will have to result, apparently, in closing a 

number of pharmaceutical plants because 

they do not meet the GMP requirements.

An appropriate solution in the current situa-

tion might be to postpone the introduction 

of GMP standards, or to provide for a certain 

transition period by amendment of the stat-

utory norm in the Law 61-FZ. However, the 

regulating authorities and legislators remain 

silent on this issue.

“Made in Russia” Criteria for Drugs

One other direction prioritised by the Rus-

sian government in the pharmaceutical sec-

tor is the localization of drugs manufactur-

ing. A large proportion of the drugs sold in 

Russia, especially in the middle and upper 
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segments, is imported. The government’s in-

terest is to ensure that the greatest possible 

added value in the fi nished product (drug) is 

attributable to domestic production. Pursu-

ing this aim, not only incentive initiatives are 

proposed—e.g. creation of pharmaceutical 

clusters—but also purely administrative in-

struments like the recent draft Order which 

the Ministry of Industry and Trade published 

on its offi  cial web page in spring 2013. This 

stipulates that in order to be qualifi ed as 

the Russian-made, the fi nished drug should 

have at least one component totally manu-

factured within Russia: either the active sub-

stance, or the pharmaceutical form (compo-

sition), or the packaging. Importantly, the 

packaging criterion will be limited by the 

deadline 31 December 2013.

Registration Requirements 

In early 2013, a set of amendments to the 

Law 61-FZ was proposed by the Health-

care Ministry. The most controversial issue 

became the notion and criteria for “inter-

changeability”, since the amendments re-

garded “interchangeability” as the triggering 

point for the “speedy” option for registration 

procedure in relation to generics and bi-

osimilars.

Designating a drug as interchangeable is 

relevant in a competition between several 

drugs having the same International Non-

proprietary Name (the “INN”), the same ac-

tive substance, the same pharmaceutical 

form, etc., in other words when any of them 

could equally be administered by an im-

partial physician for treatment of the same 

disease. A typical situation in this context is 

the co-existence in the market of one origi-

nal drug and one or several generic drugs. 

Generics appear on the market only after 

expiration of the original drug’s exclusivity. 

To be admitted to the market, each generic 

should successfully pass the state registra-

tion procedure. 

The current version of the Law 61-FZ pro-

vides that producers of a large proportion 

of generic drugs, primarily in form of tablets, 

suspensions, etc., may choose a simplifi ed 

path for such registration procedure, i.e. it is 

suffi  cient for them to demonstrate biologi-

cal equivalence to the original drug in lieu 

of lengthy and expensive clinical trials. The 

proposed amendments to the Law 61-FZ 

however close this simplifi ed path. Instead, 

the new principle of “speedy” registration for 

the fi rst generic drug in line is suggested. 

This option is apparently based on US ex-

perience. However, in the US the practice 

of challenging the original drug’s patents 

is established, so that national legislation 

provides a speedy option for state registra-

tion as an incentive for the fi rst generic drug 

manufacturer who succeeds in challenging 

the original drug patent. In the bill amend-

ing the Law 61-FZ the relevant incentive for 

the “fi rst in line” generic drug manufacturer 

is not balanced by the patent-challenging 

prerequisite. The bill contains no other rea-

sonable justifi cation for such preferential 

treatment.

One other point of fi erce controversy in con-

text of the Bill amending the Law 61-FZ is 

the distinction of biological drugs as a sepa-

rate group. Recently, general understanding 

has been achieved by national authorities 

in many jurisdictions that biological drugs 

require specifi c normative regulation. The 

issue of the interchangeability of biologi-

cal drugs proved to be the key point in at-

tempts to formulate regulatory acts. There 

are currently two opposing opinions on this 

issue: the fi rst is that biological drugs may 

under no circumstances be interchange-

able, whereas the other view holds that 

the interchangeability of biological drugs 

may be determined on the basis of certain 

criteria. Currently the bill amending the Law 

61-FZ inclines to the fi rst view, and proposes 

normative regulation which basically ex-

cludes the possibility of registering two in-

terchangeable biological drugs (unless they 

are identical).

In May 2013, the relevant Bill amending the 

Law 61-FZ has been submitted for approval 

within government, prior to introduction 

before the State Duma. Since many critical 

comments have been expressed on the Bill’s 

provisions in the course of recent public dis-

cussions, there is a reason to believe that the 

fi nal wording approved by the government 

will contain revisions mitigating some con-

troversial issues.

One other bill promulgated by the Ministry 

of Economic Development was presented 

recently for the public discussions but re-

ceived less attention. The bill pertains to the 

state registration of medical devices. The 

notion of a “medical device” is defi ned by 

the Law 323-FZ and covers generally all de-

vices and equipment for medical purposes, 

and even certain software items. Now, the 

bill provides for mandatory registration of 

medical devices, in a similar way to the reg-

istration of drugs. This implies inter alia that 

all goods qualifying as “medical devices” will 

have to pass multi-tier clinical trials before 

entering the market. Also, the manufac-

turing of medical devices is to be subject 

to supervision, although in a softer form 

compared with the making of drugs (thus, 

drugs manufacturers have to obtain specifi c 

licenses, whereas mandatory membership 

in a self-regulating organization is proposed 

>>
The development tempo

in future will depend inter alia on the ability
of regulating authorities to set up clear

and transparent rules for the market players
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for medical device manufacturers). Thus, 

we observe an endeavour to subject the 

manufacturing and circulation of medical 

devices to certain uniform rules. However 

it is questionable whether the regulating 

mechanisms applicable to drugs will dem-

onstrate the same effi  ciency in relation to 

medical devices.

Drugs Marketing 

In Russia, the relationship between repre-

sentatives of pharmaceutical companies 

(the “PharmReps”) and physicians remained 

for years beyond the regulatory control and 

normative restriction. This led to situations 

in which physicians were often under the 

infl uence of PharmReps, and hence biased 

in administering particular drugs to their 

patients. The Law 323-FZ took the fi rst deci-

sive step in the direction of restricting direct 

contact between the PharmReps and phy-

sicians. The relevant provision introduced a 

general prohibition on direct contact. It has 

been construed however as aff ecting physi-

cians only, and it does not have any direct 

eff ect on the PharmReps. So violations of 

the direct contact ban become the physi-

cian’s liability, whereas the PharmReps (who 

are actually more interested in establishing 

the direct contacts) bear no negative legal 

consequences.

In order to bring the allocation of liabilities 

into balance, the Healthcare Ministry has 

elaborated a bill supplementing the Law 

61-FZ. Pursuant to this bill, the PharmReps 

should also become liable for violation of 

the direct contact ban mentioned above. 

Substantial fi nes are provided for in the Bill 

for the PharmReps and their employers (i.e. 

pharmaceutical companies) who violate the 

ban. The Bill is currently pending approval 

within government prior to being intro-

duced before the Duma. Most pharmaceu-

tical companies have already changed the 

mechanisms of their interaction with physi-

cians. It remains uncertain, however, what 

methods of control will be exercised by the 

regulating authorities in order to supervise 

compliance with the direct contact ban, and 

what will be regarded as a suffi  cient proof 

of a violation in court and in administrative 

practice after the relevant amendments 

come into force.

One other mechanism aimed at minimizing 

third-party infl uence on a physician admin-

istering a drug to a patient has been pro-

posed recently in the Order of the Health-

care Ministry No. 1175n dated 20 December 

2012. The Order provides that, starting from 

1 July 2013, all drug prescriptions should 

be issued by physicians with a specifi cation 

only of the drug’s INN, and not of its trade 

name. Accordingly, the physician will be 

able to recommend branded drugs verbally 

when administering a particular treatment 

to a particular patient, but the fi nal choice 

will be made by the patient at the pharma-

cist’s counter.

However, not every drug has an INN (this 

is the case for biological drugs, e.g. he-

moderivatives). Currently such drugs with-

out an assigned INN can be classifi ed on 

an optional basis following the grouping 

names. In order to make the practice of 

the use of grouping names obligatory, one 

more Bill pending governmental approval 

(prior to introduction before the Duma) 

proposes the defi nition of a “drug’s grouping 

name” into the Law 61-FZ. It aims to secure 

the general applicability of the rule restrict-

ing the use of drugs’ trade names by phy-

sicians and public authorities (e.g. in public 

procurement, medical aid standards).

All the above-mentioned bills and initiatives 

are expected to become normative Acts 

and thus to be given binding force during 

2013. The trend is to increase the density of 

normative regulation in the pharmaceuti-

cal and healthcare sectors in Russia. At the 

same time, all federal authorities competent 

in the relevant area (Ministry of Healthcare, 

Ministry of Industry and Trade, and the Min-

istry of the Economic Development) are 

demonstrating an increasing openness to 

the public in issues of new regulatory initia-

tives. And this openness, along with a uni-

form approach among diff erent regulators 

in designing the regulatory framework for 

the pharmaceuticals sector, will defi nitely 

help produce the transparent and predict-

able rules which are currently so strongly 

demanded by the industry.

>>
All federal authorities competent in the relevant area 

are demonstrating an increasing openness to
the public in issues of new regulatory initiatives
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Allianz was one of the fi rst international 

insurance companies to expand into the 

post-Soviet state and is now one of the 

largest such ventures, with 92 branches in 

all federal districts. Allianz has about 6,000 

employees in the country and twice that 

number of sales agents. The Allianz Group 

companies in Russia, including obligatory 

medical and life insurance, took about $1 

billion in premiums in 2012. 

Allianz entered the Russian market in 1990 

by setting up a subsidiary; Ost-West Allianz, 

which was later renamed CJSC Allianz Rus-

sia. In July 2001 Allianz acquired 45.47% of 

ROSNO’s capital and in 2007 became its ma-

jority shareholder, which helped Allianz to 

expand signifi cantly on the Russian market. 

On 21 May 2007 Allianz SE acquired 100% 

ownership of Progress Garant insurance 

company. With the acquisition of ROSNO 

and Progress Garant in 2007 Allianz became 

a top 10 insurance group in Russia. So until 

April 2012 Allianz SE had three independent 

legal entities and brands operating in Rus-

sia.

The Allianz philosophy in Russia is step-

by-step development. “Our philosophy has 

never been that we want to come, grab and 

win in the fi rst year. It took us 10 years to un-

derstand the market. It is naive to think you 

can come with western standards and com-

pete against companies who may not have 

the same standards,” Allianz SE CEO, Michael 

Diekmann, said recently in an interviews.

Russia is one of the few remaining growth 

markets for insurance in Europe. The Russian 

market had been growing at a rate of 15% 

to 20% in recent years. Every year new busi-

ness lines are being added. However, the 

penetration remains fairly low, so the mar-

ket is still quite promising. Market problems 

include price competition and dumping 

caused by the aggressive growth strategy 

pursued by both small and large players 

possibly aimed at building top-line growth 

to fatten a company for sale, or to amass 

cash fl ow to carry out other projects. High 

business expenses are another concern. 

Taking into account the attractiveness and 

the high potential of the Russian market, 

but also with due regard to its peculiarities, 

Allianz has set out to build an effi  cient and 

profi table OE that will become the national 

leader in insurance.

In a strategy re-evaluation at the end of 

2010, local management together with Al-

lianz as the shareholder started to analyze 

various options regarding its Russian OEs: 

1) maintain the status quo with three inde-

pendent companies, 2) sell Progress Garant, 

or 3) integrate the three OEs. After evalua-

tion of the options and alignment with the 

shareholder in June 2011, the decision for a 

full legal and operational integration under 

the brand of Allianz was taken. The aim was 

to consolidate Allianz’s market share and 

build a more eff ective platform for future 

growth, presenting a single face to the cus-

tomer. Apart of these reasons, there was the 

elimination of duplication, reduction of legal 

complexity and limitation of additional capi-

tal requirements against the background of 

a tightening regulatory framework. 

If we bring together similar companies, we 

can expect a cost optimization eff ect. How-

ever, that is not the only reason in this case: 

ROSNO, Progress Garant and Allianz Russia 

had diff erent product lines, and their net-

works diff ered in terms of coverage and effi  -

ciency. ROSNO, operating since 1991, was a 

market leader setting standards in health in-

surance and having strong in sales through 

its own sales force to large corporate clients. 

Allianz Russia was a leading industrial risks 

insurer and well positioned in sales through 

brokers. Progress Garant, established in 

1989, was an increasingly profi table uni-

versal company, strong in sales through its 

own sales force to smaller clients. This multi-

channel strategy was strengthened in the 

merger process. Consolidation allowed us to 

integrate the best practices of each compa-

ny, thus getting maximum benefi t out of it. 

We not only integrated the three Russian com-

panies with each other, we also integrated our-

selves into the global family of Allianz, lever-

aging the global strength of the company for 

areas like big industrial risks, marine and trade 

credit insurance and also working under the 

Allianz brand with customer-centric approach 

and compliant business procedures. 

In order to minimize the impact of inte-

gration on business and the companies, 

an extremely short and ambitious time-

line was chosen. The goal was to make 

Hakan Danielsson

Lars Hakan Danielsson was born in 1961 

in Sweden. He holds a master’s degree 

in mathematics and worked as an actu-

ary from 1987 till 1991. He then served 

as Chief Actuary for the Stockholm Re, 

where he was appointed CEO in 1992. 

From 1994 he served as Deputy CEO 

and CEO at various companies. In July 

2011 Mr. Danielsson was appointed 

President of OJSC IC ROSNO, the Russian 

insurance company of Allianz Group. He 

led the integration of three Allianz OEs 

in Russia, ROSNO, Progress Garant and 

Allianz Russia. In December 2011 he 

was appointed CEO of OJSC IC Allianz.

MERGER OF THREE 
ALLIANZ OES                  

IN RUSSIA

Hakan Danielsson

CEO, OJSC IC Allianz 
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the united company fully operational as of 

the beginning of April 2012. This left less 

than 10 months for the legal and opera-

tional integration of three companies into 

a single entity, including Allianz branding 

and making substantial changes in the IT 

system.

The project implementation called for a 

simple and pragmatic approach with fast 

decision-making. There were three main 

phases. The analysis and design phase, 

lasted for about three months, and devel-

oped concepts for the business model, IT, 

migration, etc. This was followed by another 

three-month phase to prepare technical IT 

implementation, migration, products, train-

ing and test concepts. And fi nally three and 

a half months were allowed for the roll-out 

and implementation phase, which included 

training, testing, migration and technical IT 

implementation.

To facilitate the integration the program 

structure was set-up in a way that it 

would match the future organization and 

therefore allow for a smooth transition of 

project activities to the line function. In 

total a core team of about 50 employees 

from all 3 entities and global Allianz ex-

perts, supported by 100 business experts 

(the so-called Subject Matter Experts) 

worked together in 14 work-streams, with 

the central project offi  ce coordinating the 

activities. The project was implemented 

taking an in-house approach without ex-

ternal consultants’ support.

Over 820 milestones were monitored in 

the central project master plan which com-

prised the key milestones of the project 

plans of the 14 work-streams. Several of 

those milestones were also related to major 

process adjustments.

It was decided to carry out a legal merger 

of the three companies on the basis of 

ROSNO. First preliminary approvals of gov-

ernment agencies (Russian Federal Service 

for Financial Markets and Russian Federal 

Anti-Monopoly Service) were obtained and 

corporate procedures were implemented in 

all the companies (meetings of the Boards 

of Directors and general shareholders’ meet-

ings). The company lawyers also drafted 

the necessary legal documents, decisions 

on additional issues of IC Allianz shares 

and placement reports and got them reg-

istered by the Federal Service for Financial 

Markets. The launch and completion of the 

restructuring process were registered with 

the tax authorities. In the framework of re-

structuring, company lawyers also drafted 

and registered documents on the change 

of the company name from OJSC IC ROSNO 

to OJSC IC Allianz. Then OJSC IC Allianz was 

restructured by way of accession of OJSC 

IC Progress Garant and CJSC Allianz Rus-

sia thereto. All the required activities were 

carried out within the planned time-frame, 

which was especially important as approv-

als and other documents from state bodies 

were needed.

In the event, it all went very well without any 

major issues, which shows the importance 

of good legal work, but also the cooperation 

on regulatory side should be marked posi-

tively.

The new company’s IT-platform consists of 

three main IT-systems. Its biggest advantage 

is that all of them have been previously used 

and tested in practice in the three integrat-

ing companies. 

The OPUS software, which is now used for 

corporate business, has come from Allianz 

Russia; Diasoft, which is used for medical 

insurance, from Progress Garant; and KIS, 

which is used for the retail segment, from 

ROSNO.

It is important to note that the implementa-

tions of new IT-systems enabled us to im-

prove some business processes. For example, 

in medical insurance the introduction of Di-

asoft optimized several processes especially 

in customer service, operations, fi nancial 

reporting and regional activities. In claims 

handling, the previous Lombardi system was 

replaced by an ECD upgraded version of the 

IT-system used by Progress Garant. The ex-

change of IT systems resulted not just in more 

effi  cient and simplifi ed processes but also 

provided for more functionality, for example 

subrogation which was partially done manu-

ally, or the possibility to register claims not 

only in the HO but also in branches as the us-

age of ECD does not depend on the location.

SAP, which was used in ROSNO in coopera-

tion with colleagues from Allianz Business 

Services in Bratislava, has become the main 

fi nancial platform of the new company. 

Electronic data storage was also inherited 

from ROSNO. We also run a backup data 

centre, based on Allianz Hungary, in the 

event of a global disaster which led to failure 

of the network resources. 

The costs of implementing these programs 

were minimal: consultations and system ad-

aptations to the business process were not 

required. However IT-integration required 

signifi cant eff ort from the IT-side and was 

very challenging, especially from migration 

point of view, due to several migration fl ows 

and directions. 

HR-integration was aimed at the creation of 

>>
The project implementation called for a

simple and pragmatic approach with fast
decision-making
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a new company, not just adding employees 

of the two other companies to ROSNO. As to 

personnel, we analysed how many employ-

ees we would need at headquarters and in 

the branches to ensure proper operation 

of the new company. The other issue was 

a new motivation system for back-offi  ce 

and for sales as before all three companies 

had diff erent motivation schemes. Branch 

consolidation procedure was implemented 

in over 30 cities, including consolidation of 

scanning solutions, policy distribution, pay-

ments or customer services. In some cities 

the offi  ces of ROSNO and Progress Garant 

were even located in one building, with 20 

people working in one offi  ce and only two 

in the others. In such cases it was reasonable 

to move them to one offi  ce. On the other 

hand, in Saint Petersburg until recently there 

were two neighbouring offi  ces: ROSNO had 

300 employees, and Progress Garant about 

100. So there was no one-size-fi ts-all solu-

tion; we applied a case-by-case approach. 

There’s one principle that we followed in 

our integration process: to ensure business 

growth in each region and retain all front-

offi  ces employees.

Another important target included updat-

ing the product line. We wanted it to be 

as close to the Western product range as 

possible. Optimising and setting up a new 

product line for the company required a lot 

of eff ort as it included not just making a de-

cision in favour of one or the other product 

but also designing new blank forms of insur-

ance documents, and their distribution to 

our sales points and partners all over Russia. 

For example, in retail we optimised our port-

folio by about 60%, which was a real benefi t 

for our customers. We also made sure that 

the necessary documents would be ready 

to go live.

The process was also infl uenced by the set-

ting up of a dedicated Allianz Global Corpo-

rate & Specialty unit in the company, and 

therefore implementation of AGCS specifi c 

underwriting principles and processes, e.g. 

participation in international programs, di-

rect interaction between underwriters and 

large corporate clients and brokers (unlike 

agent-aided sales). 

The fi nal stage of the integration project was 

rebranding. Allianz carried similar rebrand-

ing campaigns in eight countries in 2011. 

But for Russia it was decided to make the 

process more long-term and gradual due to 

high awareness of the ROSNO brand. It was 

among TOP 3 most recognized and trusted 

insurance brands in Russia. So it was de-

cided to have two stages of the rebranding 

campaign. 

During the fi rst, which started in April 2012, 

all our offi  ces and points of sale were revi-

sualized with the use of Allianz ROSNO duo 

brand, and in March 2013 we switched over 

to the single Allianz brand. Our fi nal task is to 

make Allianz offi  ces in Russia look the same 

as in other countries of the world. The fi rst 

stage of the nationwide rebranding cam-

paign started with the slogan “Simple Solu-

tions for Complicated Situations. Allianz is 

the New Name of ROSNO”. Ad placements 

included billboards in 57 cities of Russia, 

commercials on six federal TV-channels, ads 

in the press and entertainment and business 

Internet resources. The second stage started 

in the autumn of 2012 with the presentation 

of a unique service in motor insurance “KAS-

KO-less Certifi cates”. The product was aimed 

at mass audience rather than a specifi c seg-

ment and was supported by a large-scale 

mass media and out-of-home advertising 

campaign.

Our rebranding was a great success — ac-

cording to the National Agency for Finan-

cial Studies1, the Allianz brand now enjoys 

a high awareness in Russia. The last stage 

of rebranding started in April of 2013 with 

promotion of the new innovative motor in-

surance product, KASKO XXL, which off ers 

clients claim-handling without collection 

of police certifi cates and direct referral to a 

repair station from the car accident site. The 

underlying principles of integration and re-

branding are the reduction of complexity in 

business processes, product lines and client 

service. 

In December 2012 the National Agency for Financial Studies published the results of the survey according to which Allianz ranked among TOP 3 insurance 
brands by aided brand awareness and TOP 2 by unprompted awareness. 

1

>>
There’s one principle that we followed in

our integration process: to ensure business
growth in each region and retain all front -offi  ces 

employees
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In 2007, Ferrero took a decision to build its 

own plant in Russia, seeing this as a natu-

ral continuation of Ferrero’s development 

strategy in the Russian market. Specialists 

from Italy and Germany in cooperation 

with the management of Ferrero Russia 

thoroughly analysed several possible pro-

duction sites located in the central federal 

district. The key features while choosing 

the place for the future factory were: the 

legal status of the land, its compliance with 

technical requirements, the level of local 

infrastructure and the availability of skilled 

personnel. Another feature was also taken 

into account, namely the availability of an 

appropriate local authority which is inter-

ested in attracting foreign investment and 

facilitating investment. 

After careful analysis, Ferrero opted for a 

site in the Vladimir Region, one of the most 

promising economic regions of central Rus-

sia. The stable socio-economic situation, 

high educational and qualifi cation level of 

the work-force, the developed domestic 

market infrastructure were all factors of-

fering a stable base for regional economy 

development and which make the Vladimir 

Region very attractive for the foreign inves-

tors. Also the administrative resources of the 

Region are actively used to assist investment 

projects. 

In May of 2008, Ferrero began to build its 

fi rst Russian factory, with a total investment 

of more than EUR 200 million.. Despite the 

world economic crisis in 2008, the project 

was not stopped and the construction was 

completed on time. 

In early May 2008 a competition for key po-

sitions in the new factory was held. Within 

a year all top and middle management was 

found. The fi nancial, human resources and 

information technology departments be-

gan work in the spring of 2009. The recruit-

ment of core production staff  was launched 

in August 2009. By 2010, with the launch of 

the second production line, 500 new jobs 

had been created. 

Nowadays the Ferrero confectionary fac-

tory in the Vladimir Region (Vorsha village, 

Sobinsky district) is a modern production 

and logistics complex with a total area of 

80,000 m2. It is the second-largest Ferrero 

confectionary factory in Eastern Europe, 

and has created more than 1,000 jobs. It has 

four production lines manufacturing the 

key brands of the company: Kinder Choco-

late, Raff aello, Nutella and Kinder Surprise. 

The factory is based on the latest high-tech 

manufacturing technologies. There is the 

obligatory quality control at the factory, 

which guarantees the authentic taste of the 

products. 

For day-to-day operations, Ferrero aims to 

use local companies wherever possible. 

Most service providers are Vladimir Region 

businesses. As of late December 2012, the 

total investment of Ferrero in the Vladimir 

Region amounted to about EUR 250 million. 

Today, it is the most important investment 

project in the area. 

Milestones in the history of the Fer-

rero factory in the Vladimir Region:

• 27 May 2008: the “fi rst stone” con-

struction ceremony 

• November 2009: the launch of the 

fi rst production line for the manufacture 

of Kinder Chocolate 

• March 2010: the launch of the Raff a-

ello line 

• May 2011: the launch of the Nutella 

spread line 

• September 2012: the launch of the 

Kinder Surprise line

Marina Tatarskaya                                                             Svyatoslav Smirnov                                                              

In 1995, the Ferrero Group opened its fi rst offi  ce in Russia and entered the market with its 

products such as Raff aello, Kinder Surprise, Kinder Chocolate, Nutella and Tic Tac. Ferrero 

group interests in Russia were presented by JSC Ferrero Russia, a Russian company with 

100% foreign ownership. Ferrero Russia  has developed from a small Moscow representa-

tive offi  ce to a large manufacturing company with an extensive distribution network 

throughout the country. After 18 years of sustainable growth, Russia is now in fourth place 

in Ferrero Group turnover after Italy, Germany and France. At the moment, over thirteen 

Ferrero brands are available in Russia.

ROOTING IN RUSSIA:
THE FERRERO 

CONFECTIONARY 
FACTORY IN THE 

VLADIMIR REGION

Svyatoslav Smirnov

Ferrero Russia, CJSC

Head of Legal CIS; 

Institutional & Corporate Aff airs CIS

Marina Tatarskaya

Ferrero Russia, CJSC

Public Relations Director
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Ferrero Russia — a socially responsible 

investor in the Vladimir Region:

The Ferrero Group in Russia is fully aware of 

its social and environmental responsibilities 

which are well recognised.

On 27 May this year the Ferrero confection-

ery factory in Vladimir Region celebrated its 

5th anniversary. One of the highlights of the 

event was the presentation to Ferrero Rus-

sia of a letter of gratitude from the Vladimir 

Region administration and acting Governor, 

Svetlana Orlova, for the successful implemen-

tation of the investment project and for the 

company’s contribution to the development 

of the region’s economy and social sphere.

From the start of its operations in the Vladimir 

Region, Ferrero Russia has launched a num-

ber of social initiatives locally. These are car-

ried out together with the Administration of 

the Vladimir Region. The stakeholders defi ne 

key areas, resources and eff orts needed to 

achieve the goals which are, primarily, aimed 

at the protection and support of orphans and 

children in adoptive and foster families. 

A remarkable example of the Vladimir Region 

Administration and Ferrero Russia’s eff ective 

cooperation in the social area was the agree-

ment to support the “VideoPassport” project, 

an information retrieval system for adoptive 

parents. Within Ferrero and the Education De-

partment of the Vladimir Region Administra-

tion agreement, Ferrero Russia fi nanced the 

production of 50 VideoPassports for children 

without parental care who live in the Region’s 

orphanages. To date, 28 children have found 

new adoptive families, thanks to this project. 

Another important social initiative became 

the “Kinder + Sport” project which the com-

pany supports in cooperation with the De-

partment of Sports of the Vladimir Region 

Administration. In the last few years, lots 

of children’s sports events have been held. 

More than 2,000 children took part in games 

and competitions in the frame of this co-

operation. Besides, Ferrero Russia regularly 

supports various sports and cultural events 

held by the Special Olympics, a public char-

ity organization of the Vladimir Region for the 

disabled people with mental retardation. 

The company annually holds children’s 

events dedicated to the Day of Protec-

tion of Children, to which children in 

the orphanages of the Vladimir Region 

are invited.  Besides supporting targeted 

activities conducted by the Regional Ad-

ministration, Ferrero Russia regularly gives 

traditional sweet gifts to orphans at Easter 

and Christmas.

The active cooperation of Ferrero Russia, a 

major foreign investor, and the Administra-

tion of the Vladimir Region is an excellent ex-

ample of eff ective foreign economic relations 

built between Russia and Italy.
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1. COMPANY / СВЕДЕНИЯ О КОМПАНИИ
Company Name in full, according to company charter. (Individual applicants: please indicate the company for which you work / На-

звание компании в соответствии с уставом. (Для индивидуальных членов – название компании, в которой работает заявитель):

Legal Address (and Postal Address, 

if different from Legal Address) / 

Юридический и фактический адрес, если 

он отличается от юридического:

INN / KPP / ИНН/КПП:

Phone Number / Номер телефона: Fax Number / Номер факса:

Website Address / Страница в интернете:

2. CATEGORY / КАТЕГОРИЯ: 
THE CATEGORY IS DETERMINED ACCORDING TO THE COMPANY’S WORLD TURNOVER

Please indicate your AEB Category / 

Отметьте категорию

Company’s world-wide turnover 

(euro per annum) / Мировой оборот 

компании (евро в год)

AEB Membership Fee / 

Членский взнос в АЕБ

SPONSORSHIP / Спонсорство – 10,000 euro/евро

CATEGORY A / Категория А >500 million/миллионов 6,300 euro/евро

CATEGORY B / Категория Б 50–499 million/миллионов 3,800 euro/евро

CATEGORY C / Категория С 1–49 million/миллионов 2,200 euro/евро

CATEGORY D / Категория Д <1 million/миллионов 800 euro/евро

INDIVIDUAL (EU/EFTA citizens only)/ Индивидуальное 

(только для граждан Евросоюза/ЕАСТ)
– 800 euro/евро

Any non-EU / non-EFTA Legal Entities applying to become Associate Members must be endorsed by two Ordinary Members (AEB 

members that are Legal Entities registered in an EU / EFTA member state or Individual Members – 

EU/EFTA citizens) in writing/

Заявление любого юридического лица из страны, не входящей в Евросоюз/ЕАСТ, и желающего стать членом АЕБ, 

должно быть письменно подтверждено двумя членами АЕБ (юридическими лицами, зарегистрированными 

в Евросоюзе/ЕАСТ, или индивидуальными членами – гражданами Евросоюза/ЕАСТ)

Individual AEB Membership is restricted to EU / EFTA member state citizens, who are not employed 

by a company registered in an EU / EFTA member state /

К рассмотрению принимаются заявления на индивидуальное членство от граждан Евросоюза/ЕАСТ, 

работающих в компаниях, страна происхождения которых не входит в Евросоюз/ЕАСТ

Please bear in mind that all applications are subject to the AEB Executive Board approval / 

Все заявления утверждаются Правлением АЕБ

3. CONTACT PERSON / INDIVIDUAL MEMBER / КОНТАКТНОЕ ЛИЦО / ИНДИВИДУАЛЬНЫЙ ЧЛЕН

Title, First Name, Surname / Ф.И.О:

Position in Company / Должность:

E-mail Address / Адрес эл. почты:

AEB MEMBERSHIP APPLICATION FORM / ЗАЯВЛЕНИЕ HA ЧЛЕНСТВО АЕБ
Please fill out the Application Form in CAPITAL letters, sign it and fax it: 234 28 07/

Заполните заявление печатными буквами и пришлите по факсу 234 28 07

Calendar year / Календарный год: 2013  (Please check the appropriate box/boxes / Укажите соответствующий год/года)

Name of your AEB Contact / Ваше контактное лицо в АЕБ: ___________________________________________

ASSOCIATION 
OF EUROPEAN BUSINESSES

Russian Federation, Ul. Krasnoproletarskaya 16, bld. 3

127473 Moscow, Russian Federation

Tel.: +7 (495) 234 27 64. Fax: +7 (495) 234 28 07

info@aebrus.ru. http://www.aebrus.ru

АССОЦИАЦИЯ 
ЕВРОПЕЙСКОГО БИЗНЕСА

Российская Федерация, 127473, Москва, 

ул. Краснопролетарская, 16, строение 3

Тел.: +7 (495) 234 27 64. Факс: +7 (495) 234 28 07

info@aebrus.ru. http://www.aebrus.ru



4. COUNTRY OF ORIGIN / СТРАНА ПРОИСХОЖДЕНИЯ 

А. For a company / Компаниям:

Please specify COMPANY’S country of origin / 

Указать страну происхождения компании1

or B. For an individual applicant / 

Индивидуальным заявителям: 

Please specify the country, of which you hold CITIZENSHIP / 

Указать гражданство

Please note that only EU / EFTA members can serve on the Executive Board and the Council of National Representatives/ 

Внимание! В Совет национальных представителей и Правление могут быть избраны члены, 

представляющие страны Евросоюза или ЕАСТ. 

Please fill in either A or B below/ Заполните только графу А или В

5. COMPANY DETAILS / ИНФОРМАЦИЯ О КОМПАНИИ 

Company present in Russia since: ____________ / Компания присутствует на российском рынке с:____________ г.

Company activities/

Деятельность компании

Primary / 

Основная:

Secondary / 

Второстепенная:

Company turnover (euro)/

Оборот компании (в Евро) 

In Russia / 

в России:

Worldwide / 

в мире:

 Please do not include this in 

the AEB Member Database/ Не 

включайте это в справочник АЕБ

Number of employees/ 

Количество сотрудников

In Russia / 

в России:

Worldwide / 

в мире:

 Please do not include this in 

the AEB Member Database/ Не 

включайте это в справочник АЕБ

Please briefly describe your company’s activities (for inclusion in the AEB Database and in the AEB Newsletter) / 

Краткое описание деятельности Вашей компании (для включения в базу данных АЕБ и публикаций АЕБ)

6. HOW DID YOU LEARN ABOUT THE AEB / КАК ВЫ УЗНАЛИ ОБ АЕБ?

 Personal Contact / Личный контакт  Internet / Интернет

 Media / СМИ  Event / Мероприятие

 Advertising Source / Реклама: ____________________________  Other / Другой:___________________________________________

Signature of Authorised Representative of Applicant Company / 

Подпись уполномоченного лица заявителя: 

____________________________________________________________

____________________________________________________________

Signature of Authorised Representative of the AEB / 

Подпись Руководителя АЕБ:

____________________________________________________________

____________________________________________________________

1 Location of a parent company or of the main shareholder/ Местонахождение головной конторы или основного учредителя.

Date/Дата: Date/Дата:



For more information, please contact us:

Tel.: +7 495 510 28 58;  +7 495 660 60 10
E-mail: contact.russia@aldautomotive.com
WEB: www.aldautomotive.ru

Planning of doing business in Russia? 
ALD will help you to remain focused on your core business
and provide you with the best mobility solutions concerning 
corporate cars

Considering developing your business
in Russian regions?
ALD has 11 branches from Saint Petersburg to Vladivostok, 
servicing cars in more than 250 Russian cities, 24/7 at your 
service 

Need of mobility?
With more than 9 years of experience on the Russian 
market ALD provides you with tailor made solutions which 
suit your needs best

Prefer to work only with reliable
and trustworthy Partner?
ALD is the first international Full Service Car Leasing 
provider in Russia. ALD remains the market leader 
with almost 50% of the market share in Russia and 
servicing more than 16 000 cars. ALD has more than 
500 active customers in Russia.

Need a "one-stop-shop"?
For a fixed monthly payment you will get a new car 
tailored to your choice, all services connected with 
car life circle: administration, insurance, maintenance, 
road assistance, reporting etc. 
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ALD Automotive: Because you
can’t be in two places at the same time,
we are everywhere for you

ALD Automotive, a 100% subsidiary of Société Générale,
is one of the world’s leading companies in the Full Service 
Car Leasing and Fleet Management, presented in 37 
countries. A real service integrator, ALD Automotive has 
conquered a leading position by putting emphasis on 
innovation and offering companies high-performance 
mobility solutions. ALD’s top priority is fulfilling the needs
of customers to help them driving their business to success.
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