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Doing Business in Russia

Preface

Baker & McKenzie provides sophi st
most dynamic global enterprises, and has done so for more than 60
years.

With a network of more than 5,600 locally qualified, internationally
experiencedee earners in 77 offices across 47 countries, we have the
knowledge and resources to deliver the broad scope of quality services
required to respond effectively to both international and local nieeds
consistently, with confidence and with sensitivityctdtural, social

and legal differences.

Active in the USSR and the Commonwealth of Independent States for
over 40 years, with offices in Almaty, Baku, Kyiv, Moscow, St.
Petersburg we now have one of the largest legal practices in the
region, offering expeise (in close cooperation with our offices
worldwide) on all aspects of investment in the region including
corporate law, banking and finance, securities and capital markets,
venture capital, competition law, tax and customs, real estate and
constructionjabor and migration, intellectual property, and dispute
resolution.

The first western law firm to be registered with the then Soviet
authorities, our Moscow office was opened in 1989, followed by the
opening of our StPetersburg office in 1992.

Since thalissolution of the Soviet Union in 1991, the Russian
Federation has adopted new legislation at a rapid pace. It remains a
country in transition and its legal system in continued development.
Doing Business in Russitas been prepared as a general guide fo
companies operating in or considering investment into the Russian
Federation. It is intended to present an overview of the key aspects of
the Russian legal system and regulation of business activities in this
country.



This book reflects information as thfe beginning of 2016 he
exchange rate of United States dollar to the Russian ruble (hereinafter
- ARUBO) is 68.43RUB to 1 USD as of the date of this guide.

We will be happy to provide you with updates on the material
contained in this guide, or to piide you with further information
regarding a specific industry or area of Russian law in which you may
have a particular interest.

Baker & McKenziel CIS, Limited
Januan2016



Doing Business in Russia

1. Russia1’ An Overview

1.1  Geography

The Russian Federation stretches across Eurasia from Eastern Europe
to the Pacific coast. After the collapse of the Soviet Union, Russia
became the largest country in the world in term&oftory.

1.2  Population

The population of the Russian Federation is approximately 143
million. Although approximately 8
ethnically Russian, the Russian Federation is a multinational state and

is home to numerous ethnic mingrgroups, including sizeable Tatar

(3.8%) and Ukrainian (2%) populations. Roughly 73% of the

population lives in urban areas and 12 cities have a population of over

1 million. The largest city in the Russia is Moscow, with a population

of approximately 12 million, followed by St. Petersburg, with a

population of approximately 5 million.

1.3 Political System

The Russian Federation is a federal republic consisting of 85
constituent entities. There are six categories of federal constituent
entity which, while shitly different in classification, are

constitutionally defined as equal members of the federation. The 22
republics (corresponding to the homelands of various ethnic groups)
enjoy a certain degree of regional autonomy. The federation is further
divided inb 46 oblasts (regions), one autonomous oblast (autonomous
region), 3 cities of federal significance and 9 krais (territories) in

which 4 autonomous okrugs (autonomous districts, also delineated for
various ethnic groups) are located. In 2000 Russia wewefulivided

into seven federal supédistricts (circuits) with the aim of ensuring
federal supervision over regional affairs.

Each constituent entity of the federation possesses its own charters,
political institutions and local legislation. Approximatélsf of the
constituent entities have signed bilateral treaties regulating the

Baker & McKenzie 1



relationship between the regional and federal governments. Significant
progress has been made towards greater consistency between the
regional and federal legal systems. Howewhen conducting

business transactions at the regional level, treaty stipulations should be
carefully reviewed as they may assign slightly different rights and
privileges to the constituent entity in question.

Constitutionally, the President of the RagsFederation is elected for

a six year term (which was extended from four to six years in 2008).
Any given individual is limited to two terms in succession. The
President is vested with extensive powers, serving as the head of state,
the commandein-chief of the armed forces, and the highest executive
authority of the federation. The office of the President also includes

the powers of decree, legislative veto, and the power to appoint and
dissolve the Government. The President is primarily responsible for
domestic and foreign policy and represents Russia in international
relations.

The Prime Minister oversees the activities of the government and

serves as the acting President if the President becomes ill and is

unable to carry out the functions of thatiof e . The Pri me M
authority as acting President expires upon the election of a new

President, which would normally be three months after the former
Presidentds authority expired.

Since the election of Vladimir Putin to the Russian presidency in

May 2000, the country has undergone a number of sweeping political
reforms aimed at centralizing power within the federal executive.

Mr. Putinwasrel ect ed i n March 2004. I n |
designated successor, Dmitry Medvedev, won the general election

with an overwhelming majority. In May 2008 Vladimir Putin was

appointed Prime Minister. On 4 March 2012 Mr. Putin won the 2012
Russian presidential elections in the first round.

Legislative power is exercised by a bicameral Federal Assembly,
which consist®f the Federation Council (upper house) and the
StateDuma (lower house). Since January 2002 the Federation Council
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Doing Business in Russia

has consisted of two representatives from each federal constituent
entity, one from the executive branch appointed by the regional
governor and one from the legislature nominated by the regional
assembly. This has changed from the previous system in which
leaders of the regional legislative and executive branches served on
the council ex officio. The State Duma consists of 450 members
electel nationwide by proportional representation though party lists.
Previously 225 of the 450 members were elected in single member
constituencies, however in December 2004 these seats were abolished.
The first election under the new rules was held in Dece2®@Tr. In
addition, new rules were introduced governing national political
parties, increasing both the minimum number of party members
required for registration (from 10,000 to 50,000) and the threshold to
secure Duma seats (from 5% to 7% of the natiootd).

The lowest governmental level in the Russian Federation is local self
government. Reformed in September 2003, bodies at this level remain
relatively new and untested. Current law distinguishes between
communitylevel government and the governmenftsosvns and

villages, reforming the roles and responsibilities of each level.
However, the overall influence of local sgifivernment depends on

how much authority has been delegated to the local level by the
regional government. Foreign investors showddtvare of the

position of local bodies in regions where they conduct business since
these bodies may possess limited powers of taxation.

At the top of the Russian judicial system are two high courts: the
Constitutional Court and Supreme Court. The 19 g¢sdgf the
Constitutional Court review all constitutional disputes. The Supreme
Court reviews civil, criminal, and administrative disputes involving
private individuals, as well as commercial disputes and administrative
disputes involving legal entities amtlividual entrepreneurs. Judges

for all of these courts are appointed for life by the Federation Council
on the recommendation of the President.
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1.4 International Relations

Russia is still in the process of defining its position in the-Sadd

War world. ne of the primary accomplishments of Russian foreign
policy has been an improved relationship with Western Europe and
the United States, although this bond has been severely tested on
several occasions. In the past few years Russia has beealwating
its foreign policy agenda in response to increased Western
involvement in both Eastern Europe and Central Asia.

One of the key pillars of Russian foreign policy has been the
Commonwealth of Independent States (CIS), whose membership is
comprised of most dhe former Soviet republics. Since 1991 the CIS
has struggled to establish itself as an effective and integrated body.
Currently, the most significant issue facing the CIS is the
establishment of a ACommon Economi
Belarus, and Kazdistan. Agreement in principle was announced in
2003, mandating the creation of a ggfverning supranational
commission on trade and tariffs. The ultimate goal is the creation of a
regional organization with the ability to expand its membership and
forgea currency union, the first stage of which was scheduled to begin
in 2005. In August 2008, following an escalation of hostilities

between Russia and Georgia over the separatist region of South
OssetiaGeorgia withdrew from the CIS.

Recently Russia has lregery active in various Western programs,
including the strengthening of the International Nowaliferation
Initiative as well the formation of a joint Rusi6ATO action plan on
international terrorism, which envisages the exchange of confidential
information as well as joint exercises and @etrorism training.

Russian and Western forces cooperate and exchange military
information over airstrikes against terrorists in Syria. Internationally,
Russia continues to be an active member of all bodies afrited
Nations and retains a permanent seat on the Security Council with
veto rights.
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Russia has always had close ties with its neighbor and major trading
partnefi Belarus. In 1997 a supranational entity, the Union of the
Russian Federation and the Relpubf Belarus, was formed.

However, since then the initial enthusiasm for integration has waned
and a union with a single currency remains merely a project.

1.5 Economy

The 8 years of VIadimir Putinds pi
coincided with an era afipid economic growth fueled by skygh

commodity prices and accompanied by a significant increase in living
standards. The governmentds deval.l
financial crisis gave local producers significant advantages over their
foreign competitors. Local consumption was boosted by the

introduction of consumer loans and mortgages. Among the other

drivers of economic growth was an increase in the utilization of

industrial capacity constructed in the Soviet period. Between 1999 and
2007GDP rose by an average of 6.8% annually. Real fixed capital
investments increased by an annual average of 10% between 2000 and
2007, while real personal incomes rose at an average annual rate of

12%.

Over these years Russia successfully paid off a suladtpottion of

its foreign debt and amassed the third largest foreign currency reserves
after China and Japan. These achievements, in conjunction with
prudent macroeconomic policies and renewed government efforts to
advance structural reforms, have raibediness and investor

confidence, with new business opportunities emerging in such sectors
as telecommunications, retail, pharmaceuticals and the power industry
in particular.

In 20082009 Russia was severely hit by the international financial
crisis. A sump in commodity prices, collapse in the financial markets,
restricted access to external financing, rising unemployment and a
consequent drop in internal consumption shook the foundations of the
Russian economy. In 2009 GDP contracted by 7.9%, while tinalus
output fell by 10.8%.
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After the outbreak of the crisis the government increased its efforts to
safeguard the economy. The Central Bank implemented -dogtstiep
ruble devaluation which prevented panic and an eventual bank run.
The government propoddailo ut i ni ti atives for
largest companies with a view to limiting the negative social impact of
massive layoffs. Some banks and financial services companies were
acquired by governmesbntrolled organizations. A package of tax
initiatives encouraging economic activity has been adopted.

The ongoing financial crisis in Russia is the result of the collapse of
the ruble which started in the second half of 2014 and had at least two
major causes. The first is the fall in the oil price. The sdds the

result of international economic sanctions imposed on Russia. Though
the oil price is still low some Western countries are declining to
extend sanctions against Russia, which is a positive sign for the
Russian economy in the medium term.
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2. The Russian Judicial System
2.1  Introduction

The Russian judicial system consists of federal courts (the

Constitutional Court of the Russian Federation, courts of general
jurisdiction, and state fiarbitrazl
ofthe Russian Fedetab n 6 s constituent entiti e

and magistrates).

The Constitutional Court of the Russian Federation generally resolves
issues relating to compliance with the Constitution of federal and
some regional laws and regulations if they areedlo issues within

the competence of federal authorities.

Constitutional courts of constituent entities resolve issues of
compliance of the constituent entitylaws, regulations of its state and
municipal authorities with the constitution of the constiit entity.

Disputes regarding business activities, disputes involving legal entities
and selfemployed entrepreneurs, as well as bankruptcy cases, are
heard before state arbitrazh (commercial) courts. Other disputes fall
under the purview of courts of igeral jurisdiction and magistrates.

2.2 Courts of General Jurisdiction

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

Courts of general jurisdiction have four levels:

q Trial court;
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1 Court of appeal;
1 Court of cassation appeal (tvier); and
1 Court of supervisory appeal.

The particular court entitled to resolve disputes at each leperals

on the category of the case, with the levels for review available to a
party and their sequence being uniform. Each subsequent review is
possible once the preceding lower level of review has been passed.

Judgments of trial courts can be appealetiiwibne month of their
issuance. A court of appeal reviews a judgment on the grounds stated
in the appeal. New evidence is accepted only when the party succeeds
in proving it was unable to present such evidence to the trial court for
reasons beyond its ciwal and the court finds these reasons to be

valid. The rulings of a court of appeal become effective immediately
upon issuance.

Deci sions of a court of appeal (al
further appealed at a court of cassation appeal witkimsnths of

becoming effective. As a rule, review by a court of cassation appeal is
possible only after review by a court of appeal. The decisions of a trial
court that were not subject to appellate proceedings may be appealed

in a court of cassation appealy when the appeal was left unheard

for failure to comply with the submission deadline and the deadline

was not restored.

Cassation review is a twiger process. Upon filing, a cassation appeal
is reviewed by the relevant judge of a court of cassatiqeal who is
entitled to establish whether there are grounds for carrying out the
cassation review. If such grounds are establidhedcassation appeal
is transferred for review at a sessiorttad court of cassation appeal.
Otherwise the judge issueswding refusing to transfer the cassation
appeal for review.
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A court of cassation appeal may set aside or modify court resolutions
only when it finds material violations of substantive or procedural law
rules that have affected the outcome of the case.

Decisions of a court of cassation appeal become effective immediately
upon issuance and may be appealed with the court of cassation appeal
one more time (at a higher division of the court of cassation appeal).
Thus strictly speaking there are two levels aégation review within

the general jurisdiction court system.

Lastly, certain court acts may be appealed (within three months of
becoming effective) at the court of supervisory appeal: the Presidium
of the Supreme Court of the Russian Federation.

The courtof supervisory appeal may set aside or modify a decision of
lower courts when it finds that it violates:

1 the rights and freedoms guaranteed by the Constitution of the
Russian Federation, international law principles and
international agreements of the Rias Federation; or

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

1 the uniformity of the courtso
law.

2.3  State Arbitrazh Courts

The title far bi tr albtatioctobunals, but i s n o
originates from an old Soviet tradition whereby disputes between state
enterprises were heard beforethecsal | ed A St ate Arbit
USSR it was assumed that under a planned economy no disputes

could arise between socidlenterprises (since all enterprises

ultimately had the same owner), and any differences that did arise

could be settled by an intermedidryhe State Arbitrazii which was

a quasijudicial government institution.
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Since then arbitrazh courts have evolugd an independent branch
of the court system, mainly dealing with commercial disputes.

The procedural rules applicable to Russian arbitrazh courts are based
on the general principles of procedural law adopted in continental
Europe.

Traditionally Russiamrbitrazh courts favor written documentary
evidence rather than examination of withesses, hearing experts, or use
of audio or video recordings.

There is also a specialized court dealing with intellectual property
disputes, which is part of the system ofsBids arbitrazh courts. The
Court of Intellectual Property Rights is a court of first instance in
disputes over the establishment and validity of IP rights and
challenges to regulatory and negulatory acts in the intellectual
property field. The decisns issued by it in such cases are effective
immediately, and can be appealed at the Presidium of the Court of
Intellectual Property Rights for cassation review.

IP infringement cases are reviewed by the Court of Intellectual
Property Rights as the couft@assation instance by a panel of judges,
and not by the Coudg Presidium.

Arbitrazh courts have four levels:
Trial court;
Court of appeal,

Court of cassation appeal; and

= =2 =4 =

Court of supervisory appeal
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Since 6 August 2014 the Supreme Court is the cowtieérvisory
appeal within the system of arbitrazh codrtéie Supreme Court has
powers to unify and direct the practice of lower arbitrazh cdurts.

At present there is a draft law pending whereby the arbitrazh court
system is to become part of the cowftgieneral jurisdiction,
governed by a unified code of civil proceedings.

2.3.1 Trial court

The maximum state fee for filing a claim is limited to RUB 200,000

(as of December 2015). The trial period in Russian arbitrazh courts is
relatively short. Proceedingsast with a statement of claim. Under
current regulations a court must consider cases within three months of
receipt of a statement of claim. The judge may request an extension of
up to six months due to the complexity of the case or considerable
number ofparties. In practice the period may be longer but regular
cases are reviewed within these deadlines. A judgment is announced
immediately after the final hearing.

A judgment of a trial court may be appealed within one month of
being rendered; otherwise ibmmes into force at the end of the month.
The basis for an appeal can be mistakes either in establishing the
factual circumstances of a camein application of the lawn fact an
appeal is a limited retrial.

1 On 6 August 2014 the Supreme Court of the Russian Federation bexeahighest
judicial authority adjudicating civil, criminal, administrative and other types of cases
as well as economic disputes and thus replaced the Supreme Arbitrazh Court as the
highest judiciary body within the arbitrazh court system.

2The Plenum bthe Supreme Court can provide arbitrazh courts with
clarifications/instructions on issues of court practice in order to ensure uniform
application of Russian | egislation. The
may contain references to redmdns of the Supreme Court as well as those
resolutions of the Supreme Arbitrazh Court that continue to be in force. It has been
established that clarifications of the Supreme Arbitrazh Court concerning the
application of laws and other regulations arettty in force until the relevant
resolutions are adopted by the Supreme Court.
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2.3.2 Court of appeal

In most cases an oral hearitadses place one to two months after

filing an appeal with a court of appeal. Before the hearing all parties to
a case are allowed to provide the court with written responses to the
appeal. The resolution of a court of appeal comes into force
immediately atier its operative part is pronounced.

2.3.3 Court of cassation appeal

A judgment of the first instance, after undergoing the review of a

court of appeal, may also be appealed in a court of cassation appeal (a
third level court) within two months after such judgmbor resolution
comes into force. A court of cassation appeal does not retry the case or
re-evaluate the evidence, but deals only with issues of law. As a result
of the cassation hearing the decision may be upheld, reversed or
amended, or the case maydamt back to the court that has issued the
decision for a rerial.

A cassation appeal must be filed within two months, and is heard
within two months of the date of filing. Generally, the submission of a
cassation appeal does not suspend the enforcernirat appealed
decision, though a court of cassation appeal may order a stay of
execution.

A losing party may appeal decisions of the court of cassation appeal
and relevant lower courts with the panel of the RF Supreme Court
within two months.

Cassationmeview at the Supreme Court is a tiier process. A judge

of the RF Supreme Court first resolves withir82nonths whether

there are grounds for the review of the cassation appeal at a court
session of the Supreme Codth¢ 6s pal
cassation appeal is to be considered within two months of the ruling

on such transfer. The refusal to transfer the case for such review may

be challenged via the Supreme Coul
If the challenge is successful, the cassaappeal is transferred for

review in a court session of the Supreme Gaypanel.
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The rulings of the RF Supreme Coul
the court of supervisory review within three months of becoming
effective.

2.3.4 Supreme Court

Supervisory reew is also a twdier process. Before the appeal is

actually heard on its merits, a judge of the Supreme Court resolves

within 2i 3 months whether there are grounds for review of the
cassation appeal at a court sessi
If transferred to the Presidium, the supervisory appeal is to be

considered within two months of the ruling on such transfer. The

refusal to transfer the case for such review may be challenged via the
Supreme Courtdés chairmanngeis deput
successful, the supervisory appeal is transferred for review in a court
session of the Supreme Courtds Pr ¢

A resolution issued by the Supr em
the supervisory appeal cannot be further appealed.

2.3.5 Procedural Issues

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

Certain formalities must be followed in order for a person to appear as
a legalrepresentative in court. The Code of Arbitrazh Procedure (the
ACAPOQ) provides that a legal entity may be represented by its general
director or by another person acting pursuant to a power of attorney.
The power of attorney must be signed by the genemattdir of the
company or other person duly authorized under the law and the
constituent documents and bear the corporate seal (if there is one).

Moreover, a representative acting under a power of attorney may
perform certain procedural actions only if Buactions are expressly

stated in his/her power of attorney. These actions include the right to
sign a statement of claim, a statement of defense, appeals, applications
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to amend the subjeatatter or grounds of a claim, applications for
provisional measusg acceptance or withdrawal of claims, transfer of
the case to arbitration, concluding an amicable agreement and
agreement on facts, delegation as well as the right to sign applications
for review based on new or newly discovered facts, challenge court
acts, receive awarded funds or other property.

An arbitrazh court needs to send by post only the first ruling on
initiation of proceedings in respect of a party (setting the date of the
first hearing in a case). The relevant information is also placed in the
database of arbitrazh court cad@hereafter the parties should obtain
further information regarding the pending proceedings themselves.

The filing of claims and submissions is done either on paper with the
personal signatures of the authorized represieet or electronically
via MyArbitr.ru*

2.3.6 Summary Proceedings

Summary proceedings are an expedited procedure for resolving
disputes on the basis of written evidence, which aims to reduce
litigation cods and the caseload for judges. A list of disputegestib

to a summaryroceedings is provided for in the law. Among those are
various types of disputes with either a relatively small or an
undisputed amount of claim. Corporate disputes, class actions and
bankruptcy disputes cannot be resolved in summaigegaings.

The peculiar features of summary proceedings include:

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

8 http://rad.arbitr.ru/http://kad.arbitr.ru/
4 http://my.arbit.ru/
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1 examiration of the case file, as well as all filings ir tbase is
done electronicallywith an individual access code sent to the
parties together with a ruling on initiation of summary
proceedings;

1 a fixed term for filing submissions and evidence is established
by thecourt, and the court does not consider and returns all
filings made aftethis date, unless a party can prove it was
unable to comply with the term for reasons beyond its control

1 no minutes are kept;
1 the postpnement of proceedings is not possible.

The judgment in summary proceedings is subject to immediate
enforcement. It bemmes effective within 10 days of its issuance

unless an appeal has been lodged, in which case it becomes effective
upon the resolution of a court of appeal. Cassation review of summary
judgments is possible only after appellate review or the request for
extension of the term for filing an appeal has been refused.

2.3.7 Personal Jurisdiction over Foreign Respondents

Russian arbitrazh courts have jurisdiction over foreign respondents if:

1 The respondent or his/her assets reside or are located in the
RussanFederation;

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

1 The dispte arose out of a contract, whose performance
should have taken place, or actually took place, in the Russian
Federatio;

1 The chim arose out of damage caused to assets by an act or

other event that occurred in the Russian Federation, or upon
the onset of harm in the Russian Federation;
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1 The dispte arose out of unjust enrichment that took place in
the Russian Federation;

1 The claimant files an action for the protection of its business
reputaton and is located in the Russian Federation;

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

1 The applicantn a case to establish a fact of legal relevance

claims that such fact occurred in the Russian Federation;

1 The dispug arose out of a relationship connected with state
registration of names and other assets and the provision of
services via the Internet the Russian Federation; or

1 In other cases where the disputed legal relationship is closely
linked with the Russian Federation.

In addition, Russian arbitrazh courts also have jurisdiction over
disputes involving foreign parties if such disputes fall withie
exclusive jurisdiction of the Russian couits,

1 Disputes relatingo state property, including privatization
disputes and takeovers of private property for public needs;

1 Disputes relating to title and other registered rights to real
property locagd in the Russian Federation;

1 Disputes connected with the registration in the Russian
Federation of patents, trademarks, designs or utility models,
or registration of other rights in the results of intellectual
activity;

1 Disputes involving the establishntehquidation or
registration of legal entities and selinployed entrepreneurs
in the Russian Federation;
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1 Barkruptcy procedings with respect to a Russian debtor;
1 Corporate disputes with regard to a Russian legal entity; and
1 Disputes arising over admitiative and other public law

relationships with Russia or Russian state agencies.

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

2.4 Administrative Judicial Proceedings

Procedural rules regulating administrative judicial proceedings are
contained in the Code of Administrative Proceedings fi@®S0)°,
CAP® andthe Code of Administrative Offenses.

2.4.1 Code of Administrative Proceedings

The provisions of the CAS apply to resolution by the Supreme Court
and the courts of general jurisdiction of administrative cases for
defending the violated or challenged rights, di@as and legal

interests of citizens and legal entities, as well as to other
administrative cases arising out of administrative and other public law
relations, such as:

1 On chalenging reglatory legal acts in part or in full;

1 On challenging dedigns, acions (inaction) of governmental
authorities, other state authorities, military authorities,

5 The CAS was adopted in 2015 and became effective on 15 September 2015 (except
for certain provisions). Given its scope of application it is to replace the provisions of
the Civil Procedural Code on resolving cases outside public law relations|l@asw

those of certain special laws.

% Section 11l of the CAP continues to be applicable to cases arising from public legal
relations that are within the competence of arbitrazh (commercial) courts.
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municipal authorities, public officials, state and municipal
officers;

1 On dhallenging decisions, actions (inaction) of non
commercial organizations vested with e@mtstate or public
authority, including selfegulated organizations;

1 On challenging decisions, actions (inaction) of qualification
boards of judges;

1 On challenging decisions, actions (inaction) of the Highest
Qualifying Examination Commision amkamination
commissions of RF constituent territories holding
gualification exams for judges;

1 On defending electoral rights and rights of RF citizens to take
part in a referendum;

1 On awardilg compensation for violation of the right to
judicial process vthin a reasonable term (within the
competence of general jurisdiction courts) and the right to
execution of a general jurisdiction court act within a
reasonable term.

In addition to the joinder of parties in administrative proceedings the
CAS introduces thpossibility of filing collective administrative

claims to defend violated or challenged rights and legal interests of a
group of persons in administrative proceedihgsich actions are
considered by a court if at least 20 persons have joined the claim at the
time of its filing.

The CAS allows a court to order provisional relief in administrative
cases, the list of which is not exhaustive, and includes such relief as:
suspension of the challenged decision in full or in part; prohibition on

"Class actions were possible only under the CARinder the Code of Civil
Procedure.
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carrying out certain actions. In case of challenging a regulatory legal
act only one provisional relief is possible, that is, the court may order
that such act not be applied to thenaaistrative claimant.

The procedural coercion measures introduced by the CAS include (1)
putting limits on pleading by a party or depriving a party of the chance
to plead; (2) an undertaking to appear. Among the procedural changes
is a requirement for gher legal education for representatives in
administrative casés.

The CAS obligates governmental bodies and officials to prove the
legitimacy of their decisions and actions (inaction). However, an
administrative plaintiff that challenges such decision8pas

(inaction) is not obligated to prove their illegality (but should indicate
which regulations they run contrary to, and show that their rights or
the rights of others have been violated).

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

The general term for a challenge in appeal proceeiingse month,
however shortened terms ofl® days are stipulated for certain types
of cases.

2.4.2 Code of Administrative Offenses

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

8 At present no such requirement is stipulated either in the CAP or in the Code of Civil
Procedure.

9 Article 298 of the CAS.
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Article 23.1 of the Code of Administrative Offenses stipulates the
competence of courts in resolving administrative cases by listing the
types of administrative offenseubject to the jurisdiction of courts
(either general jurisdiction courts (district courts and magistrates) or
arbitrazh courts) (part 1 of Article 23.1) as well as those disputes that
may be referred to court pursuant to a decision of a competent body
and/or official (part 2 of Article 23.1).

The code (Part 3 of Article 23.1) clearly distinguishes those
administrative disputes that are to be resolved by arbitrazh
(commercial) courts. Such disputes include competition disputes as
well as certain disputeshen the administrative offense is committed
by a legal entity and/or individual entrepreneur.

As to disputes to be resolved by general jurisdiction courts, the
general rule is that those are heard by magistrates.

Several exceptions apply, namely, the ceplecifies cases when a
dispute regarding an administrative offense is referred for resolution
to a district courtFirstly, these are special types of administrative
offenses, such as: violation of the rules for public meetings; violation
of the rules regrding cultural heritage objects; failure to perform an
order of a supervisory authority responsible for cultural heritage
objects; some public security and public order offensessetmndly,
district courts resolve disputes where an administrative gnhjas

been made, as well as administrative cases entailing certain
administrative penalties, such as administrative deportation from the
RF, administrative stay of activity and disqualification of state
officials.

Please note that artorruption cases lsad on Article 19.28 of the

Code of Administrative Offenses (lllegal Remuneration on Behalf of a
Legal Entity) are heard by magistrates. The decision of magistrates to
impose penalties may be appealed in district courts.
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25 International Arbitration

As an alernative to state arbitrazh courts, foreign investors may refer
disputes to a private arbitration tribunal, includadyhocand

institutional arbitration tribunals located either in the Russian
Federation or abroad. Arbitration proceedings may handidex w

range of issues, but not disputes arising from administrative relations
(e.g., tax and customs) and disputes that fall within the exclusive
jurisdiction of Russian arbitrazh courts (e.g., disputes arising from
bankruptcy proceedings, or other dispigpscifically listed in

Russian law).

The principal rules of international arbitration are governed by the
Law On International Commercial Arbitration (tAkCA Lawd),
enacted on 7 July 1993 and based on the provisions of the
UNCITRAL Model Law.

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

In December 2015 the State Duma adopted in the third reading laws
that introduce major changes into the regulation of arhotrati

Russia. The most important changes to the ICA Law include changes
to the scope of application of the ICA Law, softening the requirements
for arbitration agreements; and enabling the parties to institutional
arbitration to remove the possibility toailenge awards (including
awards on jurisdiction). In addition to the changes to the ICA Law
itself, arbitration reform in Russia involves several other changes
which have an impact on international arbitration in Russia, including:

1 Introducing stricterequirements for establishing permanent
arbitral institutionsjncluding the need to obtain permission
from the Russian Government;
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1 On the arbitrability of corporate disputé@with exceptions),
stipulatirg the conditions for arbitration in corporate ditgs

1 Requirements for storing arbitration case files for five (5)
years, entitling state courts to request such files when
considering arbitrationelated cases;

1 Requirements for arbitrators.
1 Most of the changes will take effect on 1 September 2016.

2.6 Enforcement of Judgments and Arbitral Awards

Judgments of Russian courts of general jurisdiction and of Russian
arbitrazh courts are enforced through the state bailiff service.

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

basis.

Russia is a party to the Kiev Convention on the Procedure for
Resolving Disputes Relating to Business Activities (the Kiev
Convention). According to the Kiev Convention, judgments rendered
by state courts of certain CIS nations are exgfable in the Russian
Federation. The Russian Federation is also a party to a number of
bilateral agreements concerning the recognition and enforcement of
court judgments.

Arbitral awards rendered by arbitration tribunals located in the
Russian Federatioor abroad are also executed by the bailiff service
after such awards are recognized and ordered to be enforced by

10 Arbitration agreements for corporate disputes may be concluded after 1 February
2017.
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Russian courts. As a rule, Russian courts may not review any foreign
arbitralaward on its meritsThe grounds for refusal to recognize and
erforce foreign arbitral awards are generally the same as those set
forth in the New York Convention.

2.7  Alternative Dispute Resolution and Mediation

The Federal Law on an Alternative Procedure for Dispute Resolution

with the Participation of an Intermediary®»f7 Jul y 2010 (th
Medi ationdo) regul ates dispute res:
assistance of a mediator on the basis of voluntary consent of the

parties.

The mediation procedure may be applied to civil disputes (including
disputes arising owtf economic relations), labor disputes (except for
collective employment disputes) and family law disputes. However
mediation is not possible in these if they affect public interest or the
rights and legitimate interests of third parties that are nacjmating

in the mediation procedure. From the start of mediation the limitation
period is suspended.

The mediation agreement concluded by the parties as a result of the
mediation procedure cannot be judicially enforced and is subject to
voluntary performace by the parties.

When the parties have concluded a mediation agreement as the result
of the mediation procedure after the dispute has been referred to a
state court or arbitration, the court or arbitration tribunal may approve
the mediation agreement aslecision on agreed terms.

Mediators, as well as other intermediaries assisting the parties in
settling the dispute, may not be questioned as witnesses in state courts
on matters that came to their knowledge in the course of performing
their duties.
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3. Promoting Foreign Investment in Russia

3.1  General Provisions Regarding Foreign Investments

The Constitution and the Civil Code of the Russian Federation, as well
as laws on joint stock and litad liability companies, securities

markets and insolvency, provideetgeneral legal framework for trade
and investment in Russia.

Foreign investments are regulated by the Federal Law Nel-Z&Dn
Foreign Investments in the Russian Federation, dated 9 July 1999 (the

AiLaw on Foreign Investmemeénsd). Thi

guarantees foreign investors the right to invest and to receive revenues
and profits from such investments, and sets forth the terms for foreign
i nvestorsd business activity in

The Law on Foreign Investments does not apply to the investrhent o
foreign capital in banks and other credit organizations, insurance
companies or neGnommercial organizations; foreign investments in
such entities are regulated under different Russian legislation.

The objective of the Law on Foreign Investments is timett foreign
materials, financial resourcesnd technology and management skills
to improve the Russian economy, while providing stability for foreign
investors.

The Law on Foreign Investments emphasizes the role of both federal
and regional legislatiomnd stipulates that foreign investors must be
treated no less favorably than domestic investors, with certain
exceptions. Such exceptions may be introduced to protect the Russian
constitutional system, morality, health and rights of persons, or in
order b ensure state security and defense.

The Law on Foreign Investments permits foreign investment in most
sectors of the Russian economy: government securities, stocks and
bonds, direct investment in new businesses, the acquisition of existing
Russiarowned @terprises, joint ventures, etc. Foreign investors are
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protected against nationalization or expropriation unless such action is
mandated by a federal law. In such cases, foreign investors are entitled
to receive compensation for any investment and otlssek

One of the most important features of the Law on Foreign Investments

is the tax stabilization c¢cl|l ause, i
set forth in Article 9. This clause applies to (i) foreign investors that
are implementiegtipriopeict g0i,bnyes?d.]

companies with more than 25% foreign equity ownership, and

(iif) Russian companies with foreign participation that are

i mpl ementing fApriority investment
percentage of foreign participation in the gamy.

Article 2 defines a priority investment project as a project with foreign
investment of at least RUBbillion, or where a foreign investor has
purchased an equity interest of at least RILOB million; in either

case, the investment project must diedncluded in a list of projects
approved by the Russian Government.

For companies and projects that qualify, the Grandfather Clause
prohibits increasing the rates of certain federal taxes until initial
investments have been recouped (up to a maximiwsewen years,
unless this period is extended by the Russian Government). Key
exceptions to the Grandfather Clause are established for excise tax,
VAT on domestic goods, and Pension Fund payments. Article 9.4
provides a further and potentially broad excapfar laws protecting
certain public or state interests. Article 9.5 contemplates the adoption
of regulations to implement the Grandfather Clause. Despite all these
exceptions and qualifications, it remains arguable whether the tax
stabilization clause isf real benefit to foreign investors.

Please also note that Russia is a member of the World Trade
Organization and has committed to implement its treaties and
regulations.
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3.2  Restrictions on Strategic Companies

Certain restrictions on foreign investmentsianposed by Federal
LawNo.5?FZ A On the Procedures for Fo
Companies of Strategic Significance for National Defense and
Security, o dated 29 April 2008 (1t
The Law on Strategic Companies is designed toladg the

acquisition of control owveRussian strategic companies by foreign
investors or fAgroups of personso
Acquisitions by such entities of control over strategic companies

(including through direct or indirect acquisitis of shares of strategic
companies as well as acquisition of main production facilities of

strategic companies having a value of 25% or more of the balance
sheet value of the companyds asset
of the Russian Government aposttransaction notification.

The Law on Strategic Companies provides a list of more than 40
activities that constitute strategic activities in Russia. Accordingly,
any company engaged saich activities is viewed as a strategic
company. Strategic activities include the following:

1. Works having andative impact on geophysical processes;
2. Works related to hydrmeteorological processes and events;
3. Activities related to the use of infectiougemts which are

subject to licensing;

4, Activities related to the nuclear industry and the storage of
nuclear and radioactive materials;

5. Activities related to encryption and licensed encryption
techniques, excludg distribution and maintenance of
encryptiontechniques and related services performed by
Russian banks that are not directly owned by the Russian
Federation;
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Activities related to the secret obtaining of information in
premisa and equipment (excluding activities performed for
the internal purposes legal entities);

Activities related to the production, trade, repair and
utilization of weapons and military equipment, and their spare
parts and ammunition (excluding bladed weapons, civil and
service weapons) and explosive materials for industrial
purposes;

Activities related to aviation equipment and security;
Space activities;

Activities related to television or radio broadcasting on a
territory, where resides half or more of the population of a
constituent entity of Russia;

Services provided by aompany included in the register of
natural monopolies (excluding natural monopolies in the
public telecommunications and postal communications fields,
services for the supply of heat energy and electrical energy
through the distribution grid, and rendersgyvices in ports

of the Russian Federation);

Activities performed by a company included in the register of
companies having more than a 35% market share in a
particularmarket and occupying a dominant position in the
following fields:

1 communication senges in the territory of Russia
(excluding providing access to the Internet);

1 fixed telephonic communication services in the
territory of five or more constituent territories of
Russia;
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i fixed telephonic communication services in the
territories of Moscow ath St. Petersburg;

1 rendering services in ports of the Russian Federation
(in accordance with the list approved by the Russian
Government)

13. Activities related to geological research of subsoil or mineral
exploration and extraction of federal subsoil;

14. Procurenent of aquatic biological resources (e.qg. fishing);

15. Printing by a commercial entity if the commercial entity is
capable of printing no less than two hundred million pages a
month; and

16. Activities performed by editorial boards, publishing houses
and the fouders of printed publications provided that their
circulation reaches certain thresholds specified by law.

Therefore, from the standpoint of foreign investment, it is important to
verify all activities the target company is engaged in to assess whether
it qualifies as strategic and is therefore subject to the restrictions
outlined below.

3.3 Controlled Transactions

The following transactions and other actions involving the acquisition
of control over strategic companies require the preliminary consent of
the Rusian Government:

1. For companies engaged in strategic activities other than the
use of federal subsoil plotdransactions where a foreign
investor or group of persons acquires:

1 Direct or indirect disposal of more than 50 percent of
the total number ofotes at shareholder level;
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1 The right to appoint (a) the chief executive officer,
and/or (b) more than 50 percent of the members of a
collegial executive body of a strategic company;

1 The unconditional ability to elect more than 50
percent of the members thfe board of directors
(supervisory council) or other collegial governing
body of a strategic company;

2. For strategic companies using
transactions with shares (participatory interests) where a
foreign investor or group of persongjaaes:

1 Direct or indirect disposal of 25 or more percent of
the total number of votes at the shareholder level;

1 The right to appoint (a) the chief executive officer,
and/or (b) 25 or more percent of the members of a
collegial executive body of a strategicmpany;

1 The unconditional ability to elect 25 or more percent
of the membex of the board of directors (supervisory
council) or other collegial governing body of a
strategic company;

3. For companies using federal su
at the aquisition by a foreign investor or group of persons of
the right of direct or indirect disposal of shares (participatory
interests) if the foreign investor or group of persons already
has (a) the right of direct or indirect disposal of more than 25
but less than 75 percent of the total number of votes attached
to voting shares (except for acquisition by a foreign investor
or group of persons of shares (participatory interests), which
does not lead to an increase in the shareholding of such
foreign investoor group of persons);
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4. Agreements resulting in the acquisition by a foreign investor
or by a group of persons of rights to perform the functions of
a management company;

5. Other transactions aimed at the acquisition by a foreign
investor or group of persoms the right to determine the
decisions of the governing bodies of a strategic company,
including the rights to determine its business activities; and/or

6. Transactions and agreements aimed at the acquisition by a
foreign state, international organizationanganization
controlled by them, of the right to dispose directly or
indirectly of more than

1 Five perent of the total number of votes at
sharehol der | evel for con
subsoil plots; or

1 More than 25 percent of the total number of votes a
the shareholddevel or other means of blocking
decisions of the governing
engaged in strategic activities other than the use of
federal subsoil plots.

Similar criteria are employed by the Law on Strategic Companies

when deiningt he noti on of Acontrol . o AC:¢
certain minimum shareholding level, but also rights to appoint
governing bodies and otherwise del
activity.

Preliminary consent is also required for the acquisition byeagor
investor of main production facilities of a strategic company if their
value is 25% or more of the compal

The Law on Strategic Companies also provides for a requirement to
provide postransaction naotification to the Federal Antnmopoly
Service in case of:
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i Acquisition of five or more percent of the shares (whether
voting or not) in any strategic company;

1 Completion of the transactions and other actions for which
preliminay consent was previously obtained.

3.4  Special Restrictions for Foreign States,
International Organizations and Organizations
under Their Control

Investments of foreign states, international organizations and
organizations ungt their control into Russian companies (strategic

and nonstrategic) are subject to additadrclearance requirements

under the Law on Foreign Investments. Any transaction which gives a
foreign state, an international organization or an organization under
their control the right to dispose directly or indirectly of more than

25 percent of the tall number of votes attached to voting shares in

any Russian company, or otherwise block decisions of the governing
bodies of a Russian company, requires preliminary clearance with the
Russian Government and the Federal Antimonopoly Service.

Moreover, forejn stags, international organizations and organizations
controlled by them are explicitly prohibited from acquiring control, as
defined by the Law on Strategic Companies, over strategic companies.
Namely, they are not allowed to acquire:

1. the rightto dispse directly or indirectly of 25 or more percent
of the total number of votes a
companies using federal subsoil plots;

2. the right to dispose directly or indirectly of more than 50
percent of the total number of votes attacteedoting shares
for companies engaged in str
use of federal subsoil plots;

3. Other righs mentioned in items 1, 2, 4 and 5 of the above
section AControlled Transactio
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3.5 Consequences of Violation of the Law on Strategic
Companies

Transactions executed in breach of the Law on Strategic Companies or
the Law on Foreign Investments are deemed void. The parties to a
void transaction may be ordered to return everything received under
such transaction in a court action. If itisgossible to reverse a deal,

a court may rule to deprive the foreign investor of voting rights at
general shareholders meetings of a strategic company if the foreign
investor has not complied with the requirements of the Law on
Strategic Companies.
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4. Establishing a Legal Presence

Foreign investors generally do business in Russia by acting directly
through foreign companies or by establishing representative offices or
branches of foreign legal entities or by incorporating Russian legal
entities.

4.1 Representative Office and Branch of a Foreign
Legal Entity

4.1.1 Legal Status

A representative office is designed to carry out liaison and ancillary
functions in order to promote the business of its foreign founding

company in Rssia. Formally, representative offices arepestnitted

to engage in commercial activities. Consequently, most representative
offices are not subject to profits tax, unless their activities give rise to

a Apermanent establishmento for t
legal entity engages in regulemmmercial activity through its

representative office (for example, the sale of goods or the provision

of services) without establishing a branch.

A branch may engage in any functions, in which the parent company
engages pursuart its corporate documentso long as this is
provided for in the branchodés regul
law. This broad spectrum of permitted activities is the primary

advantage in forming a branch in Russia, as distinct from the
representative office, which, if engagedcommercial activities,

would technically violate the terms of its accreditation.

The representative office or branch of a foreign legal entity is not
deemed to be a Russian legal entity, but rather a body representing the
interests of the foreign fourdthat is directly liable for their actions.

4.1.2 Registration

In order to lawfully operate in Russia, the representative or branch
office must be accredited by the Federal Tax Service of the Russian
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Federation in aardance with the Federal Law On Foreign
Investments or in certain industries by a special accrediting body, for
example, by the Central Bank of Russia for representative offices of
foreign banks.

For the purposes of accreditation, all documents submitted to the
Russian authorities by foreign leghentity must be notarized and
apostilled/legalized in the country of execution, and any document
supplied in a language other than Russian must be accompanied by a
translation which has a notarized certification.

Following accreditation, the representatiffice or branch office
must carry out a number of pemtcreditation procedures before it
becomes fully operational, including registration with the State
Statistics Committee and with the Russian social benefits funds.

4.2  Forming a Russian Legal Entity

The Civil Code of the Russian Federation recognizes, among others,
the following types of commercial legal entities:

1 General ad limited partnerships;

1 Commercial partnerships and production cooperatives;

1 Limited liability companies (i
1 Jointstocko mpani es (AJSCO0) .

Companies are divided into two categories: public and private. Public
companies are defined as joint stock companies whose shares or other
securities convertible into shares are placed through a public offering
or are traded on a stockaange. All other joint stock companies and
limited liability companies are deemed private.
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4.2.1 The two most common corporate forms are LLCs and JSCs.
Choosing between an LLC and a JSC

LLCs aregenerally the most common corporate form in Russia,
particularly br wholly-owned subsidiaries and certain joint ventures
because they are easier to establish, maintain and finance, and offer
flexibility in corporate governance.

In certain circumstances, a participant in an LLC is entitled by law to

exit the company angkceive his proportionate share of the value of

the LLCO6s assets this right may
of structuring certain joint ventures.

Private JSCs have similarly flexible corporate governance rules but
shares issued by a JSC are degisecurities and must be registered
with the Central Bank of Russia, which makes financing JSCs more
time consuming, as registration currently may take a couple of
months.

A JSC must use a licensed registrar to maintain its shareholders

register which isiot available publicly and decisions taken at its
shareholders meetings must be certified by a notary or the registrar. In

an LLC, the pdicipants and their shares are recorded in the state

register of legal entities which is publicly available and thesiten of

the LLCOs gener al meeting may be
specified in its charter or in the unilateral decision of the &LC

general meeting for example, by having the protocol signed by its
participants.

In a JSC séares exist as entries agcounts in the shareholders register
maintained by an independent registrar. The transfer of title to shares
becomes effective when an entry i
in the register.

In an LLC, n most instances, the transfer of titlgoarticipation
interest must be notarized by a Russian notary and becomes effective
upon registration in the state register of legal entities.
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Participants (shr@holders) in an LLC and private JSC are entitled to

apply to a court seeking the expulsion gfaaticipant (shareholder),

provided they can prove that the participant (shareholder) substantially
hi ndered the companyds operations
obligations. This option is not available in a public JSC.

An LLC or a JSC may not have asstde participant another business
entity consisting of a single person unless otherwise provided by the
applicable law.

LLCs and JSCs are governed by Federal Law Ng=Z2.On Limited
Liability Companies dated 8 Febr u:
L a w and Federal &w No. 208FZ On Joint Stock Companies dated

26 December 1995 (as amended), (1t

4.2.2 Rights of participants (shareholders) of LLCs and JSCs
The participants (shareholders) of LLCs and JSCs have the right to:
1 Participatan the management of the company;

1 Obtain information concerning the activities of the company
and have access to its accounting and other documents in
accordance with the procedures established by law and the
companyo6és charter;

1 Participate in the distribign of profits; and

1 Receive a poivn of the assets remaining after settlements
with creditors in case the company is liquidated.

They may also enjoy other rights in cases provided by law and the
charter of theeompany.

The participants in an LLC may albave broader additional rights
which must be specified in the charter of the LLC. Additional rights
granted to a padular participant in the LLC are not automatically
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transferred to a party acquiring :
ownership interst.

4.2.3 Obligations of participants (shareholders) of LLCs and JSCs

The participard (shareholders) of LLCs and JSCs are obliged to make
contributions to the charter capital and may have other obligations in
cases provided by law and the charter of the company

Participants in an LLC may also have additional obligations which

may be specified during the establishment of the LLC in its charter, or

at a |l ater stage by a decision of
meeting. Additional obligations imposed on a mattr participant in

the LLC do not autmatically transfer to a party acquiring all (or part)

of such participantés ownership i1

4.3  Limited Liability Companies
4.3.1 Number of Participants

An LLC may be established by one or more individuals or legal

entites (Aparticipantso). | f the numb
LLC must be reorganized into a joint stock company within a year or
otherwise be liquidated under a court ruling.

4.3.2 Charter Capital

The charter capital of an LLC consists of contributions nigdiés
participants. e initial charter capital may not be less than RUB
10,000.

The charter capital must be paid up in full within 4 (four) months from
the date of the LLCO6s registrati ol
initial charter capiteamust be p&l in cash. Other contributions may be

made in cash or in kind, which includes tangible assets, shares in other
commercial entities, state and municipal bonds and intellectual

property rights (exclusive rights and licenses), but not other rights

such as lases and accounts receivable. The charter of an LLC may

provide for additional restrictions on the type of assets accepted as
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contributions. The charter capital may be increased only after the
initial charter capital has been paid up in full.

An LLC must povide access to information about its net assets to any
interested party. The net assets of a company must exceed its charter
capital amount. If the LLC has net assets less than its charter capital
amount for two years from its establishment and eactegulesit

year, it must reduce the charter capital to the amount of its net assets.
If an LLC has net assets less than the minimum charter capital
established by |l aw for two years |
each subsequent year, it must take a decaiovoluntary liquidation.
Failure to take such decision may result in a claim from the Russian
tax authorities for the forced liquidation of such company. Also, an
LLC with negative net assets may not declare and/or pay dividends to
its shareholders.

It should be noted that the charter capital reduction procedure triggers
therightoftheLC6s creditors to demand ec¢
LLC6s obligations to such creditol

4.3.3 Participation Interests

A patrticipation interest (i.e., an ownership share) ihla@ is a
property right and isot deemed a security under current Russian
legislation.

Generally equal participation interests carry equal rights as regards the
number of votes at the general participants meeting and the share of
dividends. However, the allows participants to agree to have a
disproportionate distribution of rights carried by participation interests
and to specify this in the compan)

The LLC is obliged to maintain a register of its participants specifying
their shareholdingand their nominal value. Participation interests
held by LLC participantsra also recorded in the Russian register of
legal entities which generally has precedence for the purpose of
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confirming title to the participations interest (unless proved in court
otherwise).

Participation interests in an LLC may be sold to third parties, unless
this is prohibited by the LLC charter. Generally, other participants
enjoy the right of first refusal to purchase the participation interests at
the price offered to a thingarty. Participants in an LLC, if allowed by
the LLC charter, may have a unilateral right to withdraw from the

LLC and to be compensated for their participation interests.

4.3.4 Management Structure

The gener al participant sbéyahaneti ng
LLC. Participants iran LLC may but are not required to create a
board of directors to govern the operations of the LLC.

The following issuesormally fall within the competence of the

general participantsOd meeting:

1 amenanents of the charter;

1 detemination of the basic goals and directions of the LLC;

1 granting additional rights and obligations to the participants in
the LLC;

1 approval of the annual financial report and the distribution of
profits;

1 changesd the size of the charter capital of the Llabd

1 reorganization or liquidation of the LLC.

The daily management of the LLC is the responsibility of the
executive body, which may be a person (the general director, CEO,
etc.) or may consist of both the general director and the management
council. TheLLC may have more than one executive body who may
act jointly or severally, depending on the provisions in the company
charter. The executive body is responsible for all matters that do not
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fall within the authority of either the management board, thedooia
directors or the gener al particip:
par ti ci pgor(fprévideddyetheiLkC charter) the board of
directors may choose to delegate the powers of the executive body to

an external commercial organization or to an irthligl manager on a
contractual basis.

Decisions taken by the general participants meeting of the LLC must
be certified either by a notary or by other means envisaged in the
company 6 s ya lmanimous decision taken by its
participants.

4.3.5 Registration

Pursuant to the Federal Law On State Registration of Legal Entities
(the ARegistration Lawod) the stat
their registration as taxpayers are under the auspices of the local

bodies of the Federal Tax Service of the Miyisif Justice of the

Russian Federation.

4.4  Joint Stock Companies
4.4.1 Public and private Joint Stock Companies

A JSC is a legal entity which issues shares in order to raise capital for
its activities. A sheeholder of a JSC is not generally liable for the
obligations of the JSC and bears the risk of any loss only in the
amount due by it as payment for the shares.

Joint stock companiezan be established as:
1 public jointstock companies; or

1 private jointstock companies.

Public JSCs are subject to more stringenporate governance and
disclosure rules, while private JSCs enjoy much greater flexibility,
particularly as regards governing bodies and their competence,
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procedures for convening and holding general shareholders meetings
and shar ehol deiedsndnore degihbelev, as speci

All JSCs are requid to maintain a shareholder register. The register
includes information about each registered shareholder including the
number, category, and classes of shares held. The keeping of the
shareholder register shhke maintained by a licensed registrar.

All JSCs must undgo audits performed by independent auditors.

4.4.2 Formation of a Joint Stock Company

Individuals and legal entities may be the founders of a JSC. A
companyo6és foundat i onmubtoncludethent , i . ¢
following information:

1 The name anddalress of the JSC;
1 The size of the JSC charter capital,

1 The quantity, nominal value, and categories (common or
preferred) of shares, as well as the classes of preferred shares
issued and distributed hige JSC;

1 The rights of the holders of shares of each category;

1 The structure and competence of the governing bodies of the
JSC, and their decisiemaking procedures;

1 The procedrte for preparing for and holding general meetings
of shareholders, includinglist of issues requiring either
unanimous consent or a resolution adopted by a qualified
majority of votes;

1 Information about the existence of any special right of
participation in the management of the company held by the
Russian Federation, a constituentity of the Russian
Federation, or a municipality of the Russian Federation (a
Afgol den shareodo); and
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1 Other provisions required by law.

The charter may include other provisions, so long as they do not
contradict applicable Russian legislation.

4.4.3 Charter Capital

The chartecapital of a public JSC may not be less than RUB
100,000.

In contrast to the LLC, the founders of a JSC must pay at least 50% of
the JSC cher capital within three months following its state
registration, with the balance payable in fuithin the first year.

4.4.4  Shares and Other Types of Securities

A JSC can issue securities in the
options. Such securities must be registered with the Bank of Russia. A
JSC issues common shares and may issue several dbpseferred

shares. Differeinclasses of preferred shares may have different

nominal value, while all common shares must have equal nominal
value. The total valwue of a JSCO0s
of its charter capital.

The holders of prefeed shares have priority in receiving dividends
(the amount of which may be set as a fixed sum or as a formula) over
holders of common shares or preferred shares of a subordinate class.
In contrast to common shares, preferred shares do not carry voting
rights, except when voting on certain key issues (reorganization,
liquidation, restricting the rights of the owners of such preferred
shares). Preferred shares with a fixed dividend also become voting if
dividends are not paid when due.

All shares of a certaiclass carry equal rights. In private companies,

the Civil Code allows for a disproportionate distribution of rights in

the charter or a sharehol dersdé agi
reflected in the state register of legal entities.
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Generally, havever, each common share carries one vote at the
general meeting of shareholders (except for cases of cumulative
voting in cases provided in the JSC Law), and most decisions require
a simple majoty vote of shareholders attending the general meeting,
although for certain key decisions a supermajority of 75% or
unanimity is required.

The JSC may also have fAfractional
share representing a portion of a whole share, which can come into
existence when it is not possible to acquhe whole share during a
consolidation of shares, when a shareholder exercises its preemptive
right, or in the course of acquiring newlsued shares. A fractional

share grants its owner the same rights that are granted by the whole
share of the correending category or class, on a pro rata basis.

In a private JSC, the charter may set the maximum number of shares,
total nominal value of shares and number of votes which may belong
to a single person. Ehcharter may also provide that the shareholders

of a private JSC have the right of first refusal to purchase the shares at
the price offered to a third party.

445 Management Structure

Public JSCs must maintain three governing bodies: the general
meeting of shareholders, the board of directors consistingt ééwer

than five directos and the executive body. In addition, a public JSC
must either establish an internal auditing commission or elect an
internal auditor to oversee its financial and economic activities,
members of which must be elected by the di@ders. Private JSCs

must have a general meeting of shareholders and the executive body.
The law does not set a required minimum of directors for boards of
private companies in the event they chose to have a board of directors.

The general meeting shaeholders is the highest governing body
overseeing the activities of a JSC. Its authority is outlined in the JSC
Law and the Civil Code of the Russian Federation; it cannot be altered
in public JSCs, but its authorities may be tailored in private JSCs. In
particular, in a private JSC the competence of the general
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sharehol dersd6 meeting may be ext el
transferred to the management council or the board of directors,

subject to certain restrictions. The charter of a private JSC may
providef or a di fferent as compared
convening and holding general shareholders meetings, provided that
sharehol dersd rights are respect ecf

The daily management of a JSC is the responsibility of the executive
body, whichmay beaperson t he gener al directol
of both the general director and the management council. The JSCs
may have more than one sole executive body who may act jointly or
severally, depending on the provisions in the company charter. The
executive bodyd responsible for all matters that do not fall within the
authority of either the board of directors or the general meeting of
shareholders. Thgeneral meeting may (by a majority vote) choose to
delegate the powers of the executive body to an externaheacsial
organization or to an individual manager on a contractual basis;
however this decision may be taken only pursuant to a proposal from
the board of directors (if the company has a board of directors).

Recent amendments to the Civil Code of the RndS&deration

envisage that decisions taken by a general meeting of shareholders of
a public company mustetcertified by a professional registrar which
maintains its shareholders register. For a private joint stock company
such function can be performedheir by a professional registrar or by

a notary. For decisions taken by a sole shareholder no certification is
required.

4.4.6 Registration

The procedure for state registration described in Sedtbabove

for LLCs is also applicable to JSCs; the only additional requirement
with respect to JSCs is registrat.
with the Bank of Russia, which is obligatory upon esgitient of

the company and when increasing the charter capital of the JSC.
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5. Issuance and Regulation of Securities
5.1 Introduction

The securities market and securities transactions within the Russian
Federation are primarily regulated by Federal Law NeF2% On t h e
Securities Market, o0 dated 22 April
offering of corporate securities is regulated by Federal Law Ne. 208

FZ AonStlomcdkntCompanies, 0 dated 26 LC
Lawdo) and by LlHadOm MankIo9Aodi Banki o
dated 2 December 1990. The issuance of securities in the Russian
Federation is also subject to a number of regulations issued by the

Central Bank of the Russian Federation and the Federal Service for
Financial Markets of the Russian Federatiamd other regulatory

agencies, as well as the general provisions of the Civil Code. On

1 September 2013 all the powers of the FSFM were transferred to the
Central Bank of the Russian Federation (together with its predecessors
0the fiBank of Russiao).

5.2 Securities in General

Particular instruments will not be considered securities unless they are
specificaly recognized as such under Article 142 of the Civil Code or
other relevant securities laws.

Generally, all types of securities existing in the Russiatefion

can be divided into two main groups: those which should be issued in
compliance with a specific issuance procedure prescribed by the

Securities Law and which require registration with the Bank of Russia
(such securities-sasnedoefandetdho e :
need not be regssuteded. (finon mass

In certain cases the Securities Law also requires a prospectus to be
registered simulmae ousl y with registration
(e.g.when securities are to be distributed throagtoffering to the

public).
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The Securities Law also provides for disclosure of certain financial
and other information by issuers who have registered a prospectus.
Such information includes:

i quarterly reports of the issuer (drafted in compliance with the
requirenents of the Bank of Russia);

1 consolidated financial statements (which should be included
in the quarterly report for the respective period); and

1 material everst that may affect the financial results or
business activities of the issuer (a list ofls events has been
drawn up by the Bank of Russia).

Generally, information should be disclosed through one of the
authorized news agencies (within one day of occurrence), through an
Internet site (within two days of occurrence) and in some cases should
also be published in a printed publication that is compliant with
requirements set by the Bank of Russia.

5.3  Placement and Circulation of Foreign Securities in
Russia

In general, foreign securities may be admitted for placement and/or
public circulation in Rusa (i) by decision of either a Russian stock
exchange (if foeign securities have been listed abroad with any of 56
stock exchanges approved by the Bank of Russia); or (ii) by decision
of the Bank of Russia (if foreign securities are not listed with &stoc
exchange recognized by the Bank of Russia and are offered to the
general public for the first time). In both instances the foreign law
governing the securities to be placed/offered must not restrict
placement/public circulation of such securities in Russ

If securities have not ea listed with a stock exchange recognized by
the Bank of Russia, in order to list them in Russia a foreign issuer has
to comply with a number of requirements, the most important of
which are:
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1 registrationof a Russian prospesg with the Bank of Russia;

1 obtaining permission of the Bank of Russia for placement of
foreign secuties; and

1 assignment of ISIN/CFI codes.

The prospectus must be in Russian, signed by a Russian broker and in
certain cases by a foreign issuer, and nfeztisclosure requirements
established by the Bank of Russia. Persons signing a prospectus are
liableif any information contained in the prospectus is false,
incomplete or misleading.

Title to foreign securities admitted for public placement or public
trading in Russia must be recorded with a Russian custodian licensed
to provide depositary services by the Bank of Russia.

Securities oh foreign issuer not admitted to public placement and/or
public circulation may be offered to qualified investors only.

5.4  Equity Securities

Russianjomst ock companies (AJSCso0) may
shares, corporate bonds, and other securities. JSCs may raise capital
either by issuing shares to the public or by private placement. Shares

in a limited liability companyre not deemed to be securities and

cannot be used for raising capital from the general public.

55 Debt Securities
5.5.1 Domestic Bonds

The issuance of domestic bonds is regulated by the Civil Code, the

JSC Law, the Securities Law and, in respect of limited liability

companies, by Federal LawNo.-E4Z A On Li mi ted Liab
Companies, 0 dated 8 February 1998
provides for the regulation of secured and unsecured bonds. Secured
bonds must be fully or partly secured with a suretyship, bank
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guarantee, state or municipal guarantee, or with a pledge (or a
mortgage) over the issuerds and/ ol

On 2August 2014 amendments to the Securities Law became

effective that allowed the establishment of domestic documentary

bond programs. Such bonds may not be secured by pledge. A bond
program is established by prepar af
issuancevhich provides the terms and conditions applying to all

i ssues within such bond program al
with the terms and conditions of a separate issue within such bond
program.

5.5.2 Promissory Notes and Bills of Exchange

Besides bondsome Russian companies use promissory notes and

bills of exchange for debt financing. Under Russian law, promissory

notes and bills of exchange are treated as securities. The legal regime

for promissory notes and bills of exchange is prescribed in Federal
LawNo.48FZ A On Promi ssory Notes and
11 March 1997. In addition, the Russian Federation is a party to the
Convention Providing a Uniform Law for Bills of Exchange and

Promissory Notes (Geneva, 7 June 1930).

5.5.3 Exchange Bonds and Commercial Bonds

Exchange bonds differ from ordinary bonds in that they can be issued
through a simplified procedure, because the issuance, prospectus and
placement report do not need to be registered. However, the following
conditions apply: (i) the placeamt must be made through a public
offering; (ii) exchange bonds may not be secured by pledge; (iii) the
bonds must be issued in documentary form; and (iv) the Bank of
Russia must be notified of admittance to trading and placement on the
stock exchange.

Commercial bondare also issued in documentary form through a

simplified procedure. Such bonds may not be secured by pledge.
However, commercial bonds can only be placed by way of private
offering.
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5.5.4 General Meeting of Bondholders

Recent amendments to thecBrities Law introduced the concepts of a
general meetingf bondholders and bondholder representative. The
amendments became effective on 1 July 2014.

The general meeting of bondholders may be called by the issuer,
bondholder representative or a bondieoldondholders holding more

than 10% of the bondsd i ssue. Gen:
each bond with decisions being taken by a majority of votes of
bondholders present at the meeting.

However, certain madrs require three quarters (3/4) of thotes of
bondholders present at the meeting:

1 election d a bondholder representative;
1 approval of amendments to the terms and conditions of bonds;
1 waiver of rights to redeem the borekwly, enforcement of

security, filing of a lawsuit, etc.; and

1 termindion of bonds by way of settlement or novation.
5.5.5 Bondholder representative

A bondholder representative must be appointed if the bonds are

() publicly placed, or (ii) privately placed with more than 500

investors who are not quakfil investors, or (iii) stable for non

gualified investors and admitted to trading on a securities exchange. A
bondholder representative is appointed by the issuer, however,
bondholders have a right to replace the bondholder representative at
the general meeting at any time.

Theduties of a bondholder representative may be performed by any
professional participant of the secig# market, including banks, (see
Section5.9Infrastructure of the Securities Market) or a company
established under Russian laws and existing for more than three (3)
years. Any entity willing to perform the duties of a bondholder
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representative must be included in the special list maintained by the
Bank of Russia and published on its website. Issuers and arrangers of
bonds, their affiliates and any other entity with a conflict of interest
cannot act as lbondholder representative (except when the
bondholders have expressly consented to appoint thegaras a
bondholder representative).

The rights and obligations of a bondholder representative should be

set out in a services agreement between the issuer and the bondholder
representative. A bondholder representative must comply with

decisions made e general meeting of bondholders, monitor the
performance of the issuerds oblig:
breach of the issuerds obligation:
bondholders.

Although a bondholder representative is appoibigthe issuer, like a
trustee, it acts in the interests of the bondholders. The general meeting
of bondholders may empower the bondholder representative with
certain rights and impose certain obligations on it without its consent.
Bondholders canni@ct ndividually in matters that are within the
competence of the bondholder representative, unless this is expressly
envisaged by the terms and conditions of the bonds or by a decision of
the general meeting of bondholders.

The issuer must pay for the serviaéshe bondholder representative.

The bondholderapresentative is entitled to use any funds received

from the issuer to cover its fees and expenses incurred in connection

with the performance of its obligations. Any funds received by the
bondholder reprentative from the issuer for the benefit of

bondholders are placed on a separate account with a bank or the
centr al depository and the bondhol
have recourse to such funds.

The issuer and the bondholder representatiag terminate the

services agreement gnlvith the approval of the general meeting of
bondholders and upon simultaneous appointment of a new bondholder
representative.
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5.6  Securitization
5.6.1 Securitization of Mortgage Loans

Federal LawNo.15F Z A On Mackdlg&geurities, 0O
11INovember 2003 (the AMBS Lawo) al
organizations and special purpose entities (mortgage agents) to issue
mortgagebacked securitied mortgagebacked bonds and mortgage
participation certificates.

The MBS Law provids for two types of mortgagecked bonds:

(i) issued directly from the balance sheet of a Russian bank (covered
bonds); and (ii) issued via a Russian special purpose vehicle (a so
called mortgage agent) acquiring mortgages from an originator
(ARMBSO) .

Toissue covered bonds a bank will need to observe certain mandatory
ratios imposed by the Bank of Russia, e.qg. liquidity ratios, ratio of
cover pool to the volume of issued bonds. However, unlike issuance
of RMBS, issuance of covered bonds does not alloank ko free up
capital and reserves. Usually such bonds are rated with the rating of
the issuer.

Issuance of RMBS implies a true sale of mortgage loans from a bank
to a mortgage agent. Under the MBS Law, mortgage agents have
limited capacity and arallowed to conduct specific activities related
to the issuance of RMBS and purchase of mortgages. A mortgage
agent is not afiwed to have employees, it should be managed by an
independent management company and its accounting should be
maintained by a spi&dized accounting organization (which may not
be affiliated with the management company). It should also be noted
that the mortgage agent is not subject to corporate profits tax. Such
RMBS structures allow a rating uplift of 6 notches above the rating
of the bank selling mortgage loans.

Mortgage participation certificates may be issued only by commercial
organizations having lecense to manage investment funds, mutual
investment funds and nagovernmental pension funds, as well as by

Baker & McKenzie 51



credit organizatios. Unlike mortgagdacked bonds mortgage

participation certificates have no nominal value, are not considered as
issuable securities and do not require state registration with the Bank

of Russia. Bmg similar to a unit in a mutual fund, a mortgage

participation certificate confirms the right of its owner to a part of the

cover pool. There have been only several issuances of mortgage
participation certificates in Rus:
such instruments.

The cover pool of mortgageackel bonds and mortgagmrticipation
certificates may be made up of mortgage loans, cash, Government
securities and, in liited cases, real estate. During the life of the
bonds, the value of the cover pool must not be less than the total
principal amount ostanding under the mortgatacked bonds.
Mortgage loans included in the cover pool should also meet certain
eligibility criteria set out in the MBS Law (e.g., LTV level, property
insurance, etc.). The cover pool is pledged by the issuer to holders of
mortgagebacked bonds.

The MBS Law provides for the concept of a specialized depositary
which acts as aower pool monitor. It should possess a special license
to act as a specialized depository and may not be affiliated with the
issuer. The specialized deposy maintains a register of the cover
pool, safekeeps documents relating to mortgage loans (typically
mortgage certificatezékladnayaand other ancillary documents) and
on a daily basis monitors the compliance of the cover pool with
eligibility criteria and ratios set out in the MBS Law.

Upon insolvency of the issuer the cover pool is excluded from its
insolvency estate by operation of law and is applied in full towards the
discharge of its obligations under the mortghgeked bonds. The

MBS Law does at provide for a separate cover pool administrator,
which would continue seising the cover pool to its maturity. Under

the MBS Law, an insolvency administrator, which deals with
insolvency of the issuer, would also have to administer and sell the
cover ol in order to redeem the mortgalgecked bonds. If the
proceeds received from the sale of the cover pool are insufficient to
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redeem the bonds in full, then the bondholders would be able to claim
the shortfall from the issuer as unsecured creditors.

5.6.2 Securitization of Other Assets

On 13 December 2013 the State Duma passed federal law No. 379
aimed at creating adal basis for securitizations of a wide range of
assets on the Russian mar ket (the
Securitization Law introduced chargg@to various pieces of

legislation, including the Civil Code, the Securities Law, the Tax

Code, the Banking Law, the Bankruptcy Law and a number of other

laws. The Securitization Law became effective on 1 July 2014 and is
expected to boost the amount ayples of securitization transactions

in Russia.

The Securitization Law envisages a new domestic corporate @ntity

the special finance company (the |
bonds secured by pledge of securities, immovable property and

various tyes of receivables which are assignable under Russian law
(including existing and future receivables).

The structure of an SFC in many ways resembles that of a mortgage
agent. Thus, an SFC may nater into any employment agreements,
and its management éduaccounting operations must be outsourced to
external management and accounting companies, respectively. A
company willing to manage SFCs must be enrolled on a special list
maintained by the Bank of Russia.

According to the Securitization Law a 20% rigitantion rule would
apply to the originator. The Bank of Russia has developed certain
ancillary legislatiorregulating the form in which such risk is to be
retained.

The Securitization Law provides for several new types of accounts.
One of them is a noimal bank account, which is to be used for
operations with funds not belonging to the account holder (client). The
use of nominal bank accounts is intended to minimize the
commingling risk in certain securitization transactions.

Baker & McKenzie 53



Another is a collateral (pleeg) account. The pledge may be created
over all the existing and future funds in the collateral accountor for a
fixed amount. The collateral account allows the pledgor to use the
funds in the collateral account, although there may be certain
limitations ageed by the parties. Collateral accounts are expected to
be widely used during issue of asbatked bond8 in accordance

with the Securitization Law, all collections from the securitized
receivables should be credited to the collateral account and riyay on
be used to satisfy the claims of bondholders or for making payments
indicated in the terms and conditions ohtds.

5.7 Russian Depositary Receipts (RDRS)

An RDR is a documented registered security without a nominal value
stored centrally by the issuer (iRRussian depaositary), which certifies
both the right to a spdi®d amount of shares or bonds of a foreign
issuer and the provision of services in connection with the realization
of rights by a Russian holder of an RDR.

Only a Russian depository that Heeen in business for three or more
years can issue RDRs. If the issuer performs services relating to the
payment of income on shares or bonds certified by RDRs it must open
separate depository accounts for the holders of the RDRs.

A foreign issuer assumebligations to Russian RDR holders by
entering into an agreement governed by Russian law with a
depository. Such agreement must specify the procedure for voting
under such securities and the ghtion of the foreign issuer to

disclose information in Rusan. This agreement cannot be terminated
without the consent of the RDR holders, except for RDRs admitted to
organized trading. Where a foreign issuer does not assume obligations
to Russian RDR holders, public circulation of RDRs is only allowed if
the sectities of such foreign issuer are listed on the foreign stock
exchanges featured in the list drawn up by the Bank of Russia.
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5.8 Investment Units of Mutual Investment Funds
(Alnvestitsionniy Pai o)

Pursuantto Federal LawNo. 166Z A On | nvest ment Fu
29 November 2001 (as amended) (the
mutual investment funds are considered to be property complexes and

not legal entities. Mutual investment funds are managed by a

management company, which acts on behalf of the founders pursuant

to a fiduciary managemengi@ement. Management companies need

to be licensed. An investment unit is a registered security issued by a
management company certifying the share of its holder in the

ownership right to the property composing an investment mad

property coming about through its management.

The Investment Funds Law and relevant acts of the Bank of Russia
provide detailed regulation of various issues regarding investment
funds, including the foundationedisionmaking and asset structure
thereof. Management companies of mutual investment funds are also
subject to certain information disclosure requirements (e.g., regarding
information on the value of an investment share).

59 Infrastructure of the Securities Market

The Securities Law regulates thiatus of professional participants of

the securities market and provides the legal requirements for their
operations. The activities of professional participants of the securities
market are subject to licensing by the Bank of Russia, and the
proceduregor obtaining a license and the requirements for

professional participants of the securities market are prescribed in
various regulations adopted by the Bank of Russia. A summary of the
types of professional participants of the securities market that are
subject to the Bank of Russiabds | i
below.

5.9.1 Brokers, Dealers, and Trust Managers of Securities

Under the Securities Law, brokers are professional participants of the
securities market who perform transactions with secuctelsehalf
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of and at the expense of their clients (investors or issuers), or on their
own behalf and at the expense of a client.

Dealers are defined as professional participants of the securities
market whaperform transactions with securities on their dvealf

and at their own expense by declaring in public bid/ask prices with the
obligation to buy and/or sell securities at such prices.

On 1 October 2015 the regulation of forex dealers became effective.
Forex dealers are required to have at least RUBMiIlON in capital

and maintain membership of specialized-seffulating organizations.

Forex dealers alsaale to disclose certain information on their

websites, including the terms for setting quotes, certain financial
perfor mance o éstmersenotificaton of risksansdl 6 | nv
other information. The complete scope of the information to be

disclosed by forex dealers will be defined in a regulation of the Bank

of Russia.

Trust managers of securities are professional participants of the
securities market who manage the securities of their clients under a
fiduciary management agreement. Fiduciary management may be
exercised over securities, money for investment in securities, or assets
and securities derived from such management activities.

5.9.2 Registrars, Depositaries

Under the Securities Law, registrars are professional participants of
the securities markevho are charged with maintaining registers of
securities owners. All joirstock companies are subject to the
requirement to appoint a pessional licensed registrar to maintain the
sharehol dersdé6 register.

Under the Securities Law, depositaries are professional participants of

the securities market who hold certificates of securities and/or record

the transfer of rights to sarities. The coclusion of a depositary
contract does not involve the tral
securities to the depositary. The depositary has no right to dispose of
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the depositords securities, to mail
with securities obehalf of the depositor, except for those performed

at the demand of the depositor in cases provided for by the depositary
contract.

5.9.3 Central Depositary

On 7 December 2011 the Russian President signed into law Federal
LawNo.414FZ AOn the @entovoaldabepodi Dec
2011 (the fALaw on the Central Dept¢
415F Z A On | nt rmertdments into Russiari Legislative

Acts in Connection with the Adoption of the Federal Law on the

Centr al Depositary, d7Dedenber 26ilA me n d m«
which entered into force on 1 January 2012 and 1 July 2012

respectively.

The Central Depositary is the only organization able to open
depositary accounts directly in the registrars of companies the
securities of which are publicly tradethe Law on the Central
Depositary does not require that transactions with publicly traded
securities be settled exclusively through the Central Depositary. In
order to prevent any loss of rights the Central Depositary must
immediately verify the statud @s accounts with registrars if

operations are undertaken, and do so on a daily basis if no operations
are undertaken.

Apart from the right to open accounts for Russian legal entities the
Central Depositary has exclusive rights to open accounts fogforei
central depositaries or eti¢is conducting settlement and clearing on
regulated markets included in the list published by the Bank of Russia
and to open nominee accounts with foreign registrars or depositaries
incorporated in a member state of the OEEBTF or MONEYVAL

or in a jurisdiction whose securities market regulator has concluded a
cooperation agreement with the Bank of Russia.

Also, foreign organizations incorporated in a member state of the

OECD, FATF or MONEYVAL,or in a jurisdiction whose sarities
market regulator has concluded a cooperation agreement with the
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Bank of Russia, will be allowed to open the following foreign
nominee accounts with Russian depositaries:

1 foreign nominal holder accounts if the foreign organization is
authorized d register and transfer rights to securities under its
domestic legislation; and

1 foreign authorized holder accounts if the foreign organization
is authorized to act in its own name but on behalf of other
persons underdtdomestic legislation. This also aigglto
brokers.

In addition, issuers of foreign securities that represent Russian
securities (such as depositary rec(
be allowed to open special depositary program accounts with Russian
depositaries, which, in turn, hat@have nominee accounts opened

with the Central Depositary. The Depositary Banks will have to
disclose all holders of the depositary receipts on a quarterly basis in a
manner still to be confirmed by the Bank of Russia. Otherwise
operations on the releviadepositary program accounts may be
suspended. Furthermore, the Depositary Banks must also disclose the
holders of the depositary receipts on an ad hoc basis in order to
exercise voting rights attached to the underlying shares and receive
dividends.

5.10 Organizers of Trade, Stock Exchanges, and
Clearing Organizations

In accordance with Federal LawNo. 322 A On Or gani zed
dated 21 November 2011 (the ALaw ¢
organizers are legal entities that directly facilitate the corarusi

transactions on the financial and commodities markets on the basis of

a license issued by a stock exchange or a trade system. The Law on
Organized Trading requires trade organizers to disclose information

on the rules for trading, annual reports, stdnent documents and

other information related to trading to any interested party.
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The Moscow Stock Exchange (fAMOEXO]
exchange for both debt and equity instruments. In December 2011

RTS, the second largest Russian stock exgbamerged with MoEX
(previously named MICEX).

In accordance with Federal LawNeF7Z A On Cl ear i ng an
Activities, o dated 7 February 201:
entities licensed by the Bank of Russia to clear settlements under
transations with securities. Typically a clearing organization works

closely with a stock exchange.

5.11 Regulation of the Securities Market
5.11.1 The Bank of Russia

The main functions of the Bank of Russia, as a securities market
regulator, include: the licensing and seygsion of professional
participants of the securities market and banks; the authorization of
selfregulatory orgaizations; the registration of securities issuances
and prospectuses and the approval of standards for their issuance;
approval of issuance securities outside the Russian Federation; and
control over the use of inside information.

The Bank of Russia has the authority to take certain actions against
professional participants of the securities market that have breached
the securities marketgalations. Such measures include the
suspension and revocation of licenses, enforcement actions and
petitions for criminal prosecution.

In addition, the Bank of Russia has the power to fine legal entities or
individual entrepreneurs for viaus securitiegaw violations. Any

action pursued against issuers, such as for invalidation of an issuance,
must be effected through the courts. Consequently, the ultimate
jurisdiction over breaches of securities law remains with the courts.

Issuance of securities by saand municipal authorities falls outside

the regulation of the Bank of Russia and is regulated by the Ministry
of Finance.
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511.2 Selfr egul ating Organizations (fASROs

Under the Securities Law, an SRO is a voluntary association of
professional participants the securities market functioning on the
principles of anon-profit organization established for the provision of
their professional activity, the observance of standards of professional
ethics, the protection of interests of owners of securities, and the
implementation of regulations and standards to ensure effective
functioning of the securities market.

Federal law No. 228 Z i O wegubaeoity Organizations on the

Financial Markets and on Amendments to Articles 2 and 6 of the

Feder al L a w omoOAmendments iotal Cedaini
Legislative Acts, 0 dated 13 July :
deepened the regulatory framework governing the activities of SROs

in Russia.

The SRO Law established an obligation of professional participants

on the secuties maket to participate in an SRO specializing in the

area of such participanprditdt busi ne:
organization can obtain the status of an SRO, which occurs when the

Bank of Russia includes it in the uniform register of SROs. Such
organizations must comply with the following requirements:

1. at leas26% of professional participants on the financial
market (e.g. brokers, dealers, registrars) conducting a certain
type of regulated activity in Russia should be members;

2. it must developstandards of conduct which comply with the
SRO Law;
3. it is obliged to establish management and certain other bodies

in accordance with the SRO Law; and

4. its chief executive officer should comply with the specific
requirements of the SRO Law.
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An SRO may inclde professional participants of the securities market
engaged in different types of regulated activities, provided that the
requirement mentioned in item 1 of the list above is observed for each

type of regulated activity. As a general rule, a professipadicipant

on the financial ma&et can be a member of only one SRO which
specializes in the area of such p:
However, if a professional participant carries out several business

activities on the financial market it is efgi to participate in several
SRO6s of different specializati on:

The SRO Law allows for associate membership in an SRO which
means that an associate member (i) is entitled to participate in such
SRO in a consultative capacity, take part in working gr@unos
committees and (i) is not subject to supervision of such SRO unless
such member consents ettvise. The charter of an SRO should
specifically allow associate membership and can specify what
standards should be observed by associate members.

5.12 Regulation of Certain Securities Transactions

5.12.1 Acquisition of More Than 30%, 50% and 75% of Voting
Shares of an Public Joint-stock Company

According to the JSC Law a person who intends to buy more than

30% of the voting shares in a public joint stock company (et

shares owned by its affiliates) should make an offer to the
shareholders of such public joint
Of ferd) to purchase their shares.
with its affiliates more than 30%, 50% or 75% of the mgtshares in

a public joint stock company must
Of fero) to purchase the remaining
general requirements as to the terms, form and content of such an
Obligatory and Voluntary Offer. The law also segstain limitations

with respect to determination of the price of purchased shares.
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5.12.2 Acquisition of Remaining Shares by a Person Who Acquires
More Than 95% of a Companyds Voti

Out 0)
Under the JSC Law a shareholder who has acquired mamed6% of
a public joint stock companyds volt

Obligatory Offer or Voluntary Offer) is obliged to purchase the
remaining shares in the company and securities convertible into such
shares. Moreover, a minority shareholder istietito demand that its
shares be purchased.

5.13 Placement and Circulation of Russian Shares
Overseas

Starting April 2015, the total number of shares of a Russian company
that may be placed outside Russia should not exceed 25% of the
outstanding séres of thesame category for a company.

In addition, at least 50% of newly issued or existing shares of a
Russian company that are to be placed should be placed in Russia.

Russian companies must submit applications to the Bank of Russia to
obtain its consent for plament of shares outside the Russian
Federation. The Bank of Russia is entitled to either approve the
contemplated placement or deny such approval if the relevant Russian
issuer does not comply with the above requirements on the amount of
shares to be plade

After the placement the relevant issuer is obliged to submit a
notification on the restd of placement to the Bank of Russia. Such
notification must be submitted within 30 days from the date of either
(i) completion of placement, (ii) expiry of one ydeom the date of
issuance of consent by the Bank of Russia or (iii) expiry of the term of
offering.

Among other information, such notification on the results of
placement must contain the following information:
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1. the amaint of securities offered for purckain and outside
Russia;

2. duration of the offering of securities in Russia and abroad,;

3. information about organizations that facilitated the placement

in and outside Russia; and
4. the anount of securities purchased in Russia and abroad.

These requirements airdended to maintain the liquidity of Russian
issuers on domestic financial markets and to restrict foreign
investment in certain strategic industries.

5.14 Regulations of Derivatives in Russia
5.14.1 Civil Law Recognition

According to amendments to the Civil Cad&oduced in February

2007 cl aims based on fAan obligati ol
transaction to pay monetary amounts depending on the changes of

prices for goods, securities, foreign exchange rates, interest rates,

levels of inflation, or parametecalculated based on an aggregate of

such indicators, or on the ensuing of another circumstance which is
provided by law and relative to which it is unknown whether it will
ensueornotenued are awarded court prot
the partiedo the transaction holds a license for banking operations or

a license of a professional participant of the securities market. Since

then there have been a number of court precedents when non

deliverable derivative transactions have been granted judicial

protection.

Furthermore, according to court practice that dealt with the issue prior
to 2007, transactions that had an economic purpose were granted court
protection even if they were naleliverable.

From time to time ihas been argued that those prmnsi are also
applicable in case foreign law is chosen, which is generally possible if
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the transaction includes one international element, which is the case if
one party is notRussian. We however do not believe this argument to
be convincing.

5.14.2 Netting and Securities Markets Treatment

In the context of plans to protect netting, the Securities Law was
amended in January 2010 to regulate trading in Russian and foreign
derivative instruments. In particular, the law now deals with trading in
Russia in sick exchage and OTC derivatives, in derivative
instruments designated for trading bycsiled qualified investors and
foreign derivative instruments (i.e. derivative contracts issued under
foreign law).

According to the relevant legislation, derivatimstruments may only
be offered to qualified investors. The exact sanctions for violation of
the new rules in case of cregsrder trading are unclear. In particular,
it is unclear whether the contracts violating such rules would be
deemed invalid owhether the parties offering such contracts face
sanctions for undertaking ngoermitted activity.

5.14.3 Russian Master Agreement

In May 2008, three associations, namely NAUFOR, the NVA and the
Association of Russian Banks, asked a law firm to develop standards
for concluding derivatives transactions. The contracts prepared on this
basis were discussed again and reviewed in 2011, with the result being
approved by the FSFM and frequently referred to as the Russian

ISDA, or RISDA.

5.14.4 Netting and Offset

Offsetting of claimss generally impossible in bankruptcy and is

likely to be challengeable within six months preceding bankruptcy. It
is commonly understood, despite good arguments to the contrary, that
this prohibition extends to netting.
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The Securities Law allows one tetrcontractual claims, including in

the course of bankruptcy of one of the parties, provided that, inter alia,

the transactions are concluded between eligible counterparties and
transactions are documented under eligible master agreements
information aboutvhich is provided to a repository. Eligible cress
border master agreements include those developed by ISDA and

ISMA.

5.15

Inside Information

Pursuant to Federal Law No.284Z A On Countering

of
(the

nside I nformati on d2@A3duneM@ld k et
fi lrnnsa tdieon nfaowdo) i nside inforn

and specific information the disclosure of which may have material
effect on prices of financial instruments, foreign currency and/or
goods and which has been includedhia list of inside information.

The list of insidersricludes the following:

=A = =4 =4 =4

=A =4 =4 =4 =4

Issugs and management companies;
Monopolies;

Consultants and counterparties;
Major shareholders;

Organizers of trade, clearing and other organizations making
settlements on exchges;

Professional participants of the securities market;
Members of corporate governing bodies;
Authorities / officials;

Press agencies;

Rating agacies;
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1

T

Persos involved in a voluntary, mandatory or competitive
share offering; and

Employees.

The Inside hformation Law requires insiders to comply with, inter
alia, the following requirements:

T
1

to mairtain a list of insiders;

to notify the persons included in the list of insiders of their
inclusion in such list and delisting, as well as to inform them
on therequirements of the Inside Information Law;

to transfer the list of insiders to the market operator through
which transactions are effected,;

to provide the Bank of Russia with the list of insiders at its
request;

to approve own lists of inside informati¢mot applicable to
insiderswho are consultants and contractors, employees and
members of the management bodies); and

to notify the Bank of Russia of transactions with financial
instruments, securities, currency and goods that relate to
inside information.

Existing legislation on inside information provides for criminal and
administrative liability for norcompliance with the abowaentioned
requirements.
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6. Competition Protection Law

Antitrust mattes in Russia are mainly regulated by the Federal Law
onProtet i on of Competition (the ACom
the auspices of the Federal Anti m

The Competition Law has exttarritorial effect and applies to
agreements concluded and actions taken outside Russia, including by
nortRussian persons, if they affect competition in Russia. The
Competition Law does not apply to agreements and actions committed
on crossborder marketsi.e., markets of at least two countries of the
Eurasian Economic Union to which Russia is a membfesuch
agreements and actionslfaithin the jurisdiction of the Eurasian
Economic Commission, which is a supranational authority in the
Eurasian Economic Union.

The Competition Law and related legislation address the following
areas that may be relevant foreign investors:

1 Abuse of market dominance;

1 Anticompetitive agreements and concerted practices between
companies;

1 Anticompetitive agreements between companies and

government authorities;

1 Requirements for procurement tenders by government
authorities, ggernment enterprises and private companies;

Requirements for the transfer of statened property;
Government aid;
Establishment of companies;

Mergers and acquisitions; and

=A =/ =4 =4 =4

Unfair competition ad advertising.
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6.1 Abuse of Market Dominance

Dominant entities arsubject to certain restrictions on their activities.
Determining whether a particular entity holds a dominant position

involves a complex evaluation of various factors, including, most
importantly,te def i ni ti on of a mar ket anct
When determining market share FAS normally reviews the entire

group of entities, including all persons and legal entities related by a
common controlling share ownership, and contractual or other de

facto management control, rather than looking at therhm entity

in isolation.

For entities with a market share exceeding 50% there is a presumption
of market dominance. Entities with a market share between 35% and
50% are deemed dominant, provided their dominant position has been
established by FAS. For &ties with a market share not exceeding

35% there is a presumption of rdaminance.

Different (lower) thresholds apply to certain industries. For example

FAS deems a financial organization to be a dominant entity according

to the criteria set by the Rias Government (and with respect to

credit organizations, together with the Russian Central Bank). A
financial organization whose share in any single market in the Russian
Federation does not exceed 10%, or whose share does not exceed 20%
in a commodity miket if the commodity also circulates in other
commodity markets in the Russian Federation, may not be deemed
dominant.

The CompetitionLawalso s es t he concept of fcoc

domi nanceo, which is deemed to exi
are met:
1 the market share of up to three companies exceeds 50%, or the

market share of up to five companies exceeds 70%, provided
the share of each such company is or exceeds 8% and at the
same time exceeds the respective shares of other market
players;
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1 duringa catinuous period of time (at least one year) the
shares of companies active on the relevant market are stable
or fluctuate insignificantly, and there are barriers to market
entry;

1 goods sold or purchased by the companies cannot be
substituted, any pridacrease is not proportionate to the
respectie decrease in demand and the information on prices
and terms of selling or purchasing the goods is publicly
available.

For those in a dominant position, the Competition Law prohibits any
actions and inactionshich may lead to restriction of competition
and/or damage interests of other economic interests or an indefinite
group of consumers, being both legal entities and individuals buying
goods and services, in particular, afyhe following activities:

1 Settirg and/or maintaining monopolistically high or low
prices;
1 Withdrawal of goods from circulation if this leads to higher

prices for such goods;

1 Creation of discriminatory conditions, i.e. those which place
one or more business entities in an unequal posason
compared to other entities in their ability to access the market
for particular goods;

1 Unjustified imposition of contractual terms that are
disadvantageous to the other party or do not relate to the
subject matter of the contract;

1 Stopping or deeasirg the production of goods for which
there is consumer demand if it is possible to produce such
goods on a profitable basis;
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1 Unjustified refusal to enter into a contract with particular
customers if it is possible to provide the relevant goods to
such custmers;

1 Unjustified setting of different prices for the same goods;

1 Creation of barriers to market entry or exit for other business
entities;

1 Violation of pricing rules established by legislation;

1 Price manipulation in the wholesale and (or) reghattricity
markes.

However, certain of the above activities may be allowed if the
dominant entity can prove that the positive effects of a particular
activity outweigh its negative consequences pursuant to the criteria set
in the Competition Law.

The pranibitions against the abuse of market dominance do not apply
to the exercise of intellectual property rights.

In order to prevent abuse of dominance the Russian Government may
introduce mandatory rules of naliscriminatory access on product
market for theedominant entities, whose share exceeds 70% in the
relevant market and who are not operating as a natural monopoly.
Such rules can only follow a valid decision of FAS on abuse of
dominance and must provide for a wide variety of conditions,
including pubication of information on (i) the supply of goods in the
market, (ii) full list of consumers to be supplied in priority to others if
the syply is limited, (iii) materiaterms of supply agreement, and

other information.
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6.2  Anticompetitive Agreements, Concerted Actions and
Actions of State Bodies Limiting Competition

6.2.1 Agreements Limiting Competition

The Competition Law specifically prohibits cartels, i.e. agreements
concluded between competitors, if such agreements lead or may lead
to the following:

1 Settingor maintaining prices, discounts, bonus payments, or
surcharges;

1 Increase or reduction of prices or manipulation of prices at
tenders;

1 Division of the market by territory or according to the volume
of sales/purchases, assortment, or the range of sellers or
buyers;

1 Refusal to deal with particular sellers or customers;

1 Ceasingor decreasing production of goods.

The termficompetitor® covers not only entities supplying goods on
the same arket, but also the entities that purchase goods on the same
market.

The Conpetition Law also specifically prohibits vertical agreements,

i.e. agreements between companies at different levels in the supply

chain, if they: (i) lead to resale price fixing, save for setting a

maximum resale price; and/or (ii) impose an obligatiothenbuyer

not to allow the sale of a compet.
organized by the buyer under a trademark or other means of
individualization of the respective manufacturer or supplier.

The Competition Law specifically prohibits agreemergsieen

economic entities @ing in wholesale and/or retail electricity markets
and commercial or technological infrastructure markets if such
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agreements lead to price manipulation in the wholesale or retalil
electricity markets.

In addition, the Competitiobaw generally prohibits other agreements
that lead or may lead to restriction of competition as may be
determined by market analysis. These are agreements which impose
unfavorable conditions on the counterparty, set different prices for the
same goods whout a valid objective justification, create barriers for
third parties entering or exiting a certain market, or set conditions for
participating in professional or other associations.

Lastly, the Competition Law prohil

activitieso by economic entities

restriction of competition. ACoor

understood as coordination of the actions of economic entities by a

third person who does snoonts ob eolfo nsgu c

economic entities and does not act on the market where coordination
is taking place. Actions pursuant to a vertical agreement are not
treated as coordination of economic activities.

At the same time, th€ompetition Law provides certain exetigms
from the above restrictions, in particular:

1 The Competition Law permits vertical agreements (i) that are
concluded between economic entities each having a market
shareof 20% orless inthe marketof a product in relation to
which the agreement is moluded and/or (ii) that are
commercial concession (franchise) agreements concluded in
written form;

1 Save for cartels, an agreement may be recognized as
permissible if it can be proved that (i) the agreement does not
lead to elimination of competition anpose excessive
restrictions on the parties or third parties and (ii) the positive
effects of theagreement, including soceconomic effects,
outweigh the negative consequences pursuant to the criteria
set in the Competition Law;
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1 An agreement on joint &uities, even if it may technically be
viewed as a cartel, may becognized as permissible if it can
be proved that (i) the agreement does not lead to the
elimination of competition or impose any restrictions on third
parties and (ii) the positive effacbf the agreement, including
sociaeconomic effects, outweigh its negative consequences
pursuant to the criteria set in the Competition Lewfact, the
agreement on joint activities cannot be recognized as a cartel
if it has been earlier prapproved byFAS;

1 Some agreements are exempt from all restrictions if entered
into between companies of tkame group of persons and
either party to the agreement controls, is controlled by or is
under common control with the other party to the agreement.
Control forthis purpose is understood as the ability of one
person or entity to determine directly or indirectly the
decisions taken by the other entity either through exercise of
more than 50% of voting shares in the entity or by performing
the functions of an exative body of the entity;

1 Agreements on intellectual property rights are exempt from all
restrictions specified above.

In addition, the Russian Government has introduced general block
exemptions and block exemptions in a number of economic areas (e.g.
credit and insurance organizations). The general block exemptions
specify certain conditions which automatically render a vertical
agreement permissible, as well as conditions whitdure

permissibility of an agreement.

6.2.2 Concerted Actions Limiting Competition

The Competition Law specifically prohibits concerted actions between
competitors acting on the same market, if such concerted actions lead
to the following:
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1 Setting anddr maintaining prices, discounts, bonus payments,
or surcharges;

1 Increase or reduicin of prices or manipulation of prices at
tenders;
1 Division of the market by territory or according to the volume

of sales/purchases, the range of marketable goods, or the
range of sellers or buyers;

1 Refusal to deal with particular sellers or custometeam
such refusal is provided for by federal legislation;

1 Ceasing odecreasing production of goods.

Under the Competition Law Aconcer
carried out by eamomic entities without agreement and that meet the
following criteria: (i) the outcome of the actions is in the interest of

each of the participating economic entities, (ii) each economic entity

is aware of the actions due to a public announcement made by one of

the economic entities participating in the concerted actan{iii)

the actions of each of the economic entities are based on the actions of
other economic entities and do not result from circumstances equally
affecting all economic entities in the market.

In addition, the Competition Law prohibits concertedaarst made by
economic entities acting on the wholesale and/or retail electricity
markets and commercial or technological infrastructure markets if
such agreements lead to manipulation of prices in the wholesale
and/or retail electricity markets.

The Compation Law generally prohibits concerted actions between
competitors that lead to restriction of competition, including creation
of unfavorable conditions fa counterparty, setting of different prices
for the same goods without economic or technologicslfjcation, or
creation of barriers for third parties trying to enter into or exit from a
certain market.
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Certain concerted actions may be permitted provided it can be
demonstrated thateir positive effect, including socieconomic

effect, outweighs thir negative consequences pursuant to criteria set
in the Competition Law.

The above prohibitions do not apply to concerted actions taken (i) by
persons whose aggregaharket share does not exceed 20% and
individual shares do not exceed 8%, or (ii) amtreggsame group of
companies if one of the participants controls or is under common
control with the other participant of concerted actions.

6.2.3 Actions and Agreements Involving State Bodies Limiting
Competition

The Competition Law also contains certain retibits applicable to
anticompetitve actions and agreements involving federal executive
state bodies, the Central Bank, Amundgetary funds, regional and
municipal state bodies and organizations performing state functions or
providing state services.

The Canpetition Law specifically prohibits (i) restrictions in relation

to the establishment of legal entities, (i) restrictions on the movement
of goods within Rasia or other restrictions on the sale, purchase or
exchange of goods, (iii) limitations on thght to choose suppliers,

(iv) steps that grant state preferences in breach of prescribed
procedures, or (v) discriminatory conditions, etc.

6.3 Requirements for Tenders and Price Quotations

The Competition Law lists actions that are prohibited during tenders
(including goernment tenders) and when seeking price quotations if
they lead to restriction of competition. Such actions include setting
preferential conditions for participation in tenders, breaching
procedures for determining the winner, and restrigbiagicipation in
tenders. In addition, when conducting public procurement tenders or
seeking price quotations, it is prohibited to restrict competition by
including into tender lots products that differ technologically and
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functionally from the productsesvices and works that are the subject
matter of a tender.

In addition to the Competition Law, detailed requirements for public
procurement tenders and price quotations are outlined in Federal Law
No.44FZ fAOn the Contractual odSystem
Wor ks and Services for State and |
concerning tenders organized by state corporations ane state

controlled companies are outlined in Federal Law No-RZ3 f On
Procurement of Goods, Works and Services by Certain Tydesgaf
Entities. o Finally, tenders for t|
subject to special procedures similar to public procurement tenders.

6.4  State Aid

The Competition Law defines state (or municipal) aid as granting an
economic entitycertainprivileges over other market participants,
ensuring more favorable conditions for its activity in the relevant
market by transferring property and (or) civil rights, preferences or
state (or municipal) guarantees.

State (or municipal) dimay be granted wi preliminary written
approval of FAS, subject to a few exceptions specified in the
Competition Law, for the following purposes:

1 Ensuring vital services for the population in Arctic regions
and equivalent areas;

Developing science and education;
Conductirg fundamental scientific research;
Protecting the environment;

Development and conservation of the cultural heritage;

=A =/ =4 =4 =4

Devebping sports and physical culture;
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Agricultural production;
State defense and security;
Rendering social services for the population;

Protecting health and labor; and

=A =4 =4 =4 =4

Renderingsupport to small or medium businesses.

In order to provide state (or municipal) aid, the authority intending to
grant the aid must submit an application to FAS for approval with
supporting doagments (including draft of the grant indicating the
goals and amounts of the aid, a
the two years preceding the date of the FAS application, and other
information required by the Competition Law).

FAS should rule on the applicatianithin one month of the date of

filing of a compete application but may extend the review period to
two months if it believes that the state (or municipal) aid might restrict
competition.

6.5 Establishment of Companies, Mergers &
Acquisitions and Joint Ventures

The Competition Law stipulates that a transaction is subject to state
control if it meets certain thresholds and involves:

1 main prodiction (fixed) assets or intangible assets that are
located in Russia;

1 voting shares, participatory interests or rightRussian
commercial and nenommercial legal entities;

1 voting sharesparticipatory interests or rights in foreign
companies supplying goods to the Russian Federation worth
more than RUB 1 billion during the year preceding the
transaction;
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1 joint venuresin Russia between competitoos;

1 the assetsfdrussian financial organizations.
6.5.1 Establishment of Companies

The founders must obtain consent from FAS prior to the establishment

of a new company (be it Russian or foreign) if its charter capital is

paid inkind with the shares or property of a Russian legal entity and

the new company acquires in that payment more than 25%/50%/75%

of the shares in a Russian joint ¢
I of the participatory cdmpang® i n
where the company acquires more than 20% of the main production

(fixed) assets or intangible assets located in Russia (exclusive of most
types of buildings and land plots) of another legal entity, and where

the thresholds set in the Competitibaw are met.

According to specific conditions provided by the Competition Law,

the establishment of a company whose charter capital is paid using the
shares or property @ Russian financial organization may be subject

to mandatory FAS notification regiaments. The relevant filing must

be made before the new company is established.

6.5.2 Mergers and Acquisitions

6.5.2.1 Mergers

The consolidation or merger of legal entities (save for financial
organizations) is subject to the prior approval of FAS if the aggregate
asset value of these entities and
7 billion or the aggregate revenue earned by the entities and their
Agroup of personso from the sale
year exceeds RUB 10 billion. The procedures faaioing such

approval are similar to the procedures used for acquisitions.

The thresholds for consolidations or mergers involving financial
organizations are set by the Russian Government depending on the
type of financial organizations involved.
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Intra-group consolidations or mergers may be exempt from the
requirement to obtain prior FAS approval, provided certain conditions
are met, but a limited number of these transactions may require post
transaction notification to FAS, subject to certain additional
requirements being applied (outlined in more detail below).

The following constitutes a fAgrou,j

1 a compaw (partnership) and an individual or legal entity, if
such individual or legal entity, by virtue of participation in
this company (partnershipor in accordance with authority
received from other persons, including on the basis of written
agreement, has more than 50 percent of the total number of
votes carried by voting shares/participation interest in the
charter capital of this company (pagtahip);

1 alegal entityand an individual or legal entity, if such
individual or legal entity exercises the functions of the sole
executive body of thikegal entity

1 a company (partnership) and an individual or legal entity, if
such individual or such led entity on the basis of the
constituent documents of this company (partnership) or a
contract made with this company (partnership), is entitled to
issue mandatory instructions to this company (partnership);

1 legal entitiesn which the same individuals k@ up more
than half of themanagement council and (or) the board of
directors (supervisory board,

1 a company and an individual or legal entity, if the sole
executve body of such company has been appointed or
elected at the proposal of $uindividual or legal entity;

1 a companyand an individual or legal entity, if more than half
of the members of the management council or board of
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directors of such company have been elected at the proposal
of such individual or legal entity;

1 an individualand his/her spouse, parents (including adoptive),
children (including adopted), brothers, sisters and half
brothers and halisters thereof;

1 persons who, for any of the reasons specified above, belong to
a group with one and the same person, as wellhes ot
persons belonging to the same group with each of such
persons for any of the reasons specified above;

1 a company (partnership) and individuals and/or legal entities
if such individuals/ legal entities (for any of the reasons
specified above) are partofn e figr oup of perso
same time such individuals/legal entities (whether by virtue of
participation in this company (partnership) or in accordance
with authority received from other persons) jointly have more
than 50% of the votes represenbsdvoting shares
(participatory interest) in the charter capital of this company
(partnership).

6.5.2.2 Acquisition of Interests, Assets and Rights in a Russian Company

Acquisition of Shares or Participatory Interests in a Russian Company

When an individual,leda ent ity or fAgroup of p
than 25%/50%/75% of voting shares in a Russian joint stock company

or more than ™M [/ 50% /Rudsiaronftedpar t i ¢
liability company, such persons, entities or group must receive prior
appoval from FAS if:

1 The aggregate book value of the assets of the acquirer and its
Agroup of personso plus the ta
exceeds RUB 7 billion and the book value of the total assets
of the target and its group exceeds RUB 250 millan;
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1 The aggregate revenue earned b
of personso plus the target an
sale of goods over the past calendar year exceeds RUB 10
billion and the balance sheet value of the total assets of the
target ad its group of persons exceeds RUB 250 million.

Acquisition of Assets Located in Russia

When an individual, | egal entity
right of ownership or the right to use the main production (fixed)

assets located in Russiaintangible assets of a Russian or foreign

entity (subject to certain exceptions provided in the Competition

Law), if the acquired assets account for more than 20% of the

aggregate book value of the main production (fixed) assets and

intangible assets of étransferring entity, such persons, entities or a

group of entities involved in the acquisition must receive prior

approval from FAS if:

1 The aggegate book value of the assets of the acquirer and its
Agroup of personso plurssdrhxeot a
exceeds RUB 7 billion and the book value of the total assets
of the target and its group exceeds RUB 250 million; or

1 Theaggrgat e revenue earned by the
of personso plus the target an
sale ofgoods during the past calendar year exceeds RUB 10
billion and the book value of the total assets of the target and
its group exceeds RUB 250 million.

For the purposes of the above calculation, the main production (fixed)
assets or intangible assets ofeutity to be transferred should not
include land plots and neindustrial buildings, constructions,

premises and parts thereof or unfinished construction objects.
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Acquisition of Rights in a Russian Company

When an individual pelresgals 0e ratciqtuy r
conferring the ability to determine the commercial behavior of the

target company (including as a result of change of indirect control

over a Russian target company) or the right to perform the functions

of its executive bodies, sh persons, entities or group of persons must
receive prior approval from FAS if:

1 The aggregate book value of the assets of the acquirer and its
Agroup of personso plus the ta
exceeds RUB 7 billion and the book value of thtaltassets
of the target and its group exceeds RUB 250 million; or

1 The aggregate revenue earned b
of personso plus the target an
sale of goods over the past calendar year exceeds RUB 10
billion and the book value of the total assets of the target and
its group exceeds RUB 250 million.

Mergers and acquisitions made outside of Russia which require
Russian anttrust approval

When an individual, | egal entity
than50% of the voting shares of, or any right of control over, a legal

entity incorporated outside Russia, or the right to perform the

functions of its executive bodies, the acquirer must receive prior

approval from FAS if:

1 Such taget foreign legal entity edrols a Russian subsidiary,
or such target foreign legal entity supplied goods to the
Russian Federation worth more than RUB 1 billion during the
year preceding the transaction; and

i The aggregate book value of the assets of the acquirer and its
Agroppredbnso plus the target a
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exceeds RUH billion and the book value of the total assets
of the target and its group exceeds RUB 250 million; or

1 The aggregate revenue earned b
of personsoarmpd uist ¢ hlegn aumedf p
sale of goods over the past calendar year exceeds RUB 10
billion and the book value of the total assets of the target and
its group exceeds RUB 250 million.

Joint ventures in Russia between competitors

When competitorgnter into an agreement on joint activities in Russia
(including joint ventures, emarketing, cepromotion, etc), they must
first receive prior approval from FAS if:

1 The aggregate book value of the assets of the parties and their
Afgroups of dpRUBY bilios;@r e x c e e

e earned b

1 The aggregate revenu
the sale of g

of personso from
exceeds RUB 10 hillion.

In determining the threshold for asset and revenue values, FAS takes

into consideratio not only the acquirer and the target company or the
parties, but also all persons (individuals or legal entities) in the
acquirerés and targetds or the pal

Where a merger or acquisition takes place between entities in the

same olugpp of personso that are rela
than a shareholding of over 50% (e.g., through management control,
contractual control or other de facto control), the Competition Law

permits a 45day posttransaction notification of FAS, praled the

group structure is submitted to FAS no later than one month before the
transaction and the group structure does not change until after the
transaction.

The Competition Law contains separate conditions and thresholds for
the acquisibn of an inteest, asset or right in a financial organization
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subject to preacquisition FAS notification; these acquisitions should
be considered on a cakg-case basis.

6.6  Procedures and Timing

If FAS determines that an establishment of a company or a merger or
acquisiton may restrict competition or strengthen a dominant
position, itmay request additional information and documentation.
FAS may also require the parties to take measures to ensure
competition.

After all documents have been submitted, FAS has 30 daysi¢avre

the application or notification. If FAS believes that the transaction
may lead to retriction of competition, the review period may be
prolonged for an additional two months, during which time FAS
places information about the transaction on its @fisiebsite and
invites all interested parties to voice their opinions on the transaction.

6.7  Unfair Competition and Advertising

Unfair competition is prohibited in Russia. Aside from unfair
competition rules FAS also enforces the rules on unfair advertlaing.
general, unfair competition is considered to be an action committed by
a legal entity or individual, that (i) is aimed at acquiring a competitive
advantage in a commercial activity, (ii) is contrary to the Competition
Law, business customs, or the riegments of goodaith,

reasonableness and fairness; and (iii) has caused or may cause losses
to other competing legal entities or damage their business reputation.

Specifically, a commercial entity may be liable for unfair competition
if it:
1 disseminatefalse, inaccurate or distorted information that

may cause losses to another commercial entity or damage the
entitydéds business reputation;
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1 mislead consumers about the nature, methods and place of
production, as well as consumer characteristics and quafity,
goods;

1 incorrectly compares the goods produced or sold by another
commecial entity with the goods of other commercial
entities;

1 sells goods that illegally wuse
means of indiidualization to identify a commercial entit
products, or services, such as trademarks, logotypes and other
objects of intellectual property;

1 creates confusion with a compe
provisions on disparaging statements;

1 receives, uses and discloses commercial, official or othe
secrets without the consent of the commercial entity to which
this information belongsor

1 otherwise competes unfairly (e.g., uses other péson
business reputation).

6.8  Agreement on the Eurasian Economic Union

Russia is party to the Agreement on the Eurasian Economic Union

dated 29 May014 along with Belarus, Kazakhstan, Armenia and
eventually Kyrgyzstan (the AAgree:l
as of 1 January 2015 and concerns numerous legal mattees in th

member states, including antitrust. The Eurasian Economic

Commission is the main enforcement authority dealing with antitrust
issues.

The Agreement contains antitrust prohibitions similar to those

outlined in the Cometition Law. These include unfair cpetition,

abuse of dominant positions, anticompetitive agreements and
coordination of economic activities. Anticompetitive agreements with
state bodies, tenders and price quotations, as well as establishment of
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companies and mergers and acquisitions ddatlovithin the scope

of the Agreement. The main criterion to be met in order for the
Agreement to cover a particular violation is that such violation occurs
on a crosorder market. No distinct definition of crelserder

markets is set in the Agreemeand it is expected to be determined
later by a decision of the Eurasian Economic Commission.

The Eurasian Economic Commission has enforcement powers similar
to those of FAS, including the right to request information from
companies, initiate and investtgaantitrust cases and impose fines. In
addition it is entitled to request national competition authorities to
conduct antitrust inspections and share the information gathered
during inspections.
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7. Corporate Compliance

7.1  Overview of the Key Provisions Anti-Bribery Laws
of Russia

7.1.1 General Comments

On 1 January 2013 Rus scoragian laf,i r st
Feder al Law No. 273 AOn Combatt.i
require companies to take enhanced measures to prevent corruption.

Specifically new Arttle 13.3 requires all organizations to develop and
implement measures to prevent bribery and specifically recommends
the following:

1 desigating departments and structural units and officers who
will be responsible for the prevention of bribery and related
offenses;

1 cooperating with law enforcement authorities;

1 developing and implementing standards and procedures
designed to ensure ethical business conduct;

1 adopting a code of ethics and professional conduct for all
employees;

1 means for identifying, preventinand resolving conflicts of
interest;

1 preventing the creating and use of false and altered
documents.

An official guide as to how legal entities should take these measures
has been prepared by the Russian Ministry of Employment in
cooperation with severglublic associations and was released in
November 2013. This comprehensive guide includes clarifications of
the legal framework in terms of Russian, international and foreign
laws and practical recommendations for implementing the
requirements of the afamentioned Article 13.3.
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The enforcement practice at the moment includes an increasing
number of prosecutorsdéd actions an:i
inspectionof Russian entities for noncompliance with the

requirements of current anticorruption laws.

A number of other developments 1in
have prompted increased efforts by state authorities in combating
corruption. Feder al Law No. 230 A

bet ween the expenses andwasarning
passed on 3 December 2012 followed by Federal Law No. 79 of

7 May 2013 which effectively prohibits public officials (and their

family members) from owning property and having funds on bank
accounts outside of Russia. The government also issued a se@dien
rulings in 2013 which envisage more stringent reporting procedures
for profits and ownership of public officials. On 9 January 2014 the
detailed procedures were introduced by ruling of the Russian
government on reporting the gifts received by publficials,

evaluating such gifts and possible repurchase of the gifts by the public
officials.

(72}

Amendments anticipated in 2016 include criminalization of the
transfer of normateial benefits as a bribe, and leniency for a legal
entity reporting bribes ons behalf and extraterritoriality of active
public and commercial bribery on behalf of a foreign legal entity.
However, the amendments are still draft bills and their future is
uncertain.

7.2  Administrative Offenses

In Russia, there is no criminal liabilityrféegal entities. When a legal
entity is held responsible for unlawful conduct, such an entity is
ordinarily subjected to administrative liability, such as administrative
fines.
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7.2.1 Active Public and Commercial Bribery on Behalf of a Legal
Entity

Article 19.280f the Code of Administrative Offenses provides for
administrative liability of a legal entity for unlawful provision, offer

or promise ofanything of pecuniary value to a Russian or foreign
public official, an official of a public international organimat as

well as officers in a commercial company for any actions or omissions
to act in the interests of this legal entity.

Definitions of a Russian public official, a foreign public official, an
official of a public international organization as well ggeason
performing managél functions in a commercial or other

organization are the same as for the corresponding criminal offenses
(see sections on Active Public Bribery and Active and Passive
Commercial Bribery below).

7.2.2 The Concept of Fault as a Qualified Defense

For legal entities and individuals in Russia, administrative liability is
fault-based. Article 2.1 of the Code of Administrative Offenses

defines fault of a legal entity as a failure to take all measures within its
powerto complwi t h t hrequir€medte Bherefore, a legal

entity may raise as a defense the measures it has taken to prevent
bribery on its behalf.

Recent enforcement practice confirmed that a legal entity may avoid
liability under Article 19.28 of the Code of Administrative Qfées if

it proves that it has taken all reasonable measures to prevent

corruption, includinghose recommended by Article 13.3 of Federal

Law No. 273 AOn Combatting Corrupf

7.2.3 Sanctions

The sanctions under Article 19.28 of the Code of Administrative
Offenses vary depending on the amount of the unlawful remuneration,
i.e. the bribe. The minimum sanction for a bribe up to RUB 1 million

is a fine of up to 3 times of the amount of the bribe, but not less than
RUB 1 million. The maximum sanction for a bribeeo\RUB 20
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million is a fine of up to 100 times of the amount of the bribe, but not
less that RUB 100 million. In all cases, the bribe or its equivalent
value may be confiscated.

A legal entity may be held liable under Article 19.28 of the Code of
Administrative Offences irrespective of liability of a particular
individual involved in the giving of a bribe.

7.2.4  Extraterritoriality

Russian authorities will also have jurisdiction over any legal entity
located in Russia if a bribe is directed at a foreign offimiadn

official of a public international organization. As reported earlier,
there is currently a draft bill providing for extraterritoriality of active
public and commercial bribery on behalf of a foreign legal entity, if
aimed against the interests of fRessian Federation.

7.2.5 Liability of Legal Successors

According to Article 2.10 of the Code of Administrative Offenses,
legal entities succeeding to the rights of other legal entities as a result
of various corporate reorganizations, mergers, etc. are fattlee
administrative offenses committed by the legal predecessors
regardless of whether the succeeding entities knew of such
administrative offenses.

7.3 Criminal Offenses

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

7.3.1 Active Bribery of Public Officials

Article 291 of the Criminal Code prohibits provision of a bribe to
Russian public officials, foreign public officials and officials of public
international organizations. This Article also covers provisioa of
bribe through intermediaries.
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Russian public officials are defined in Article 285 of the Criminal
Code as persons who permanently, temporarily or pursuant to a
specific authorization perform the function of a representative of state
power as well as psons who perform organizational or

administrative functions in the state and municipal bodies, state or
municipal establishments, as well as in the Russian military and other
armed forces.

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

any person authorized by such an organization to act on its behalf.

7.3.2  Sanctions for Bribery of Public Officials

The sanctions under Article 291 of the Criminal Code vary depending

on (a) whether the person giving a bribe has actatkabr in

conspiracy with others, (b) whether the bribe is given for the

commission of a lawful or an unlawful act (omission) and (c) the
amount of the bribe. The minimum ¢
exceeding RUB 25, 00 0600,000| csasataryf i ne ¢
or other income of the convicted for a period of up to 1 year, or a fine

from 5 to 30 times the amount of the bribe, or correctional labour for a
period of up to 2 years with or without the prohibition from holding

certain po#ions or engaging icertain professional activities for up to

3 years, or forced labor for the period of up to 3 years or

imprisonment for up to 2 years with or without a fine of 5 to 10 times

the amount of the Dbri beribeThe maxi
exceeding RUB 1 millio is a fine from 70 to
of the bribe or imprisonment for from 7 to 12 years and a fine 70

times the amount of the bribe.

A person who has given a bribe may be relieved of criminal liability if

he actively aids dettion and prosecutioof the crime or reported
himself after the commission of the crime to the criminal law
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enforcement authorities or was solicited by a particular public official
to give a bribe.

7.3.3 Confiscation

According to Article 104.1 of the Criminal Code, property oladins

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

According to Article 104.2 of the Criminal Code, a court may decide

to confiscate the value of the criminally obtained property if, by the
time the ourt issues a judgment, confiscation of this property as such
becomes impossible due to this property having been used, sold or for
other reasons.

7.3.4 Active and Passive Commercial Bribery

Article 204 of the Criminal Code defines commercial bribery as the
unlawful provision of anything which has pecuniary value (including
property rightsservices, etc.) to a person who performs managerial
functions in a commercial or other organization for an act or omission

in connection with ainchbintprestsegfonds
the provider.

Article 204 contains provisions on passive commercial bribery, that is,
receipt by a person who performs managerial functions in a

commercial or other organization of anything which has pecuniary

value (including prperty rights, services, etc.) for an act or omission

in connection with such personds ¢
the provider.
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Moreover, the same conduct may be prosecuted under Article 201 of
the Criminal Cde which prohibits abuse of authoritg. the use by a
person who performs managerial functions in a commercial or other
organization of his authority contrary to the lawful interests of this
organization for the purpose of obtaining an advantage not only for
himself but also for other perseas well as for the purpose of causing
damage to other persons.

A person who performs managerial functions, according to Article

201 of the Criminal @de, can be an individual executive officer or a
person who is a member of a collective executive bodiyeoboard of
directors. In addition to the top management, relevant persons include
those who perform organizational or administrative functions, i.e.
engage in the management of at least some personnel or at least some
property of the organization. Aspaactical matter, it should be noted

that Article 204 of the Criminal Code also covers conspiracies to
engage in commercial bribery which expands the reach of this Article
beyond persons with managerial functions.

7.3.5 Sanctions for Commercial Bribery

The santions for active commercial bribery under Article 204 of the
Criminal Code vary depending on whether the person giving a
commercial bribe has acted alone or in conspiracy with others as well
as on whether the commercial bribe is given for the commissian of
lawful or an unlawful act (omission). The minimum sanctions are a
fine from 10 to 50 times the amount of the commercial bribe and
prohibition from holding certain positions or engaging in certain
professional activity for a period of up to 2 years, bmétation of
freedom for a period of up to 2 years, or forced labor for a period of
up to 3 years, or imprisonment for a period of up to 3 years. The
maximum sanctions are a fine from 40 to 70 times the amount of the
commercial bribe and prohibition froholding certain positions or
engaging in certain professional activity for a period of up to 3 years,
or forced labor for a period of up to 4 years, or an arrest for a period
from 3 to 6 months, or imprisonment for a period of up to 6 years.
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The sanction$or passive commercial bribery under Article 204 of the
Criminal Code vary depending on whether the person receiving a
bribe has acted alone or in conspiracy with others as well as on
whether the commercial bribe is received for the commission of a
lawful or an unlawful act (omission) and on whether the commercial
bribe was extorted. The minimum sanctions are a fine from 15 to 70
times the amount of the commercial bribe and prohibition from

holding certain positions or engaging in certain professionalitesi

for a period of up to 3 years, or forced labor for a period of upto 5
years with or without prohibition from holding certain positions or
engaging in certain professional activities for a period of up to 3 years,
or imprisonnent for a period of up 7 years and a fine up to 40 times
the amount of the commercial bribe. The maximum sanctions are a
fine from 50 to 90 times the amount of the commercial bribe and
prohibition from holding certain positions or engaging in certain
professional activitiesol a period of up to 3 years, or imprisonment

for a period of up to 12 years and a fine up to 50 times the commercial
bribe.

A person who hasornmitted active commercial bribery covered by
Article 204 of the Criminal Code may be relieved of crimilreility

if he/she actively aided in detecting or prosecuting this offense, or the
commercial bribe was extorted from him/her, or he/she voluntarily
reported the commercial bribe to criminal law enforcement
authorities.

7.3.6  Aiding and Abetting Public Bribery

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

8.1 Introduction

Over the past 16 years Russia has been engaged in a significant reform
of its tax system, which has been implemergohases. This reform

has improved mrcedural rules and made them more favorable to
taxpayers, has reduced the overall number of taxes, and has reduced
the overall tax burden in the country.

Part | of the Tax Code of ftHhe Rus:
came into effect in 199, dealing largely with administrative and

procedural rules. More recent amendments to Part | clarified certain
administrative and procedural issues raised by over 10 years of

practice of the application of Part | of the Tax Cadep@rticular,

regarding tax audit procedures, procedural guarantees for taxpayers,
operations with taxpayer bank accounts and bank liability).

The provisions of Part Il of the Tax Code regarding excise taxes,
VAT, individual income tax, and the unified@al tax (currently

replaced by social security contributions) came into force in 2001,
followed by the profits tax and mineral extraction tax provisions of the
Tax Code in 2002. In 2003 further amendments introduced a
simplified system of taxation, a silegax on imputed income, a new
Chapter on transportation tax, and established a special tax regime for
production sharing agreements in Russia. A Chapter on corporate
property tax came into effect as of 1 January 2004. In 2005 the water
tax, land tax, andtate duty Chapters came into effect. On 1 January
2013 a Chapter on a patent system of taxation (for small businesses)
and on 1 January 2015 a Chapter on trade levy took effect. Most of
these Chapters of the Tax Code replaced and significantly updated or
improved tax laws that were initially enacted as far back as 1991. On
1 January 2015 the remaining Chapter of the Tax Code covering the
property tax on individuals came into force, replacing the old 1991
legislation. In 2006 the inheritance and gift thatthad been in

existence since 1991 was repealed. In addition, over the last several
years, various amendments have been made to the Tax Code,
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including several recent key changes largely intended to address the
economic downturn in Russia.

Recent majorltanges include the adoption and further enhancement
ofthesec al | ed fADeoffshorization Lawo
new rules on taxation of profits of controlled foreign companies (CFC
rules), tax residency of foreign companies and beneficial ownership
rules in Russia. These rules substantially change the way businesses
operate in Russia, affect most of the wealth management and private
holding structures for Russia and mean that immediate review and
action may be required. Certain other changes in@uatly into force

of the OECDBCouncil of Europe Convention on Mutual

Administrative Assistance in Tax Matters, a leegm freeze of the

tax consolidation regime, substitution of the Central Bank refinancing
rate by a higher A katgxamnastygrdgramt h e
and creation of a uniform system of administration of tax anetaoon
payments by transferring the authority to collect customs duties and
insurance contribution to the Federal Tax Services. Thus, tax reform
continues to be an ongagjmprocess.

8.2  Types of Tax

The Tax Code sets forth three levels of taxation: federal, regional and
local. Currently, federal taxes include VAT, excise taxes, profits tax,
individual incone tax, mineral extraction tax, state duty, special tax
regimes, and seva other taxes. Regional taxes include corporate
property tax, transportation tax, and gambling tax, while local taxes
include land tax, individual property tax, and the trade levy. Social
security contributions are payable to the State Pension Fund) Soci
Security Fund, and Federal Mandatory Medical Insurance Fund.

There are five types of special tax regimes that may be applicable to
certain activities and/or categories of taxpayers: single agriculture tax,
simplified system of taxain, single tax on iputed income from

certain kinds of activity, taxation of production sharing agreements,
and the patent system of taxation. These special tax regimes have the
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status of a federal tax and may provide exemptions from certain
federal, regional, and local taxes

8.3 Tax Audits

The Russian tax authorities may conduct chamber arsit@iax

audits of taxpayers. The tax authorities may audit several different
taxes simultaneously as part of ansite tax audit. However, except

in cases of a liquidation or reorganipat or when a higher tax

authority inspects the activities of a lower tax authority that conducted
an onsite audit, or when a taxpayer files an amended tax return
claiming a lower level of taxation, a tax for a given period may only

be audited once. Thaxpayer may also be repeatedly inspected for

the same tax period upon a decision of the Head of the Federal Tax
Service of Russia. In the event that during a repeated tax audit the tax
authorities find an underpayment that was not found during a previous
tax audit, a penalty for such underpayment would not be applied to the
taxpayer, except for cases where the undetected violation resulted
from a conspiracy between the taxpayer and the tax authorities.

As a general rule, the term of an-site tax audit manot exceed two
months, but this term may be extended by up to six months in
exceptional cases. Also, in exceptional cases provided by the Tax
Code, the Russian tax authorities may suspend &it@tax audit.
However the overall term of suspension may exceed nine months.
The results of a tax audit relating to taxes reviewed may only be
reconsidered by the supervising tax authorities. In any case, however,
the tax authorities may only audit the three calendar years preceding
the year of the tax audi\s a general rule a thrgear statute of
limitations applies to the imposition of penalties for tax violations,
although this term could be extended if the taxpayer impeded a tax
audit by the tax authorities.

Also, the tax authorities may levy for outstiing taxes, late payment
interest and penalties unilaterally without a court decision (except
against individuals). If the taxpayer does not settle its tax liabilities (if
they amount to a criminal offense) within two months after expiry of
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the term for pyment provided in a tax demand the tax authorities are
required to forward the file to the Russian Ministry of Internal Affairs

for review. In certain circumstances the amount of outstanding taxes

(that the taxpayer failed to pay within a thraenth perod) may be

coll ected from the taxpayeros affi
possible if the taxpayer, instead of paying the outstanding tax

amounts, made payments to the bank accounts of such affiliated
companies.

Transfer pricing audits are performed bypecial department in the
Federal Tax Service separately from the regular tax audit process. The
audits will be performed #ouse only and may not be performed as
part of onsite regular tax audits. A transfer pricing audit for 2013

must have been initiatl not later than 31 December 2015; the term

for initiation of a transfer pricing audit for 2012 expired in 2014. For
2014 and future periods a transfer pricing audit may be initiated

within 2 years after the tax authorities receive the notification of
cortrolled transaction and cover the three calendar years preceding the
year when the audit was initiated.

Starting from 1 January 2014, taxpayers and tax agents that wish to
challenge a nonormative act of the Russian tax authorities or
action/inaction ofheir officials are required to use a frel
administrative appeal procedure (the only exception is for acts
adopted directly by the Federal Tax Service). A decision on the results
of a tax audit that has not yet entered into force may be appealed
within one month after issue of the decision. All other-nonmative
acts of the tax authorities or decisions on results of a tax audit that
have already entered into force may be appealed within one year of
issue or from the moment when the taxpayer foundhaithis or her
rights had been violated by the decision.

8.3.1 Tax Monitoring

Starting from 1 January 2015, certain major Russian taxpayers are
permitted to apply for a tax monitoring regime conducted by the
Russian tax authorities.
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Under the new taronitoring regime, a taxpayer, if he or she so
chooses, will provide tax accounting documents and information to

the tax authority in electronic format, or grant the tax authorities
access to its accounting systems. In return, the taxpayer will have an
opportunity to agree its tax position with the tax authorities by
obtaining a Areasoned opinion of
be exempt from almost all chamber andsiie tax audits for the

period of tax monitoring. The period of tax monitorisghe calendar

year following the year when a taxpayer applied for the tax

monitoring regime.

Taxpayers can change to the new regime voluntarily if they meet all of
the following conditions:

1 total annual amount of value added tax, excise taxes,
corporate pofits tax and mineral extraction tax payable to the
federd budget for the previous calendar year is not less than
RUB 300 million;

1 total annual income for the previous calendar year according
to the accounting records is not less than RUB 3 billion;

1 totd value of assets as of 31 December of the year preceding
the year of pplication according to the accounting records is
not less than RUB 3 billion.

The application to change to the new regime must be submitted before
1 July of the year preceding the yeftax monitoring, i.e., the regime

will be first officially applied only in 2016. Members of a

consolidated taxpayers group may apply for this regime only in 2016.

8.4  Transfer Pricing Rules

Prior to 2012 the Tax Code contained several rules related téetrans
pricing. Specifically, it sets forth the presumption that the contractual
price agreed to by the parties,
priceo.
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Section V.1 of the Tax Code introduced completely new transfer
pricing rules, which came intoifce on 1 January 2012. The new rules
require taxpayers to notify the tax authorities of controlled
transactions that are performed in a given calendar year. Controlled
transactions include any transactions between related parties
(domestic or crosborder) Among other criteria, parties are
considered related if one directly or indirectly owns more than 25% of
another or can control the formation of at least 50% of the board of
directors or the executive body of such other party. The courts may
also deternmie that parties are related if the relationship between the
parties could affect the results of transactions between them or their
economic activities even in the absence of the statutory criteria. In
addition, the following transactions are subject tagfar pricing

control, provided that the total revenues under these transactions
exceed RUB 60 million in total in a given calendar year:

1 Crossborder transactions with oil and gas products, ferrous
and nonferrous metals, mineral fertilizers, precious Inetad
stones;

1 Transactions of an operator or a license holder of a new

offshore hydrocarbon deposit with third parties;

1 Crossborder transactions with foreign entities registered in
certain lowtax jurisdictions according to a list established by
the Rus&n Anance Ministry. The list of lovtax jurisdictions
is the same as currently established by the Russian Finance
Ministry for applying for the dividend participation exemption
(Cyprus and Malta have been removed from this list);

1 Transactions of qualifyig participants in regional investment
projects in the Russian FRast Region with third parties.
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With certain exceptions, the following domestic transactions are not
subject to transfer pricing control:

1 transactions beveen related parties not exceediigB 1
billion in total in a given calendar year;

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

Russian taxpayers forming a consolidated taxpayer gamipot
subject to the trasfer pricing control for profits tax purposes.

The new rules provide for five transfer pricing methods (comparable
uncontrolled price, sale, cost plus, comparable profits, and profit
splits). The comparable uncontrolled privethod is the primary

method to be applied. In all other cases, the best method rule generally
applies.

The new rules provide detailed guidance on selecting and adjusting
comparables. There is a broad list of permitted data sources on
comparables. The ruderohibit the tax authorities from using any
outside comparables if the taxpayer has comparable transactions with
unrelated parties. Adjustments are permitted with respect to the
following taxes: profits tax, VAT (if one of the parties does not pay
VAT), mineral extraction tax (if paid on an ad valorem basis), and
individual income tax (if paid by the individual entrepreneurs). In
certain cases taxpayers are permitted to makeutruadjustments for
previous tax periods. Corresponding adjustments (i.ease a

transfer pricing adjustment is made to another party of a controlled
transaction) are allowed for Russian corporate taxpayers only. In a
crossborder context such adjustments are not allowed. Starting from 1
January 2015 if a party of a controllegdnsaction (providing that

income and expenses for the transaction are determined according to
Chapter 25 of the Russian Tax Code) filed a tax return with an
adjustment and received documents confirming fulfillment of tax
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obligations, another party to ghiransaction may make a
corresponding adjustment in its tax return.

There are also special transfer pricing rules for securities, which differ
for those traded on the organized securities market and those which
are not.

Taxpayers having controlled transaos (with certain exceptions) are
required to maintain transfer pricing documentation and provide it to
the tax authorities within 30 days of the relevant request. The transfer
pricing documentation may be requested no earlier than 1 June of the
year folowing the céendar year in which the relevant transactions

took place. Starting from 1 January 2014 the provision that the
transfer pricing documentation and natification requirements and
transfer pricing audit rules apply only if the total value of culed
transactions with a given party exceeds a certain threshold does not

apply.

Taxpayers that are regarded as major taxpayers under the Tax Code

are permitted to enter into unilaaé or multilateral advance pricing
agreements ( i AP ABederal Tax Serkice ofltueto Ru s s i
three years with a possibility to extend to five years. The new rules

enable taxpayers to conclude APAs covering ebhmsser transactions

with a party resident in a state having a double tax treaty with Russia
under the competnt aut horitybés procedures
the relevant foreign tax authority. In the event of changes in the

Russian rules covering APAs, the terms of the concluded APAs are
grandfathered.

8.5 Corporate Profits Tax

The maximum corporate profits tax rate is 20%, which is currently
payable at a rate of 2% to the federal budget and 18% to regional
budgets. The regional authorities may, at their discretion, reduce their
regional profits tax rate to as low as 13.5%. Tltiues,overall tax rate
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can vary from 15.5% to 20%. For taxpayers participating in
investment projects in the Russian East Siberia an@&strregions
the corporate profits tax rate may be reduced for a certain stability
period (down to 0% in certain cajes

In the course of ongoing reforms significant changes were made to
dividend taxation. Effective 1 January 2015, the tax rate on dividends
received from Russian and foreign companies by Russian shareholders
increased from 9% to 13%. To promote Russiadihglcompanies,

starting from 1 January 2008 dividends payable by foreign and
Russian entities qualifying as st
companies are exempt from profits tax. The exemption applies

provided that on the day the corporate decisigraipthe dividends is

taken the following three tests are met:

1. The recpient of the dividends has held the shares
continuously for not less than 365 days;

2. The recipient of the dividends owns not less than 50% of the
shares in the company paying the dividerahd

3. The company paying dividends is not located in a jurisdiction
included in a blacklist of oféhore jurisdictions adopted by
Order No. 18n of the Russian Ministry of Finance, dated
13 November 2007 (the blacklist includes mostgtibre low
tax jurisdictions and territories).

Starting from 1 January 2011 Russian holding companies are no
longer required to meet the RUB 500 million investment threshold to
apply the dividend exemption, which has substantially increased the
use of Russian holding compasi

11 The East Siberia anBar-East Regiosinclude: Republic of Buryatia, Sakha
(Yakutia) Republic, Tyva Republic, Republic of Khakassia, Zabaykalsky Krai,
Kamchatka Krai, Kransoyarsk Krai, Primorsky Krai, Khabarovsk Krai, Amur Oblast
Irkutsk Oblast, Magadan Cdit, Sakhalin Oblast, Jewish Autonomous Oblast, and
Chukotka Autonomous Okrug.
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As of 1 January 2015, the following tax rates apply to dividends:

1 0% withholdingtax on dividends payable by Russian and
foreign companies qualifying
or more shareholder with 365 days or longer holding period);

1 13%withholding tax on dividends payable by Russian and
foreign companies to Russian shareholders in all other cases;
and

1 15% withholding tayon dividends payable by Russian
companies to foreign legal entities.

Chapter 25 also introduced special tax ratesioare earned from
Russian stateecurities and on the profits of the Central Bank of
Russia (the ABank of Russiao0o).

Under the rules promoting the creation of an international financial
center in RussidRussian companies received a full tax exemption on
income from the sale or redemption of shares in Russian companies
(acquired starting from 1 January 2011) provided that:

1 they have continuously held those shares for more than 5

years (the fAholding periodo);

1 the income has been derived from the saledemption of
participation interests or shares in Russian companies,
provided that (a) the interests or shares have not been publicly
traded on a securities market during the holding period, or
(b) the interests or shares are of Russian companies operating
in the hightech (innovative) sector of the economy
throughout the holding period.

Taxable profit is defined as income less deductible expenses. A
taxpayer is generally permitted to deduct economically justified and
documentarily confirmed business expesyshowever, deduction of
certain types of expenses is subject to restriction (e.g., certain
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advertising costs and representational, including business
entertainment, and travel costs). As of 1 January 2009, some of these
restrictions were repealed, in penlar, taxpayers are now entitled to
deduct per diems (previously only within the limits set by the Russian
Government) and expenses on the education of employees in Russia
and certain voluntary insurance expenses. Expenses on research and
development (icluding those that failed to yield a positive result)
falling into the list approved by Resolution of the Russian
Government No. 988, dated 24 December 2008, are deductible in the
reporting period at a rate of 150% of their actual amount.

The tax consolidtion rules came into force on 1 January 2012. The

tax consolidation regime allows qualifying Russian groups to use the
losses of a member against the profits of other group members in a
manner similar to that available to branches of a Russian company.
Moreover, transactions between the members of a consolidated group

of taxpayers (the AGroupo) wil!l b«
control. Importantly, consolidation only applies for profits tax

purposes and may not be used with respect to other tax abiigaf

the taxpayer (such as VAT).

Under the current rules a Russian holding company can consolidate its
Russian subsidiaries for profits tax purposes if it directly or indirectly
holds at least 90% of the shares in such subsidiaries.-Goodsr
consoldation as well as consolidation with companies in certain
industries is not allowed (i.e., banks, insurance companiesstata
pension funds or professional traders on the securities market can
consolidate only with like companies). In order to form auprthe
consolidating companies must jointly meet the following high
requirements:

1 the total amounof federal taxes for the Group (except for
taxes paid in connection with crelserder transfers) paid for
the previous year is not less than RUB 10 billion,

1 the combined tumover for the previous year is not less than
RUB 100 billion, and
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1 the combined net book value of assets on the first day of the
year of consolidation is not less than RUB 300 billion.

The consolidating companies form the Group by signifigra
Consolidation Agreement outlining the group members, responsible
participant and the consolidation period (minimum two years, for
Agreements registered in 2018 minimum of five years), etc. The

Tax Consolidation Agreement must be registered wightalx

inspectorate. The Group can be created from the beginning of a
calendar year provided the necessary documents are submitted to the
tax authorities before 30 October of the previous year. Currently Tax
Consolidation Agreements could not be registevigd the tax
inspectorate until 2018. The Tax Consolidation Agreements,
registered in 20142 0 1 5, are treated as not
base is calculated by the responsible participant by summing up all
income (excluding dividends and other in@Bubject to tax

withholding) and all expenses of the Group members. Effectively this
allows the offsetting of losses incurred by one or several group
members against the profits of other Group participants. Pre
consolidation losses cannot be used ag#iesprofits of the Group,

but are kept for when the lessaking company leaves the Group.

Due to the high financial thresholds the tax consolidation rules are
available only for a v limited number of large Russian groups.

As of 1 January 2014 a new sf@corporate profits tax regime was
introduced for taxpayers that are the operators or license holders of
new offshore hydrocarbaeposits. The new regime provides separate
rules for calculating the tax base and for a separate 20% tax rate. The
special orporate profits tax will be paid to the Russian federal budget
with no regional component to the tax payments.

8.5.1 Interest Deductibility and Thin Capitalization Rules

As of 1 January 2015, historic interest deductibility caps based on the
Bank of Russia refiancing rate were eliminated in favor of applying
transfer pricing rules and, wupon
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Bank of Russia does not fix the independent value of the refinancing

rate.

e s
%) .

Doing Business in Russia

t hat
Starti

be equal

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

Currency

SafeHarbor Range for Interest Rates on

Debt Obligations between Related Parties

Minimum

Maximum

RUB (for loans
granted from 1 to
31 December 2014

0%

3.5 of CBR (28.875%

RUB (for 2015)

0% of the key rate

75%" of CBR

180% of the key rate

RUB (as of 2016)

75% of the key rate

125% of the key rate

EUR EURIBOR + 4% EURIBOR + 7%
Yuan SHIBOR + 4% SHIBOR + 7%
GBP GPB LIBOR + 4% | GPB LIBOR + 7%
CHF CHF LIBOR + 2% | CHF LIBOR + 5%
JPY JPY LIBOR + 2% | JPY LIBOR + 5%
USDandother | ;5| 180R +4% | USD LIBOR + 7%
currenclies

1209 of the key raté applicable to ruble loans concluded between the related

Russian entities.

1375% of the CBRS applicable to ruble loanconcludeavith relatedforeignentities

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

I n addition, there is a specific |
capitalization. 0 The Tamequiboatice i nt
limit for banks and leasing companies, and a 3/1 ratio limit for all

other companies. Ifthefato of t he Russian borro
internal capital to its outstanding debt owed to a foreign shareholder
holding more than a 20% interest in the Russian borrower company
(including debt owed to a Russiaffiliate of the foreign shareholder

and debt guanteed by the foreign shareholder or its Russian affiliate)
exceeds these limits, the Tax Code restricts the deductibility of

interest paid on the excess debt. Mialuctible interest is also

deemed to be a dividend payment to the foreign shareholdé&eand

is subject to a 15% withholding tax, unless the latter is reduced or
eliminated by an applicable tax treaty. The limitation is recalculated at

the end of each quarter.

Because of the drastic ruble devaluation in 2@D45, many Russian
borrowers havig forégn currency denominated loans from related
parties faced thin capitalization issues, even on loans that were
previously within the 3 to 1 delbb-equity ratio and were extended on
the arn@s-length terms. The Russian authorities responded with a
quick and temporary solution by fixing an artificial ruble exchange
rate. The fixed ruble exchange rate applies (and no exchange rate
differences are considered) to calculating deductible interest accrued
in the period from Duly 2014 to 3December 2016 dimans

concluded before 1 October 2014 provided that the term of the loan
agreement is not changed during 2016. The ruble exchange rates for
thin capitalization purposes are based on the Central Bank rates set on
1July 2014 (USD B RUB 33.8434; EUR ® RUB 46.1827).

Since 2011 Russian Arbitrazh Courts have reversed the existing court

practice and broadly appliedithcapitalization rules without regard
for nondiscrimination provisions in tax treaties. In certain cases

108 Baker & McKenzie



Doing Business in Russia

Russian courts supported the tax auties and extended application

of thin capitalization rules to loans from foreign affiliated companies

not holding directly or indirectly more than a 20% interest in the

Russian borrower, e.g., foreign sister company loans which were

formally consideredo be outside the limitations. The current

controversial court practice significantly increases the burden for
taxpayers trying to prove observal
intercompany debt financing.

On 15 February 2016 the Russian Presidagrted Federal Law No.
25-FZ, which revises the existing thin capitalization rules and expands
the scope of their application. The law follows from existing court
practice and extends the application of the thin capitalization rules to
loans from foreign eampanies which are not direct or indirect
participants of the borrower. The law also introduces a number of
favorable exemptions e.g., (i) for loans from related Russian
companies if such companies do not further pay such interest abroad
or (ii) for loansfrom unrelated banks guaranteed by group companies
in the absence of payments under such guarantees. The changes
become effective 1 January 2017, except for the exemption for bank
loans guaranteed by group companies, which become effective 1
January 2016.

8.5.2 Asset Depreciation and Carrying Forward Losses

Assets with a value exceeding RUB 40,000 (for fixed assets
introduced from 2016 the value threshold is RUB 100,000) and a
useful life of more than 12 months are subject to depreciation starting
from the firstday of the month following the month this asset was put
into operation. Chapter 25 allows taxpayers to split assets into ten
groups, depending on the type of asset and its useful life, and to apply
accelerated depreciation rates; for example, the uskfubti

buildings is 30 years. Under Chapter 25, taxpayers are able to choose
between a linear method and a dimrear method. The depreciation of
assets under the ndinear method is performed by groups of assets
(rather than on a staralone basis for eh individual asset) and under

a formula prescribed by the Tax Code. Effectively, taxpayers can
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deduct approximately half of the depreciation value of assets for 25%

of their useful lifetime (certain limitations on the application of the
nortlinear methodnust be observed). Land, subsoil, and natural
resource assets are not subject to depreciation and hence do not reduce
the tax base for profits tax.

Starting from 1 January 2006, a lusepm deduction in the amount of

10% of the initial book value of newlcquired fixed assets was

allowed for profits tax purposes in the period when the fixed assets

were acquired. Effective from 1 January 2009, for capital assets with a
useful life of from more than 3 to 20 years this special investment

incentive is increasefom 10% to 30%. A clavback rule applies to

recapture the investment incentives deduction if the taxpayer alienates

any capital asset to a related party during the first five years of its use.

This provision applies both to the 10% and 30% investmeahtne
deductions. Russian information t
companieso) having proper accredi!t
full value of computer equipment at the time it is put into service.

Losses may be carried forward for 10 years. Thexesaparate tax

baskets for certain expenses e.g. for expenses on acquisition of certain
securities. Also, there is no requirement to spread the loss over the
entire carryforward term. There is no limit on the amount of taxable
profit that can be reduced la loss carnforward in a particular year.

In addition, capital losses may be offset against operating income; this
deduction, however, must be evenly spread over the residual useful
life of the capital asset for which the loss was incurred.

8.5.3 Investment Benefits

Russian companies enjoyed various regional and local tax concessions
under the 1991 Corporate Profits Tax Law, and under the relevant
regional and/or local laws of several territories (particularly Chukotka,
Kalmykia, Mordovia, and Evenkia). Chap®5 of the Tax Code

abolished all tax incentives, including the capital investment

allowance. Some types of tax benefits (including investment benefits)
were grandfathered, although they ceased to be effective as of
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1 January 2004. Presently, regional éoehl legislative bodies are no
longer authorized to provide tax concessions, except for regional
authorities, which may reduckeeir regional profits tax rate by 4.5%
and thus reduce the overall tax rate to 15.5%. However, the effective
tax rate could beven lower under the special tax regimes referred to
in Section 8.2 above or under the special economic zone regime.

There is a continuous development of various tax benefits for business

in Russian regions. In 2005 Federal Law No.-E1IB A On Speci al
Ecoromic Zones in the RussiandFe r at i on, 0 dated 22
introduced a new concept for the provision of investment benefits.
Federal Law No. 26FZ, dated 30 September 2013, introduced new
special tax incentives for qualifying participants of regional

investment projects in the Russian{East that apply as of 1 January

2014. In 2013, in order to stimulate the development of hydrocarbons

on the Russian continental shelf, special tax incentives were

introduced for taxpayers that are operators or licensrwof new

offshore hydrocarbon deposits. Federal Laws No-RBB0dated

29 November 2014, and No. 4FZ, dated 29 December 2014,

introduced a new concept of territories of priority semimnomic
development in Russia for the provision of investmedttar benefits

for certain parts of Russian regions.

8.6  Taxation of Foreign Companies

Russian | egislation taxes profits
establishmento in Russia, as well
derived without a permanent establishmerRirssia. Importantly,

whether a permanent establishment exists under Russian tax law is
unrelated to whether a foreign col
Russia. A permanent establishment may exist even if the office is not
registered, and the existenof a registered office may not necessarily

give rise to a taxable permanent establishment. Profit derived by

foreign legal entities from their permanent establishments in Russia is
generally taxed at the same profits tax rates applicable to Russian
taxpayers. As of 1 January 2012, a new rule was included in the Tax
Code requiring that the income of a permanent establishment be
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determined taking into account the functions performed in Russia, the
assets used and commercial risks assumed, which is genetalky
with the OECD approach.

Chapter 25 sets forth a limited list of Russian source income not
connected with a permanent establishment in Russia that is subject to
Russian withholding tax. The list includes mainly passive types of
income, such as roltees, interest, dividend income, and rentals.
Starting from 1 January 2015 capital gains on the sale of shares in a
company (either Russian or foreign), if more than 50% of the assets of
the company directly or indirectly consist of real property located
Russia, are subject to Russian corporate profits tax. Other income
received by nofRussian residents that is not specified in the list is not
subject to any withholding tax.

Unless an applicable dble taxation treaty provides for a lower rate,
dividends payable by Russian companies to foreign shareholders are
subject to a 15% withholding tax. Other listed income received by
foreign legal entities from Russian sources is subject to either a 20%
withholding tax (for most categories of income, includingatties

and most types of interest) or a 10% withholding tax (for income from
freight and lease of transportation vehicles), subject to any reduction
available under an applicable double taxation treaty.

The corporate profits tax is payable and reported quarterly basis

based on actual results for the first three months, the first six months,

the first nine months and theareor on a monthly basis based on

actual results for the previous month. The annual tax return and a
report on a foreign legalentiy 6 s acti vity in Russi
to the tax authorities by 28 March of the year following the close of

the taxable year.

8.6.1 Controlled Foreign Companies Rules

On 24 November 2014 the President of the Russian Federation signed
Federal Law No. 376Z(t he fADeof fshori zati on
fundamentally new rules on taxation of profits of controlled foreign
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companies (CFC rules) in Russia. These new rules fundamentally
affect most of the wealth management and private holding structures
for Russia and ean that immediate review and action may be

required. The new rules are effective as of 1 January 2015. These rules
have been revised by Federal Laws No.-EZQdated 8 June 2015,

and No. 3ZZ, dated 15 February 2016. The amendments apply
retroactively garting from 1 January 2015.

Under the current rules, the Russian Tax Code provides for an
obligation of Russian tax residents (individuals and legal entities) to
assess, report and pay taxes on undistributed profits of foreign
companies andr fboateednstununtur eso
vehicles: funds, partnerships, trusts, and other forms of collective
investment vehicles, that may engage in business activities on behalf
of their partners/beneficiaries)dértain requirements are mat.

Russian taxesident is considered to be a controllingsperof a

foreign company if hewns, directly or indirectly (through other

Russian or foreign companies) (1) more than 25% of the shares, or (2)
more than 10% of the shares if Russian persons in total ownthaore
50%, or which he otherwise controls in his own interests or in the
interest of his family (spouse or minor children), subject to certain
exemptions and temporary rules. The founder of a foreign
unincorporated structure is by default treated as aalbng person.

A person, other than a founder, will be considered a controlling person
of the foreign unincorporated structure if he exercises control over the
structure, is the beneficial owner of income received from the
structure, has a right to dismoef the assets of the structure, or may
obtain possessions of the structure in case of its liquidation.

Although the founder of a foreign unincorporated structure would not
be treated as a controlling person if the following conditions are met

in full (and he does not preserve the right to obtain any of them): the
founder is not entitled (1) to receive directly or indirectly any income
from the structure and (2) to dispose of income received from the
structure in full or in part; (3) has no right to obtaimnership of

assets contributed to the structure and (4) he does not exercise control
over the structure, i.e., he does not influence or have the ability to

Baker & McKenzie 113



influence decisions in regard to distribution of income of the structure

made by the person managithe assets of the structure after the

taxation. Russian CFC rules are very broad and cover not just

companies in traditional low tax jurisdictions (e.g. BVI, Panama), but

also companies in tax treaty jurisdictions (Cyprus, Luxembourg,
Netherlands, USAyhose effective tax rate is less than 3/4 of the

weighted average Russian corporate profits tax rate (composed of

20% standard rate and 13% rate for dividends based on the structure

of the CFCb6s income). The new rul ¢
trugts and other popular wealth management tools.

On 1 February 2016 the Russian Federal Tax Service published a draft
list of states and territories that either do not exchange information for
tax purposes with Russia or exchange information that does nbt mee
Russian expectations (the blacklist) on the official website for
information disclosure. The blacklist is expected to become effective
in 2016. The drafblacklist contains 111 states and 22 territories and

is much more extensive than the existing bliatkif offshore states
issued by the Russian Ministry of Finance in 2007. Along with
traditional lowtax jurisdictions (e.g., Andorra, Belize, BVI, Channel
Islands, Gibraltar, Hong Kong, the Isle of Man, Liechtenstein, Macao,
Monaco, etc.) the blacklist@udes a few nowffshore states (e.g.,
Brazil). The blacklist is subject to annual review by the Russian
Federal Tax Service, so states may be regularly added or removed.

The blacklist will be usecf application of the Russian CFC rules.
Russian tax redents holding shares in companies/structures

registered in the states and territories mentioned in the blacklist will
not be able to apply certain exemptions from the CFC regime (e.g., the
effective tax rate exemption).

Russian taxpayers that are coritngl persons are required to report a

pro rata share of the CFCO0s profil
year following the year for which the CFC prepared its financial

statement (i.e., the first reporting campaign would be for 2016). CFC

profits are subject to ordinary tax rates in Russia: 13% for individuals;

20% for legal entities.
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The CFCb6s profits are determined
the following cases:

(a) Financial statements (an audit is not required): the CFC is
registered ira tax treaty jurisdiction that exchanges
information with Russia ;

(b) Financial statements confirmed by an audit: the CFC is not
registered in a tax treaty jurisdiction that exchanges
information with Russia, but it voluntarily prepares and files
audited finacial statements (e.g. in accordance with IFRS or
any other international standards) that contain no negative
comments from the auditor (or refusal to give comment).

CFC profitsshould be determined in a local currency and then
transferred into rubles baken the annual average exchange rate
(there is no requirement for pransaction conversions).

The taxpayer, upn its own decision, may determine the G5 @x

base under the Russian tax rul es I
are reduced by the amouftinterim and annual dividends distributed

by a CFC and related to the period of the financial statement. A

foreign tax credit for the amount of foreign and Russian taxes paid on
the CFCbs profits is available. Di
Russian etity, the beneficial owner of which is a controlling person,

are not treated as income in the profits tax base of the CFC.

Importantly, Russian tax residents are not taxed on the CFC profits of
active business companies, i.e., companies with no more@8arof

i ncome being passive income. fAPas:
include dividends, interest, royalties, capital gains, leases, certain

services, etc. The profits of foreign active holding andisalding

companies will not be attributable to @sntrolling persons. As

another exemption Russian tax residents are also not taxed on the

profits of small CFCs (for 2016 the threshold is RUB 30 million (RUB

50 million for 2015).
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Russian taxpayers are required to file separate notifications with the
Russian tax authorities on (1) owning more than 10% of the shares in
foreign companies and (2) participation in CFCs:

1 Notification on owning shares in foreign companies: must be
filed within three months of the acquisition date.

1 Notification on patrticipatioin CFCs: due by 20 March of the
year following the year for wh

included in the tax base of the controlling person (i.e., the first
notification will be due by 20 March 2017).

The CFC Law provides an exemption from tax penaltiesrayin
connection with tax underiRaly.ment s
There is an exemption from criminal liability for 202017 provided

all tax amounts (including tax assessed and late payment interest) are
paid to the budget.

Failure to file a nofication on owning shares in foreign companies or
a notification on participation in CFCs is subject to penalties of RUB
50,000 and RUB 100,000, respectively, for each company.

Finally, the CFC Law allows Russian controlling persons and

shareholders (indiduals and companies) to receive liquidation

proceeds (except for money for individuals) from their CFCs free

from taxation in Russia and creat
these assets if the liquidation of CFCs takes place by 1 January 2018.

8.6.2 New Tax Residency Rules for Foreign Companies Based on
Effective Management

Starting from 1 January 2015 foreign companies may be recognized as
Russian tax residents (and become fully taxable in Russia on their
worldwide income) if they are effectively manage Russia. The

company is deemed effectively managed in Russia if at least one of

the following criteria is met: (1) management of the-tagay
activities takes place in Russia,
management decisions are made in Russia.
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There are also certain secondary criteria which may impose an even
higher compliance burden in order to avoid Russian tax residency.
The secondary criteria for foreign companies to be recognized as
Russian tax residents include: (1) accounting and management
accounting is performed in Russia, (2) document (records)
management is performed in Russia, or (3) operational HR
management is performed from Russia. The secondary criteria-the so
calledritie breaker ruleg apply to the determination of tax residency

if a foreign company satisfies either of the primary criteria for both
Russia and a secondary jurisdiction.

There is an exemption for companies with strong substance, i.e., local
gualified saff and assets in a state which has a tax treaty with Russia.
Thismay be helpful to protect bona fide companies registered in tax
treaty jurisdictions.

A foreign company, domiciled in another country, but conducting
activity through a branch unit in Russia, may voluntarily claim
Russian tax resident status following girecedure and format
established by the Federal Tax Service. In this case the company
should provide docuants serving as a basis for calculation and
payment of relevant of taxes to a branch unit. Theeklaimed
foreign company is not considered toureler the control of CFC
rules until it complies with the provisions of the Russian Tax Code
and Russian legislation in regard to tax residents of Russia.

8.6.3 New Beneficial Ownership Rules

The Deoffshorization Law introduces the concept of a beneficial
ownerinto the domestic tax legislation, and it is drafted broadly (and
focuses more on antionduit company rules) and seems to be more
onerous than the latest accepted OECD interpretation. Withholding
tax exemptions or reduced tax rates under tax treatietuctaa with
Russia are only available to beneficial owners of income (exercising
functions and risks with respect to such income and determining its
ffeconomic fateodo) and should not
having limited authority to dispose of mme and exercising
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intermediary functions. Russian tax agents are encouraged to obtain
additional beneficial owner status confirmations from recipients. The
form of such confirmation is currently unclear. This is likely to result
in more uncertainty andxaisks for many crosborder payments.
Conservatively, the beneficial ownership requirement may apply even
if a particular tax treaty does not contain the beneficial ownership
clause. The new rules are effective as of 1 January 2015.

On 28 November 201%¢ President signed Federal Law No.-BZ7
amending the Tax Code and expressly allowing foreign companies
issuers of publicly traded bond#o provide their tax residency
certificates to Russian withholding tax agents and benefit from the
exemption fronthe tax withholding obligation (without confirmation
of beneficial ownership). These amendments are retroactively
applicable and apply as ofJanuary 2015.

As of 1 January 2014 Russian depositories acting as tax agents are
required to apply the 30% witblding tax on income distributed to
foreign legal entities acting in the interest of fsclosed third

parties on the following securities held on nominal holder accounts,
foreign authorized holder accounts and (or) depository program
accounts:

1 securities with mandatory centralized custody (e.g., bonds) of
the Russian Government, federal subjects and municipalities
of Russia;

1 corporate securities with mandatory centralized custody

(e.g.,bonds) issued after 1 January 2012;

1 other issuableexurities of Rusian companies (except for
corporate securities with mandatory centralized custody
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issued before 1 January 2012 and shares in Russian joint stock
companie¥).

A foreign legal entity is deemed to be acting in the interest of non
disclosed third parties wittespect to payments, and is subject to the
30% withholding tax (15% withholding tax with regard to dividends
from shares in Russian joint stock companies), unless it provides
aggregate information on the persons exercising rights to these
securities andaof) on the persons represented by trustees/asset
managers (except for investors in collective investment vehicles),
which includes a number of securities and (or) depository receipts
representing Russian securities, jurisdictions where the beneficial
ownes of income (fAfakticheskiye pol
tax residency and other relevant information on applicable tax
benefits.

8.7 Double Taxation Treaties

Russia has signed 87 double taxation treaties (although seven tax
treaties have not yet enteradda force), which can provide for the
reduction of the withholding tax rate on dividend income to as low as
5% and generally provide for a 0% withholding rate on other income
(e.g. interest, royalties, and capital gains). For example, the 1998
RussiaCyprus Double Taxation Treaty provides for a 0% withholding
tax rate on interest, royalties, capital gains, and other income not
related to a permanent establishment; a 5% withholding tax rate on
dividends payable to Cypriot shareholders who have contributd ov
EUR 100,000 to the charter capital of a Russian subsidiary responsible
for paying out these dividends; and a 10% withholding tax rate on
dividends payable to all other Cypriot shareholders. Many other tax
treaties provide for similar withholding tax eat although some have
higher rates (please see the charts below).

4 The exemption for dividends on Russian shares applies as of 1 January 2015.
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Chapter 25 includes a provision that explicitly states that, in the event
of a conflict, double taxation treaties override the Tax Code. Chapter
25 contains more beneficial rules than haidted under previous laws
governing tax treaty relief for a foreign legal entity. Under Chapter 25
of the Tax @de, taxpayers can obtain tax treaty relief from tax
withholding in Russia without any filings with the Russian tax
authorities by presenting doments evidencing the tax residency and
the beneficial owner statuses of the taxpayer to the tax withholding
agent (usually the Russian payer).

As of 1 January 2014 in case of dividend payments from shares of
Russian joint stock companies tax withholdagents (i.e., Russian
depositories) may only apply ordinary withholding tax rates based on
aggregate information (e.g., 10% rate on dividends under the Russia
Cyprus Double Taxation Treaty), not considering reduced tax rates
imposing additional requiremenge.g., investment thresholds).
Effectively, Russian tax agents would owdgthhold taxes and foreign
investors would need to claim refunds for tax overpayments from the
Russian budget according to the procedure set forth in the Russian
Tax Code.

On 4 Noember 2014 Rssia ratified the OECITouncil of Europe
Convention on Mutual Administrative Assistance in Tax Matters. The
convention entered into force 1 July 2015 for the Russian Federation
and has effect for administrative assistance related to taxamdpe
beginning on or after 1 January 2016.

Russia has entered into the following bilateral treaties for the
avoidance of double taxation which are currently in force:
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No. | country Dividends Interest™ | Royalties
Individual |Qualifying
CompaniesjCompanies

1. Albania 10 10 10 10
2. |Algeria 15 5 15 15
3. |Argentina |15 10" 15 15
4.  |Armenia 10 5' 10 0
5. |Australia |15 5 10 10
6.  |Austria 15 5% 0 0
7. Azerbaijan 10 10 10 10
8. Belarus 15 15 10 10
9. Belgium 10 10 10 0

15 Many treaties provide for exemption for certain types of intergsinterest paid to

local state authorities, central bank export credititutions or in relation to sales on
credit. Such exemptions are not considered in this column.

18 The rate applies if the recipient company (other than a partnership) directly owns at
least 25% of the capital in the company paying the dividends.

" The mte applies if the recipient company directly owns at least 25% of the capital in
the company paying the dividends.

18 The rate applies if the recipient company directly owns at least 25% of the capital in
the company paying the dividends.

1 The rate applieif the recipient company (other than a partnership) directly owns at
least 10% of the company paying the dividends, and if the value of the holding is at
least AUD 700,000, and the dividends to be paid by the Russian company are
exempted from Australiataxes.

2 The rate applies if the recipient company directly owns at least 10% of the capital in
the Russian company and the value of the holding exceeds USD 100,000.
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No. | country Dividends Interest™ | Royalties
Individual |Qualifying
CompaniesjCompanies

10. |Botswana |10 5% 10 10
11. |Bulgaria 15 15 15 15
12. |Canada 15 107 10 0/10°
13. |Chile 10 5% 15 5/1CG°
14. |China 10 10 10 10
15. |Croatia 10 5% 10 10
16. |Cuba 15 5% 10 0/5%
17. |Cyprus 10 52° 0 0

2L The rate applies if the recipient company owns at least 25% of the capital in the
compaly paying the dividends.

2 The rate applies if the recipient company owns at least 10% of the capital or voting
power in the Russian company, as the case may be.

2 The lower rate applies to computer software, patents, #rmwand copyright
royalties.

% Therate applies if the recipient company owns at least 25% of the capital in the
company paying the dividends.

2 The lower rate applies to royalties paid for the use of, or the right to use, industrial,
commercial or scientific equipment.

% The rate appliei the recipient company owns at least 25% of the capital in the
Russian company and the value of the holding is at least USD 100,000.

2" The rate applies if the recipient company (other than a partnership) owns at least
25% of the capital in the companyyirag the dividends.

2 The lower rate applies to copyright royalties.
2 The rate applies if the value of the holding is at least EUR 100,000.
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No. | country Dividends Interest™ | Royalties
Individual |Qualifying
CompaniesjCompanies

18. |Czech 10 10 0 10
Republic
19. |Denmark 10 10 0 0
20. |Egypt 10 10 15 15
21. |Finland 12 5% 0 0
22. |France 15 5/10* 0 0
23. |Germany |15 5% 0 0
24. |Greece 10 5% 7 7
25.  |Hungary 10 10 0 0
26. [Iceland 15 5% 0 0
27. |India 10 10 10 10

%0 The rate applies if the recipient company directly owns at least 30% of the capital in
the Russian company ancetiialue of the holding exceeds USD 100,000.

31 The 5% rate applies if the French company: (1) has directly invested at least EUR
76,225 in the Russian company; and (2) is subject to tax in France, but is exempt with
respect to dividends (i.participationexemption). The 10% rate applies if only one of
the requirements is fulfilled.

%2 The rate applies if the German company owns at least 10% of the capital in the
Russian company and the value of the holding is at least EUR 80,000.

% The rate applies if ther®@ek company (other than a partnership) owns at least 25%
of the capital in the company paying the dividends.

34 The rate applies if the recipient company directly owns at least 25% of the capital in
the company paying dividends and the value of the holkeltiegeds USD 100,000.
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No. Country Dividends Interest Royalties
Individual JQualifying
CompaniesjCompanies

28. |Indonesia 15 15 15 15
29. |lran 10 5% 7.5 5
30. [Ireland 10 10 0 0
31. |lsrael 10 10 10 10
32. |ltaly 10 5% 10 0
33. |Japan 15 15 10 0/10°
34. |Kazakhstan (10 10 10 10
35. |North Korea |10 10 0 0
36. |Korea (Rep.) |10 58 0 5
37.  |Kuwait 5 5 0 10
38. |Kyrgyzstan |10 10 10 10
39. |Latvia 10 5% 5/10° 5

% The rate applies if the recipient company directly owns at least 25% of the capital in

the Russian company.

% The rate applies if the recipient company directly owns at least 10% of the capital in

the Russian company and the val@i¢he holding is at least USD 100,000.
%" The lower rate applies to copyright royalties.

% The rate applies if the recipient company (other than a partnership) directly owns at

least 30% of the capital in the company paying the dividends and the valge of th
holding is at least USD 100,000.

124

Baker & McKenzie




Doing Business in Russia

No. | country Dividends Interest™ | Royalties
Individual |Qualifying
CompaniesjCompanies

40. |Lebanon 10 10 5 5

41. |Lithuanian |10 5* 10 5/10%
Republic

42. |Luxembourg |15 5% 0 0

43. |Macedonia |10 10 10 10

44. |Malaysia -/15* -/15% 15 10/15°

45,  |Mali 15 10¢ 15 0

46. |Malta 10% 5% 5 5

%9 The rate applies if the recipient company (other than a partnership) directly owns at
least 25% of the capital in the company paying the dividends and the value of the
holding exceeds USD 75,000.

4°The 5% rate appliepioans between financial institutions.

“1 The rate applies if the recipient company (other than a partnership) directly owns at
least 25% of the capital in the company paying the dividends and the value of the
holding exceeds USD 100,000.

42 The lower rate applies to the royalties for the use of industrial, commercial, and
scientific equipment.

“3The rate applies if the Luxembourg recipient directly owns at least 10% of the
capital in the Russian company and the value of the holding issaEE& 80,000 or
its equivalent in national currency.

*The 15% rate applies to profits of joint ventures. Otherwise, the domestic rate
applies; there is no reduction under the treaty.

> The 15% rate applies to profits of joint ventures. Otherwise, theskimate
applies; there is no reduction under the treaty.

6 The lower rate applies to industrial royalties.
4" The rate applies if the value of the holding is at least FRF 1 million.
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No. | country Dividends Interest™ | Royalties
Individual JQualifying
CompaniesjCompanies

47. |Mexico 10 10 10 10
48. |Moldova 10 10 0 10
49. |Mongolia |10 10 10 -0
50. [Morocco 10 5 0/10%* 10
51. |[Namibia 10 5> 10 5

52. |Netherlands |15 5> 0 0

53. |New Zealand|15 15 10 10
54. |Norway 10 10 10 0

55. |Philippines |15 15 15 15
56. |Poland 10 10 10 10

“8 The rate shall not exceed the rate established for Maltese incomerpmses if the
recipient company is a Maltese resident.

*®The rate applies if the recipient company (Maltese resident) directly owns 25% in
the capital of the Russian company and the foreign capital invested is at least EUR
100,000.

%0 The domestic rate afies, there is no reduction under the treaty.

51 The 5% rate applies if the value of the holding exceeds USD 500,000.

52 The lower rate applies to interest on foreign currency deposits.

3 The rate applies if the recipient company owns at least 25% ofjitalda the

Russian company and the value of the holding is at least USD 100,000.

% The rate apples if the Netherlands company directly owns at least 25% of the capital
in the Russian company and has invested in it at least EUR 75,000 or its equivalent in
national currency.
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No. | country Dividends Interest™ | Royalties
Individual |Qualifying
CompaniesjCompanies

57. |Portugal 15 10°° 10 10
58. |Qatar 5 5 5 0
59. |Romania 15 15 15 10
60. [Saudi Arabia 5 5 5 10
61. |[Serbiaand |15 5° 10 10
Montenegrd®
62. |Singapore |10 5°8 7.5 7.5
63. |[Slovakia 10 10 0 10
64. |Slovenia 10 10 10 10
65. |South Africa |15 10% 10 0
(Rep.)
66. |Spain 15 5/1¢° 0/5° 5

%5 The rate applies if the Portuguese company has owned directly at least 25% of the
capital in the Russian company for an uninterrupted period of at least 2 years prior to
the payment.

%8 The YugoslavieRussia Tax Treaty is applied bythdSerbia and Montenegro.

" The rate applies if the recipient company owns at least 25% of the capital in the
Russian company and the value of the holding is at least USD 100,000.

%8 The rate applies if the recipient company owns at least 15% of the daitel

company paying the dividends and the value of the holding is at least USD 100,000.
¥ The rate applies if the recipient company directly owns at least 30% of the capital in
the Russian company and the value of the holding is at least USD 100,000.

Baker & McKenzie 127



No. | country Dividends Interest™ | Royalties
Individual |Qualifying
CompaniesjCompanies

67. |SriLanka |15 10° 10 10

68. |Sweden 15 5% 0 0

69. |Switzerland (15 5> 0 0

70. |Syria 15 15 10 4.5/13.5/

18

71. |Tajikistan |10 5% 10 0

72.  |Thailand 15 15 1077 15

73.  |Turkey 10 10 10 10

% The 5% rate applies if: (1) the Spanish company has invested at least EUR 100,000
in the Russian company; and (2) the dividends are exempt in Spain. The 10% rate
applies if only one of the conditions is met.

1 The lower rate applies to long term loansr(imium 7 years) granted by credit
institutions resident in a contracting state.

%2 The rate applies if the company in Sri Lanka owns at least 25% of the capital in the
Russian company.

% The rate applies if the Swedish company owns 100% of the capital Ru#san
company (or in the case of a joint venture, at least 30% of the capital in such a joint
venture) and the foreign capital invested is at least USD 100,000.

% The rate applies if the Swiss company owns at least 20% of the capital in the
Russian comany and the value of the holding exceeds CHF 200,000.

% The 4.5% rate applies to cinema movies and TV and radio broadcasting programs,
the 13.5% rate applies to literature, art, and science products, and the 18% rate applies
to computer software, patentsademarks, and knetwow.

% The rate applies if the recipient company owns at least 25% of the capital in the
company paying the dividends.

57 The 10% rate applies to loans granted by Russian banks.
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15 .
No. Country Dividends Interest Royalties
Individual |Qualifying
CompaniesjCompanies
74. |Turkmenistan/10 10 5 5
75. |Ukraine 15 508 10 10
76. |United 10 10 0 0
Kingdom of
Great Britain
and Northern
Ireland
77. |United States|10 59 0 0
of America
78. |Uzbekistan |10 10 10 0
79. |Venezuela |15 10 5/10* 10/15%
80. |Vietnam 15 10™ 10 15

In addition to the above, Russia has entered into the following tax
treaties for the avoidance of double taxation which do not yet apply

% The rate applies if the value of the holding is at [e£8D 50,000.

% The rate applies if the recipient company holds at least 10% of the capital or voting
power in the Russian company as the case may be.

" The rate applies if the recipient company (other than a partnership) directly owns at
least 10% of the capital in the company paying the dividends and the value of the
holding is at least USD 100,000.

" The 5% rate applies to bank loans.
"2The lower ratepplies to the fees for technical assistance.

The rate applies if the Vietnamese company has invested at least USD 10 million
directly in the capital of the Russian company.
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(e.g., have not been ratified, the exchange of ratification instruments
process is pending):

No. | Country Dividends Interest’® | Royalties
Individual | Qualifying
Companieq Companies

1. |Belgium® |15 576 10 0

2. |Brazil” 15 10%® 15 15

3. |chind® 10 580 0 6

4. |Estonia 10 58t 10 10

5. |Ethiopia 5 5 5 15

6. |Georgia 10 10 10 5

" Many treaties provide for an exemption for certain types of interest, egpsht

paid to state local authorities, central bank export credit institutions or in relation to
sales on credit. Such exemptions are not considered in this column.

> RussiaBelgium Double Taxation Treaty, dated 19 May 2015. Signed, not ratified.

"® The bereficial owneris acompanythatdirectly ownsfor atleast12 consecutive
monthsatleast10%of the sharesn the payingcompanyand the value of the holding

is at leasEUR 8Q000Q

7 According to Letter of the Russian Ministry of Finance No0836/5641, dated

12 February 2014, the Bradussia Tax Treaty, ratified by Russia, is not in force.

8 The rate applies if the recipient company directly owns at least 20% of the capital in
the company paying the dividends.

® RussiaChina Double Taxation Treaty, dated 13 October 2014. Signed, not ratified.
8 The rate applies if the recipient company (other than a partnership) owns at least
25% of the capital in the company paying the dividesntts the value of the holding

is at least EUR 80,000

81 The rate applies if the recipient company (other than a partnership) owns at least
25% of the capital in the company paying the dividends and the value of the holding
is at least USD 75,000.
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No. | Country Dividends Interest’ | Royalties

Individual | Qualifying
Companieq Companies

7. [Hong Kong (10 5% 0 3
8. |Laos 10 10 10 0
9. |Mauritius |10 5% 0 0
10. |Oman 10 5% 0 5

88 Value Added Tax (AVATO)

VAT is imposed on all goods imported into Russia and is also applied
to the sale of goods, work and services. According to recent
amendments to the Tax Code the same VAT regime applies to goods
and services thaire sold in or imported into territories under Russian
jurisdiction e.qg., artificial islands and drilling platforms on the
continental shelf. Under the new rules, certain types of works
(services) provided for the purposes of geological study, exploration
and development of hydrocarbons on subsoil plots located on the
continental shelf, exclusive economic zone of the Russian Federation
and (or) the Russian sector of the Caspian Sea bed are subject to
Russian VAT.

The tax period for VAT for all taxpayers atak withholding agents is
a calendar quarter. Starting from 1 January 2015, as a general rule
taxpayers must pay VAT in equal installments not later than the 25th

82 The rateapplies if the recipient company directly owns at least 15% of the capital in
the company paying the dividends.

8The 5% rate applies if the value of t
500,000.

8 The rate applies if the value of the recipiendo mpany ds hol di ng i
500,000.
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day of each month following the reporting quarter. Current legislation
imposes a VAT rate df8% on the sale of most goods, work and
services. A lower 10% rate is applied to limited types of goods, such
as pharmaceuticals, medical equipment, and certain food products and
periodicals. The export of goods is subject to 0% VAT. In addition,
certaintypes of goods, work, and services are exempt from VAT
including, but not limited to, the following:

1 land plots, dwelling houses and apartments, lease of office
spaced accredited representative offices and branches of
foreign legal entities frorjurisdictions which apply reciprocal

benefits;
1 certain medical goods and services;
1 the sale of shares, derivatives and repo transactions;
1 certain operations provided by financial services businesses

(registras, depositaries, dealers, brokers, securities
management businesses, investment, mutual and private
pension fund management companies, clearing organizations,
trade organizers);

1 the assignment of exclusive IP rights (e.g., patents, know
how), with the exception of trademarks, and rights to use the
resuts of these IP rights (e.g., a software use license) based on
licenses (including neexclusive licenses).

An import VAT exemption applies to technological equipment that is
not producedn Russia according to a list adopted by Resolution of
the Russian Government No. 372, dated 30 April 2009 (as amended).

Generally, VAT paid on the acquisition of goods, work and services
may be offset against VAT collected from customers. Russian buyers
are not required to postpone offsetting input VAT on advance
payments until the gals, work and services are delivered and can
take an offset on special advance VAT invoices. Russian VAT

132 Baker & McKenzie



Doing Business in Russia

legislation allows recognition of retroactive discounts in the curren

tax period through issuing corrective VAT invoices (however, if a
discount does not change the price set in a contract, the taxpayer does
not need to issue a corrective VAT invoice). The form of a corrective
VAT invoice and the standards for its compbetbecame effective as

of 1 January 2012. Starting from 23 May 2012 neiweicing

regulations came into force-iBvoicing requires a digital signature

and data transfer via authorized operators and is subject to agreement
of the counterparties.

Therefor, an enterprise ends up transferring to the state only the
difference between input VAT paid and VAT collected. As a general
rule, however, a taxpayer may not offset input VAT if such VAT is
incurred on goods, works or services used by the taxpayerfeath

of goods or the provision of services that are exempt from VAT. In
this case, the taxpayer will be required to maintain separate
accounting for its VATable and néATable transactions and

include such input VAT relating to nevATable sales into &
production costs and will effectively lose this input VAT for future
recovery. In those cases where only a portion of certain input costs
was used for the production of goods or the provision of services
subject to VAT, the corresponding input VAT mayditset only on a
pro-rata basis. Hence, for example, careful planning will be required
to maintain full recovery if part of a newly constructed building is to
be directly leased to representative offices or branches of foreign legal
entities accredited iRussia for which a VAT exemption applies.

For barter transactions, taxpayers are not required to transfer VAT to
each other in cash and remit VAT under general rules. Effective from
1 October 2011, a taxpayer must restore input VAT previously
recovered ah pay it to the Russian budget on goods, works, and
services, including fixed and intangible assets used for activities
subject to 0% VAT (e.g., export of acquired goods or producing goods
to be exported). This VAT may be offset in the future when the tax
base has been determined e.g., a full set of documents confirming
export operations is prepared.
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In order to claim a refund of input VAT paid in relation to goods that
were subsequently exported and subject to 0% VAT, the taxpayer is
required to file varias supporting documents with the Russian tax
authorities. The VAT refund is granted only following a chamber tax
audit of the respective VAT return and documents, which should be
conducted within three months. Starting from 2016 the Russian Tax
Code proviés that the 0% VAT may be confirmed by contract either
as one document, signed by the parties or several documents,
expressing the consent of the parties with the material terms of the
contract. As of 1 October 2015 the 0% VAT for certain transactions
maybe confirmed in electronic form including custom declarations,
shipping documentation and other documents, confirming provision of
services. A taxpayer may refund VAT before the end of a tax audit if
it meets one of the following requirements:t(ig tax@yer has existed
for not less than three years, and the total amount of VAT (except
import VAT), excise taxes, corporate profits tax and mineral
extraction tax paid over the three preceding calendar years is not less
than RUB 10 billion; or (ii) the taxpay provided a bank guarantee
from an authorized Russian bank covering the full amount of the
reclaimed VAT. The list of the authorized banks is maintained by the
Russian Ministry of Finance. In capital construction, the input VAT
paid to suppliers of goodwork and services may be offset under the
general procedure as the construction progresses.

Foreign legal entities having more than one representative office
and/or branch registered in various locations in Russia may
consolidate all VAT accruals andfeéts on a company level. For that
purpose a foreign legal entity must choose a particular representative
office or branch to be responsible for VAT reporting on a company
level and notify the local tax authorities responsible for each
representative offic and branch registered in Russia of its decision.

A Russian customer of a foreign company that is not registered with
the tax authorities and is active (making sales or providing services) in
Russia must withhold either 9.09% or 15.25% reverse charge VAT
(depending on the applicable underlying VAT rate of 10% or 18%,
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respectively) from the amounts transferred to the foreign company and
must itself remit such reverse charge VAT directly to the state budget.

As of 1 January 2014 VAT tax returns may be figth the tax
authorities only in electronic form.

8.9 Mineral Extraction Tax

Prior to 2002, licensed subsoil users had to pay, inter alia, a tax on the
restoration of the mineral resource base and subsoil use payments. The
tax base wasalculated as a percage of the value of the minerals
actually extracted. Chapter 26 of the Tax Code introduced a new
mineral extraction tax, which came into effect on 1 January 2002. The
mineral extraction tax has replaced the tax on restoration of the

mineral resource basadthe subsoil use tax payable on the value of
minerals extracted.

The mineral extraction tax is generally calculated from the value of
the mineral resources extracted from the subsoil based on the prices
(excluding VAT and ecise taxes) at which the exttad minerals

were sold, subject to the transfer pricing provisions of the Tax Code,
and effectively not lower than the market price. Taxpayers are
required to calculate the tax base separately for each type of mineral
resource extracted and pay it on antindy basis. In particular,

Chapter 26 sets out a tax rate of 6% for gold and 6.5% for silver.

As of 1 January 2014 taxpayers qualifying as participants of regional
investment projects (the requirements are set under a separate
complicated proceduyeouldenjoy tax holidays for the extracted
mineral resources except for mineral water, oil and gas.

Starting from 1 July 2014 completely new formula for determining

tax rates for natural gas and gas condensate is used, which is a
progressive step in reformirige taxation of the mineral resource
sector. The new formula is similar to the formula used for determining
the tax rate for crude oil and reflects the average market price of gas
and other factors including the complexity of gas recovery.
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The tax rate fonatural gas determined as follows:
Tax rate = RUB 35 per 1,000 cubic meters of gagix O, + T,

where U;is the basis value of the unit of standard fuel, which is
determined according to the formula prescribed by the Tax Code,

C. is a multiplier refecting the complexity of natural gas and gas
condensate recovery. The i@ultiplier equals the minimum value of
one of the following multipliers: multiplier reflecting the depletion of

a gas deposit, regional multiplier reflecting the regional charatitsris

of the deposits, multiplier reflecting the depth of the development of
natural gas and gas condensate, multiplier reflecting the attribution of
the subsaoil plot to the regional gas supply system, coefficient
reflecting the particularities of develogircertain subsoil plots. The,C
varies from 0.1 to 1.

Te- the relevant gas transportation expenses. Starting from 1 January
2015 T is determined according to the formula prescribed by the Tax
Code, and currently equals O.

Starting from 1 January 2015 ttex rate for gas condensate is
determined by a similar formula.

Tax rate = RUB 42 for 1 ton of condensate x{.C; X Faq,
where the adjustment multiplier Jrequals 5.5 in 2016.

At the same time taxpayers received a lamgited tax exemption

with respect to natural gas that is injected into a formation in order to
maintain formation pressure when gas condensate is extracted. Subsaoil
users that simultaneously meet the followinguieements: (i) have
prospected and explored an oilfield at their own expense and (ii) were
exempt from the tax on the restoration of the mineral resource base
confirmed in the relevant license issued before 1 June 2001, are
entitled to pay 70% of the taxormally due for the natural resources
extracted from the relevant licensed oilfield. Subsoil users include the
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mineral extraction tax paid to the state budget in their deductible
expenses, decreasing the taxable base for corporate profits tax.
Chapter 2@loes not provide any special concessions for subsoil users.

As of 1 January 2016 the mineral extraction tax for crude oil is
determined by multiplying the extracted quantity of dewatered,
desalted and stabilized oil by the tax rate determined in accordance
with the following new formula:

Tax rate = RUB 857 for 1 ton of crude oil x My,

The multiplier reflecting fluctuations in world prices for Urals crude
(Cp) is determined monthly under the following formula:

C, = (P- 15) x K/261

where P is the averagrice for Urals crude in USD on international

oil markets (Mediterranean and Rotterdam oil markets) per barrel for
the prior month, and K is the average RUB/USD exchange rate
determined by the Central Bank of Russia over the calendar month.

The figure r@resenting oil extraction factorB) is calculated under
the following formula:

Dim=CretX Co X (1-Cyx K, X Fe X Feg X F)

where the mineral extraction tax multiplier{& equals 559 from
2016.

The reserves depletion rategf@ultiplier applies ifthe reserves
depletion rate for an oil field equals or exceeds 80%. The reserves
depletion rate is calculated as the accumulated volume of crude oll
produced from the field (including mining losses) based on the
information in the state balance of minenederves (N) divided by the
total volume of reserves (sum of reserves in categories A+B+C1+C2)
(V): C4=3.81 3.5 x N/V. The G multiplier effectively reduces the
mineral extraction tax rate for depleted fields. The minimum
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coefficient is 0.3 for oilfiedls with a depletion rate above 100%. In
other cases not mentioned above thenGltiplier is 1.

The amount of reserves rate,\Knultiplier applies if the total volume
of reserves of a field ()Y is less than 5 million tons and the reserves
depletion ratef the field (G) does not exceed 5%. The Kultiplier

is calculated under the following formula:

K,=0.125 x \\ + 0.375,

where Vis the total volume of reserves in million tons as described
above.

The complexity of produced oil recovery multiplieg)Xs determined
separately for certain types of oil deposits and varies from 0.2 to 1.

The depletion of a particular oil deposit multipliegfHs calculated
in the same way asybut with respect to each oil deposit.

The regional and oil quality multiigr () as general rule equals 1.
For certain types of oil (viscous oil) and for oil produced from
oilfields located in certain regions of Russjaguals O.

Oil companies may enjoy tax holidays for crude oil that is difficult to
extract subject to ceiitaconditions (e.g., produced from oilfields
located in certain regions of Russia, highly viscous ail).

As of 1 January 2014 special rules apply with respect to taxation of
hydrocarbons developed from new offshore hydrocarbon deposits.

The mineral extraabn tax is calculated by multiplying the value of
hydrocarbons (developed from a new offshore hydrocarbon deposit)

that first meet applicable quality standards by the applicable tax rate

during the indicated stability periods. The value of the hydrocarkons
determined (1) based on the taxpa)
for the relevant month less VAT, excise taxes and transportation costs

or as a calculated price, provided that the resulting hydrocarbons unit

price is not less than the minimal unitgaror (2) as the minimal unit

138 Baker & McKenzie



Doing Business in Russia

price. Tax rates vary from 1% to 30% depending on the location of a
new offshore hydrocarbon deposit.

8.10 Taxation under Production Sharing Agreements

Pursuant to Chapter 26.4 of the Tax Code, effective as of 10 June

2003, compaies extracting minerals under production sharing
agreements (fAlnvestorso) are subj ¢
with the mineral extraction tax, entirely different) tax regime. For

instance, an Investor pays 50% of the mineral extraction ratel for oi

and gas condensate until it reaches a certain level of commercial
production, specified in the Prod:
Once an Investor has reached this level it pays the full mineral

extraction rate for oil and gas condensate.

At the samdime, Investors may be exempted from regional and local
taxes (assuming applicable legislation at the regional levels of
government), corporate property tax, and transportation tax, the latter
with respect to fixed assets and vehicles used directly fquitposes

of oil and gas extraction under the PSA. In addition, depending on the
conditions of the PSA, Investors may secure a further refund of VAT,
subsoil use payments and water tax, state duties, customs fees and
duties, land tax, excise tax, and tlwelegical tax previously paid to

the budget within the terms of the PSA.

The PSA taxation regime introduced by Chapter 26.4 of the Tax Code

has increased the number of tax law requirements for, and taxes

payable by, Investors. These amendments are untikely ma ke P S A (
an attractive proposition to Investors, especially since Russia has only
three PSA6s (all concluded prior f
therefore, grandfathered from being covered by Chapter 26.4) and has

not entered into any new P8/ s i n cle9 @ thées .mi d

8.11 Corporate Property Tax

As of 1 January 2004, Chapter 30 of the Tax Code (covering corporate
property tax) came into effect, replacing the former 1991 Corporate
Property Tax Law. Property tax is a regional tax, i.e. it is regulated
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the legislation of the relevant region, with a maximum rate of 2.2%.
The tax base includes movable and/or immovable fixed assets owned
by the taxpayer in Russia, and is calculated based on the depreciated
book value of those assets determined accotdiggcounting rules

(and not tax accounting rules). Starting from 1 January 2014 the tax
base of certain types of real property, such as business and shopping
centers, offices, trading premises, catering and consumer services
premises as well as propertyized by foreign entities with no
permanent establishment in Russia or properties that are not used for
the activities of such permanent establishments, shall be calculated
based on their cadastral value, which is determined by a state cadastral
assessmenthe maximum tax rate for 2016 calculated under the new
rules should not exceed 2% for property located both in the Moscow
region and in all other regions of the Russian Federation.

Taxable assets do not include inventory, any costs or intangible assets
recorded on the taxpayerds bal ance
Starting from 1 January 2015 fixed assets with a useful life of from 1

to 2 years (first depreciation group) and more than 2 years but not
exceeding 3 years (second depreciation group)a@rred. Starting

from 1 January 2013, movable property recorded as fixed assets from
1 January 2013 is not taxed. This provision does not apply to movable
property received in the process of reorganization or liquidation of the
company or acquired fronelated persons. Managing companies of
mutual funds investing in real estate are subject to property tax on the
property held in the fund. The corporate property tax is paid by the
managing company from the property of the fund and effectively
applies to poperty held for both corporate and individual investors.
Effective as of 1 January 2013, the property of natural monopolies is
taxed. The maximum tax rate is set for public railroads, pipelines,
power lines and items considered an integral technical caenpaoih

these facilities, and cannot exceed 1.3% in 2016.

Chapter 30 of the Tax Code further exempts from taxation certain
categories of property, such as real property located on the sea bed of
the territorial sea, on the continental shelf of the Russaefation,
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in the Russian part (sector) of the Caspian Sea bed and (or) within the
exclusive economic zone and used for exploration and development of
new offshore hydrocarbon deposits. Furthermore, when imposing
property tax the regional governments miayldwer or differentiated

rates for different categories of payers and/or types of taxable

property.

Corporate property tax is payable on an annual basis, with advances
due every quarter. However, regional governments in the Russian
Federation may exempertain categories of payers, including both
Russian and foreign organizations, from the obligation to assess and
make such advance payments, and sometimes provide property tax
exemptions or investment incentives.

The Deoffshorization Law referred to incen 8.6.1 above
introduced a new requirement fo
uni ncorporated structureso) hol
direct and indirect owners (full ownership chain including individual
beneficiaries) along with filig property tax returns.

ro
di |

8.12 Social Security Contributions

Effective as of 1 January 2010, the Unified Social Tax, which
previously combined payments to the various Russian social funds,
was replaced by separate contributions to the State Pension Fund, the
Socil Security Fund, the Federal Mandatory Medical Insurance Fund
and the Territorial Mandatory Medical Insurance Funds (the latter
were excluded from the list of recipients as of 1 January 2012).

As of 1 January 2015, the social security contributions agupdy
aggregate rate of 30% (the same r
annual salary of up to the foll owi
threshol dso) :

a) forcontributions to the State Pe
(RUB 711,000 in 2015);
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b) for contributonst o t he Soci al Security
(RUB 670,000 in 2015);

C) for contributons to the Federal Mandatory Medical Insurance
Fund no threshol d.

The social security contributions are payable as follows: (i) to the
State Pension Fund at a rate of 22%hefamount not exceeding the
threshold and 10% of the excess, (ii) to the Social Security Fund at a
rate of 2.9% of the amount not exceeding the threshold and 0% of the
excess, (iii) to the Federal Mandatory Medical Insurance Fund at a
rate of 5.1% of themount with no limit.

The social security contributions apply to all payments to individuals
(including individuals applying the simplified system of taxation)
even if made from net income. The social security contributions
period is a year, and the socsglcurity contributions are paid on a
monthly basis.

During a transition period from 2011 to 2027 reduced rates of social
security contributions will apply to certain categories of payers,
e.g.IT companies, agricultural goods producers, certain companies
applying the simplified system of taxation and patent system of
taxation, companies that are residents of certain special economic
zones and of territories of priority soeézonomic development,
budgetary scientific institutions and other categories cibso
contributions payers listed in the law will pay social security
contributions at various reduced rates from 0% to 0%

As of 1 January 2015, salaries or other payments to foreign citizens
temporarily staying in Russia and working under employment

%For example, the following social security contribution rates apply depending on the
category of employees: 0%o remuneration of the employed crew members of
vessels registered in the Russian Internationgldier of Ships; 13.8%4% to
remuneration of employees of IT companies in 2015; etc.
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cortracts regardless of the term of the employment contract are

subject to social security contributions paid (i) to the State Pension

Fund at a regular rate of 22% on amounts not exceeding the State
Pension Fund contributions threshold and 10% on the eaoess

(ii) to the Social Security Fund at a rate of 1.8% not exceeding the
Social Security Fund contributions threshold and 0% of the excess. An
exemption applies to compensation paid tesa | | e d-qualiiedg h | vy
foreign speci al irsotasstateless personwith f or e |
substantial work experience, skills and achievements, whose salary is
higher than the threshold set forth in the Law No. 115 dated 25 July
2002. For example, for foreign employeessearch scholars, the

threshold is RUB 83.thousand monthly salary.

8.13 Individual Income Tax

I ndi vi dual s who are defined as fAR
have been in the country for 183 days or more during any 12
consecutive months, are subject to individual income tax on all their
income, both that earned in Russia and that earnedredse.

Individuals who do not meet this criterion are subject to tax on any
income received from Russian sources. From 1 January 2001, Russia
has enacted various income tax rates, including: a 13% flat rate
applicable to most types of income received bgdfan tax residents,
including dividend income; a 35% rate applicable to income from
gambling, lottery prizes, deemed income from-ioterest or interest

free loans (except loans directed at new construction or acquisition of
a residence) and excessivanbanterest; a 30% rate applicable to
Russiarsource income received by nogsidents; and to income from
certain types of securities held on foreign nominal holder and similar
accounts (and not on an owners account) if the relevant foreign
nominee receivig such income fails to provide appropriate aggregate
information to the Russian depository in a timely fashion. As of 2011,
foreign nationals who have not yet obtained Russian tax resident
status but are recognized as highly qualified foreign specitdistise
purposes of Russian employment legislation (i.e., a foreign citizen or a
stateless person with substantial work experience, skills and
achievements, whose salary is higher than the threshold set forth in the
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Law No. 115 dated 25 July 2002) enjo$226 Russian individual
income tax on their Russian salary.

As part of the legislative initiative to create an international financial
center in Russia, from 1 January 2010 new rules have applied to
individuals recording financial results on transactiorth wifferent
categories of securities and derivatives for tax purposes. Also,
individual investors were granted the right to carry forward losses on
tradable securities and tradable derivatives for ten years. Detailed
provisions regarding the determinatioithe tax base on repo
transactions for individuals were included into the Tax Code effective
from 1 January 2011. Similarly to companies, Russian individuals also
received a full tax exemption on income from the sale or redemption
of shares in Russiarompanies (acquired after 1 January 2011)
satisfying the requirements discussed in Section 4 above. Starting
from 1 January 2015 new investment tax deductions have been
introduced in the Russian Tax Code that are designed to attract long
term investments isecurities (listed on Russian stock exchanges) by
Russian individuals (tax residents).

By 30 April of the following year, a taxpayer who received income on
which no income tax was withheld at the source of payment must file
a tax return based on his/hetwal income for the previous year, and
settle tax obligations for that year by 15 July of the following year.
Foreign individuals are required to file annual tax returns with the tax
authorities by 30 April of the year following the reporting year only if
they receive income from neRussian sources, or income where no
income tax was withheld at the source of payment. Those foreign
individuals who leave the country during a calendar year should file a
tax return for the relevant taxable period no laten thrae month prior

to leaving Russia.

8.14 Tax Amnesty

On 8 June 2015 the RusOnValontaiyr es i d ¢
Declaration by Individuals of Property and Bank Accounts
(Depositsp . This | aw provides for a si
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individual taxpayerén Russia Declarants) to declare property and
foreign bank accounts (deposits), which were not previously disclosed
and subject to taxation in Russia, without paying taxes and penalties.
Repatriation of assets back to Russia is not required, excepéfor th
cases when the movable assets (including cash and shares) are located
in an offshore jurisdiction. The new law guarantees exemption from
criminal, administrative and tax liability with regard to the acquisition
(accumulation of funds), use, and dispaxfalleclared property for
Declarants for periods before 1 January 2015 (unless the person is
being prosecuted or is under investigation). The Declarant must file a
special declaration to the Russian tax authorities between 1 July 2015
and 30 June 2016. Thisclosure of the funds must be very carefully
planned with a professional legal advisor in order to qualify for the tax
amnesty and respective exemptions and guarantees.

It is highly expected that the tax amnesty program will be
substantially revised with the first months of 2016 in order to
increase the number of Declarants.

8.15 Regional and Local Taxes

Regional and local legislative bodies may, at their discretion,
introduce various tax incentives and credits with regard to regional
and local taxes. Regial taxes currently include corporate property

tax, transportation tax, and gambling tax. Local taxes currently include
property tax on individuals, land tax and the trade levy. Although
these taxes are set regionally and locally the federal legislatsire ha
enacted limits on their overall rates. The trade levy may be enacted no
earlier than 1 July 2015 only in Cities of Federal Significance
(Moscow, StPetersburg and Sevastopol). All other municipalities
located in other Russian regions may introducertaetlevy only

upon adoption of the relevant federal law.

By Law of the City of Moscow No. 62 dated 17 December 2804
trade levieé companies trading on the territory of the city of Moscow
(for instance, through facilities of fixed retail chains withwathout
shopping space or through peddling retail trade) are subject to
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payment of a trade levy. As of 1 January 2016, in Sevastopol and St.
Petersburg the trade levy had not been introduced.
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9. Customs, Trade and WTO Aspects

9.1 Introduction

Russian customiggislation is based on the unified rules of the

Eurasan Economi c Un iToenEAEUWaslauriclied EUO ) .
on 1 January 2015 and includes Russia, Belarus, Kazakhstan, Armenia
and Kyrgyzstan. All Russian foreign trade regulations are primarily

based on res established at the supranational level of the EAEU (for

more details on the EAEU please refer to section 4 of this below). The
EAEU replaced the Customs Union of Russia, Belarus and
Kazakhstan (the ACUO) that startect
and the main legislative framework of which gained shape on 1 July

2011

9.2  Accession to the World Trade Organization

On 22 August 2012 Russia officially became the 156th member of the
Worl d Trade Organization (the @fWT
obligations & established in the Protocol of Accession of Russia to

the WTO dated 16 December 2011 (t]
and the Working Party Report on the Accession of Russia to the WTO
dated 17 November 2011, which are publicly available.

Since Russia ia member of the EAEU, EAEU regulations are based
on the WTO rules.

In July 2015 Kazakhstan signed an Agreement on accession to the
WTO that was ratified in October 2015. Starting from 30 November
2015 Kazakhstan became the 162nd member of the WTO. Acgordin
to Kazakhstags WTO commitments, the average final legally binding
tariff for imported products will be 6.5% (10.2% for agricultural
products and 5.6% for manufactured goods). The Unified Customs
Tariff of the EAEU established higher average final rétes are
based on Russiads commitments witl
balance in trade of such products within the EAEU, Kazakhstan took a
commitment towards the EAEU, whereby all the products imported to
Kazakhstan under lower rates of import custalmy cannot be freely
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moved to other EAEU countries (the difference in tariffs should be
compensated first). Relevant regulations, including the full list of all
such products, were issued in October 2015 and came into force on 11
January 2016.

The EAEUplans to expand its cooperation with other trade blocs and
in 2016 is considering starting negotiations on-frade zones
agreements with other WTO member states, including Israel, Pakistan,
Egypt, etc. In May 2015 the EAEU signed a free trade agreemignt
Vietnam.

9.2.1 Market access for goods & tariff and quota commitments

On average the final legally binding tariff ceiling for the Russian
Federation by 2017 will be 7.8% compared with a 2011 average of
10% for all products:

1. The average tariff ceiling for griculture products will be
10.8%, lower than the average of 13.2% on the date of
accession;

2. The ceilirg average for manufactured goods will be 7.3% vs.

the 9.5% average on the date of accession.

Russia has agreed to lower its tariffs on a wide rangeoofupts.
Average duties after full implementation of tariff reductions will be:

1. 14.9% for dairy products (tariff on the date of accession
19.8%);

2. 10.0% for cereals (tariff on the date of accession 15.1%);

3. 7.1% for oilseed fats and oils (tariff on the dat@acession
9.0%);

4. 5.2% for chemicals (tariff on the date of accession 6.5%);

5. 12.0% forautomobiles (tariff on the date of accession 15.5%);
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6. 6.2%for electrical machinery (tariff on the date of accession
8.4%);

7. 8.0% for wood and paper (tariff on the dateccession
13.4%);

8. USD 223 petrton for sugar (tariff on the date of accession

USD 243 per ton).

By 2015 mport customs tariffs were bound at zero for cotton (by the
date of accession) and information technology (ITA) products.

In September 2015 the EAEU further reduced rates of import customs
duties with respect to 4061 products (mostly for electronic devices,
furniture, home appliances, textil
commitments to the WTO.

It should be noted, howevehat 90% of the rates of the import
customs duties listed in the Unified Customs Tariff of the EAEU that
was applied as of the date of accession were lower than the rates of
import duties under the WTO Accession Protocol. This means that
Russia retains theght to increase import duty rates for certain types
of goods, which, however, is unlikely at the moment.

The final bound rate was implemented on the date of accession for
more than one third of the national tariff lines with another quarter of
the tarif cuts to be put in place during a transition periodiaf gears
provided for each particuldtem. The longest implementation period
is eight years for poultry (i.e. 2020), followed by seven years for
motor cars, helicopters and civil aircraft (i.e. 2019

Tariff rate quotas (TRQs) have been established for beef, pork, poultry
and somevhey products. Imports entering the market within the quota
will face lower tariffs while higher duties will be applied to products
imported outside the quota.
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The inquotaand outof-quota rates are listed below with the-ott
guota rates in parentheses:

1. For beef 15% (duty rate out of quota 55%);

2. For pork zero (duty rate out of quota 65%). The TRQ for pork
will be replaced by a flat top rate of 25% as of 1 January
2020;

3. 25% (duty rate out of quota 80%) for some selected poultry
products;

4, 10% (duty rate out of quota 15%) for some whey products;

5. Some of these quotas are also subject to mespamific
allocations.

9.2.2 Export duties

At the date of accession to the WTO, exportekitvere binding for
over 700 tariff lines, including certain fish and crustaceans, mineral
fuels and oils, raw hides and skins, wood, pulp and paper, and base
metal products.

9.2.3 Market access for services

Russia made market access commitments in 11 sergcessand

116 subsectors. No market access restrictions were provided for 30
sectors, includingdvertising, market research, consulting and
management services. At the same time, Russia did not make any
commitments for 39 sectors, including pipelinglroad and internal

water transport, medical services and scientific research activities, i.e.,
market access for foreign companies would still be restricted in these
areas.

Russia maintained caih limitations on market access and national
treatment wittrespect to various types of services that are provided in
the Russiabs WTO Accession Protoc
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provided for Russian entities acting as contractors, suppliers and
carriers that participate in production sharing agreements for
explaation, development and production of mineral raw materials.

Foreign insurance companies will be allowed to establish Russian
branche nine years after Russia joined the WTO, i.e. in 2021.

Foreign banks have been allowed to establish subsidiaries in Russia
There is no cap on foreign equity in individual banking institutions,
but the overall foreign capital participation in the banking system of
the Russian Federation is limited to 50% (not including foreign capital
invested in banks that may potentiallygrévatized). In order to

control the foreign quota in the Russian banking sector the prior
authorization of te Russian Central Bank is required for the
establishment/increase of the charter capital of credit organizations
with foreign participation andianation of shares in favor of nen
residents. Starting from the date of accession to the WTO Russia
should allow 100% foreigowned companies to be engaged in
professional services and business services, including legal,
architecture, accounting, enginiegy, health care, advertising, and
market and management services, awiBaal services, distribution
services including express delivery and wholesale and retail services.
Additional market access obligations were undertaken for foreign
providers of engyy services, computer and computelated services.

9.2.4 Other commitments

Russia made a commitment to gradually decrease domestic support
for the agricultual sector from USD 9 billion in 2012 to USD 4.4
billion by 2018. In 2015 domestic support did not exce&D 7.2

billion. In 2016 domestic support should be reduced to 6.3 billion.

Russia has maintained the right to impose strict limitations on market
access and national treatment for foreign persons in such sectors as
energy, telecommunicatis and educath. On telecommunications,

the foreign equity limitation (49%) would be eliminated during the

four years following accession. The Russian Federation also agreed to
apply the terms of the WTOO6s Basi f
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Russia did not sign the WTGovernment Procurement Agreement

(the AGPAO) and did not make any
agreed to become an observer to the GPA and initiate negotiations for
GPA membership within four years. Thus, the Russian Government

has preerved the righto restrict the access of foreign companies and

goods with a foreign country of origin to its biggest market.

Russia hasleeady issued a number of limitations on access of the
following types of foreign products to its public procurement market:

1 heavymadinery (dual use and for military purposes);
machines and motor vehicles;
light industry products;

medical devices;

= =4 =4 =4

software operating systems;
1 certan medicinal preparations.

I n addition, a wide range of prodi
status may enjoy a 15% preference in public tenders.

9.2.5 Dispute Settlement in the WTO

WTO members can initiate disputes over any thad@ed issue. Any
WTO member may initiate a dispute aggiany other WTO member

if it believes that this member violates: (i) any provisions of the WTO
Agreements, or (ii) its commitments within the WTO.

Starting from 22 August 2012, any trade measures applied by Russia

with respect to any other WTO membertataust be in compliance

with Russiads commitments within
When any WTO member state considers that Russia is not observing

any of its commitments within the WTQO, or is applying regulations

that do not comply with the WTO rulegcian impose reverse

measures or bring a case to the WTO Dispute Settlement Body. Vice
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versa, Russia can challenge any inconsistent measures applied by
WTO members against Russia. Despite acceding to the WTO, Russia
is still able to impose immediate meassiof protection provided that:

(i) the measuresiaimed against measures of another WTO member
state that are inconsistent with the WTO rules and (ii) it was
impossible to predict the adverse consequences for economic damage
to the Russian economy at tm®ment of Russia's accession to the
WTO.

Disputes within the WTO are settled by the Dispute Settlement Body
(the ADSBO0O). Between January 1995
members initiated more than 501 disputes. The right of the WTO
members to initiate disputésbased on a presumption that violation

of the WTO rules and commitments has an adverse impact on other
WTO members.

The DSB is a special $titution of the WTO, located at the WTO
headquarters and specifically designated for the resolution of all
disputes between WTO members. The DSB is made up of all member
governments, usually represented by ambassadors or the equivalent,
and is headed by the chair.

Disputes a often resolved at the pdispute stage by means of
consultations of the interested WTO memrsoperformed under the
patronage of the DSB. Only WTO member countries can participate in
the disputes, private companies do not have this right.

The WTO dispute settlement procedures include four stages: (i)
consultations (60 calendar days), ¢@nsideration of a complaint by

the panel (9 months), (iii) appellate procedures (90 days) and (iv)
implementatio of the decision in the form of either removal of a
measure, or compensation, or retaliation (15 months). In practice these
terms might be ernded.

If the respondent loses a dispute it will be bound by the final decision

of the DSB (i.e., the panel or appellate body) and should inform the
DSB of its intentions and measures to implement the DSB ruling.
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When the respondent is unable to complyhwiiite decision

i mmedi ately it must be provided wi

The DSB should supervise performance of its rulings and issue

official reports on their implementation. If a losing respondent fails to
comply with the DSB ruling within a esonable period of time the
complainants are entitled to apply temporary measures including (i)
request compensation or (ii) suspension of concessions (retaliation). If
a losing respadent fails to implement a DSB decision within a
reasonable period of tenestablished by the DSB, the respondent shall
enter into consultations with the complainant and agree on mutually
acceptable compensation (a benefit, no monetary payments).

In cases when no satisfactory compensation has been agreed within 20
days after th expiry of the reasonable period, the complainant may
request the DSB to unilaterally suspend its concessions or other
obligations (for example, increase tariff rates) in order to compensate
for the damage. Priority should be given to the subject ofipeitd

(i.e., the relevant goods, services, or affected IP rights).

According to statistics, the most probable areas for disputes between
Russia and its WTO emterparts include: subsidies, sanitary and
phytosanitary measures, technical barriers to ttaaéerelated
investment measures, adlimping, countervailing and special
safeguard measures, rules of origin, customs valuation, and import
licensing in such sectors as: oil and gas, agriculture, the automobile
and motor industry, aircraft, beef, staeld the pipe industry, air
transportation services, energy (electricity) tariffs, etc.

The first WTO claim involving Russia was initiated by the European

Union (the AEUO) in 2013 regardin

Afutilizati on f ehatadnthe niewrofahte 8W, v e hi cl
discriminated against imported vehicles that were subject to the
utilization fee when locally produced vehicles were exempt from the

fee. In October 2013 the DSB established a panel (case No. DS462),
after which Russia annulléte discriminating regulations and the
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case was discontinued. The dAutili:
spare parts was also challenged by Japan (case No. DS463);

In the course of 2014 and 2015 Russia was involved in a number of
disputes within the DSBhitiated by the EU, Japan and Ukraine. In
particular, the EU challenged the following measures applied by
Russia which, in the view of the EU, were inconsistent with the WTO
regulations: statutory limitations on the importation into Russia of live
pigs andheir genetic material, pork, pork products and certain other
commodities from the EU, purportedly because of concerns related to
cases of African Swine Fever (case No. DS475):duntiping duties

on light commercial vehicles from Germany and Italy lexiogd

Russia prsuant to Resolution No. 113 of 14 May 2013 of the
Collegium of the Eurasian Economic Commission (case No. DS479);
tariff regulation that Russia applies to certain goods in both the
agricultural and manufactdring sef
October 2015 Ukraine filed a claim with the DSB challenging the
restrictions imposed by Russia in 2013 on the importation of railway
equipment and parts thereof (case No. DS499).

In 2015 Russia initiated 4 disputes against the EU challetfigivsg
adjugmend methalologies used by the EU to calculaigmping
margins in antdumping investigations and reviews in connection
with the sacalledfiThird Energy PackageDirectives, Regulations,
implementing legislation and decisions. Russia also actagkstiff
against Ukraine on anrtiumping measures imposed by Ukraine on
imports of ammonium nitrate originating from Rusarala third party
in disputes involving the EU, China, USA and Japan in eight other
cases.

9.3 CIS Free Trade Agreement

On 18 October 201CIS countries signed the Free Trade Agreement

of the Commonweal th of I ndependent
came into force for Russia, Belarus and Ukraine on 20 September

2012 By mid December 2012 the CIS FTA was ratified and came into
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force for Armeia, Kazakhstan and Moldova. Azerbaijan and
Turkmenistan did not sign the CIS FTA.

Uzbekistan did not sign the CIS FTA, but on 28 December 2013
Uzbekistan ratified the protocol i
dated 18 October 2011 between the CIS FTA MerSiates and the
Republic of Uzbekistand (the HAProf
Uzbekistan and other member states of the CIS FTA that have ratified

the Protocol would be mutually bound by the general rules of the CIS

FTA with certain significant exentipns set forth in the Protocol.

The CIS FTA was ratified by Kyrgyzstan in 2014. As of December
2014and 2015Tajikistan was the only member that had not ratified
the CIS FTA.

The CIS FTA provides for the free movement of goods within the
territory of theCIS, no import customs duties, rdiscrimination,

gradual decrease of export customs duties and abolishment of
guantitative restrictions in mutual trade between the CIS FTA member
states. The CIS FTA covers goods originating from the signee states,
and anong other points provides that:

1 goods originating from the CIS FTA member states are not
subject to import customs duties in the country of import
except for certain cases (i.e. sugar originating from Ukraine);

1 the CIS FTA fixes the maximum rates of expmurstoms
duties that for Russia primarily cover raw materials and
agricultural products (i .e., ¢
oil, coal etc.); there are four positions for Ukraine and 76 for
Russia;

1 the signees agree not to apply quantitative limitatiartrade;

1 free transit is established (an exception is made for pipeline
transit, which should be separately agreed between the
signees).
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The CIS FTA establishes that the WTO rules will govern customs
transit of goods, application of special safeguantl;@umping and
countervailing measures, technical barriers to trade, as well as the
provision of subsidies and other measures applied in trade between its
signees.

Disputes between the member states of the CIS FTA should be settled
at the Economic Coudf the CIS. At the discretion of a member state,

a dispute arising out of the WTO rules can also be settled under the
WTO dispute settlement procedures.

It is expected that the member countries will resolve certain important
mutual trade issues within thegal framework of the CIS FTA (i.e.
transit of gas, export customs duties for certain products, access to
government procurement, etc.).

The CIS FTA provides for certain exemptions, including import
customs duty and withdrawal from national treatmentéstain
products and allows subsidies in certain circumstances. In addition,
the CIS FTA does not prevent the signees from applyinetaifii
measures.

It should be noted that in 2014 two members of the CIS FTA,
Moldova and Ukraine, ratified agreementse$ociation with the EU.
The statutory requirements of association with the EU could create
certain collisions with implementation by Moldova and Ukraine of the
CIS FTA In this regard, other member states of the CIS FTA could
adjust the conditions of mdrarship of Moldova and Ukraine in the
CIS FTA.

Starting from 1 January 2016 Russia suspended the application of CIS
FTA with respect to Ukraine.

94 Eurasian Economic Union and Customs Union

In 2010 Russia, Belarus and Kazakhstan launched the Customs Union,
which is a unified customs territory with free movement of goods,
unified customs tariff and netariff regulations and regulations on
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application of indirect taxes. Once goods have been imported and
released in any of the CU member state, such goods nfagehe

moved within the whole CU territory, except for certain specific types
of goods (for example, medicinal preparations, medical devices, dual
use products, etc.). The CU also adopted unified technical regulations,
rules for veterinary and phytosamitacontrol, etc.

Starting from 1 January 2015 the CU was transformed into the
Eurasian Eecnomic Union (EAEU). The CU and Ctdgulations

became an integral part of tBRAEU. TheEAEU establishes a unified
set of rules governing the most important econométass that should
cover all its member states by 2020. In particular, in addition to the
unified customs territory that has already been in place since 2010, the
EAEU provides for free trade in services, including market access to
natural monopolies (e.gailways, energy), access to financial
services, including free movement of capital and workforce, unified
competition laws, macroeconomic policy, and unified regulations for
taxes and intellectual property. This should also include unified
regulations fo circulation of medicinal preparations and medical
devices etc. Since tHeAEU is the successor of the CU, below we
refer to all of the regulations irtgmented at the CU level as the
AEAEUO r e .gStaiting framad danuary 2015 tRAEU
comprisedheterritories of Russia, Belarus, Kazakhstan and Armenia.
Kyrgyzstanjoinedthe EAEU on 12 Augus2015.

Armenia does not have a common border with other EAEU members
(it is separated from the EAEU by the territories of Azerbaijan and
Georgia, which are nehembers of the EAEU). Thus in order to

freely trade in goods with Armenia, the other EAEU countries need to
apply the customs transit procedure across the territories of Azerbaijan
and Georgia.

The main regulatory body of tHeAEU is the Supreme Eurasian
Economic Council. Similar to the CU, the Eurasian Economic
Commission retains the status of executive body oE#iEU and is
also authorized to issue implementing regulations oE#EU.
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9.5 Unified Tariff Regulations of the Customs Union

The classification fogoods for customs purposes in Russia is carried
out in accordance with the Unified Customs Tariff of HAeEU,

which is based on the International Convention on the Harmonized
Commodity Description and Coding System, dated 14 June 1983 (the
Harmonized Sstem), providing that all the goods crossing the
customs territory of thE AEU are assigned customs classification
codes (HS codes) determined in accordance with the general rules of
interpretation of the Harmonized System. Customs authorities control
thecorrectness of the classification of goods.

The Unified Customs Tariff of thEAEU has undergone periodic

revision since 2011 with the rates of import customs duties set in
accordance with Russialds obligati ¢
outlined in the WD Accession Protocol.

9.6  Preliminary Classification Decisions

At the discretion of importers of record, the Russian customs

authorities may take preliminary decisions on classification of goods

(Aa preliminary classification de:
binding tariff information used in the USA and the EU.

Information and documents provided by applicants for the preliminary
classification (such as technical descriptions, pictures, samples, etc.)
should be exhaustive and should contain all the data eeljfar

proper determination of a HS classification code. Preliminary
classification decisions are issued in the name of the applicants (i.e.
importers of record) and may only be used by them (for more
information please refeordod béleow)
The timing for issuance of a preliminary classification decision is 90
calendar days from the date of filing an application, which may be
extended for a number of reasons provided by law. Preliminary
classification decisions are valid for éeryears and are mandatory for
all Russian customs authorities with respect to the classified goods.
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9.7  Sanitary-Epidemiologic Measures

Unified sanitary measures of tBAEU are applied in order to

confirm that goods imported and distributedeiREU territory

comply with all safety requirements and do not pose any threat to life
and health. The unified sanitary rules are applied at the external border
and within the whole territory of tHeAEU and include three lists of
goods:

1. The list of goods that are subjeo sanitaryepidemiologic
control (includes almost all food products and consumer
goods). Goods falling under this list must comply with the
established sanitary and safety requirements;

2. The list of goods that are subject to state registration, which is
required in order to confirm compliance with sanitary
epidemiologic and hygiene requirements and applies to food
products, cosmetic and household chemical products, certain
clothing items, mineral water, alcoholic beverages, etc. The
state registrationméis be carried out prior
importation into theeAEU;

3. The list of exemptions from state registration (for example,
when goods subject to state registration are imported for
exhibition purposes).

Sanitaryepidemiologic control is performed BAEU customs entry

points when goods cross tRBAEU customs border as well as within

EAEU territory. State registration certificates for the controlled goods,

i f any, must be issued EABUOr to t |
territory.
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9.8 Technical Regulations (Confirmation of
Compliance)

Confirmation of compliance is designed to confirm that goods
conform to the statutory quality and consumer characteristics
requirements. Confirmation of compliance in Russia is based on the
Russian national regulations and onlggislation of theEAEU. The
technical rules of thEAEU establish a unified list of goods that are
subject to mandatory confirmation of compliance in the form of (i)
certification or (ii) declaration of compliance, as well as unified forms
for the (i) cetificate and (ii) declaration of compliance that are issued
by the accredited agencies and laboratories dE&EU member

states and are valid throughout E&EU.

In addition to theEAEU unified list of goods that are subject to
mandatory confirmation afompliance, the technical rules of the
EAEU includea number of technical regulations with requirements
for goods on the unified list, including 47 priority CU technical
regulations. As of Decemb&01535 technical regulations of the
EAEU have already fem issued including regulations on the safety of
machinery and equipment, elevators, fesltage equipment, clothes,
grain, food, juices, perfume and cosmetics, toys, pyrotechnics,
packaging, electromagnetic compatibility, étc2016technical
regulatiors of the EAEU orniabacco products will come into force.
Some technical regulations are scheduled to be issu Gor later
(for example, on the safety ohemical productdyuildingsand
constructions, construction materials and related prodootstry,

fish, etc.).

Once theEAEU technical regulations come into force the relevant
Russian national requirements (standards) for the same products
should be repeale&tarting from 1 January 2015 tBAEU member
statescannotissue any additional technical requirements at the
national level for any products that are not included in the unified list
of goods of th&eAEU subject to mandatory confirmation of
conformity.
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It should be noted that currently the technical rules oEthEU and
national (i.e. local) standards and national lists of products that are
subject to mandatory confirmation of compliance may still exist
separately in the EAEU countries. Therefore, currently two different
systems of compliance confirmation-egist in theEAEU, i.e., the
unified system of th&AEU and separately applied national (local)
technical rules of Russia, Belarus, Kazakhstéameniaand

Kyrgyzstan Prior to importation of goods into any of tRAEU
member states it is important to enstirat the goods comply with
both systems.

In order to facilitate and improve the Russian system of technical
regulation a Federal Accreditation Service was established at the end
of 2011, which should be a common body responsible for the
accreditation of agification bodies and testing laboratories,
maintenance of registers and state supervisitip:(/fsa.gov.ruy.

Mandatory technical regulations of Russia and2A&U together
with the Russian laws on protecting consunights apply the
following requirements with respect to the controlled goods:

1. Minimum technical safety requirements;

2. Mandatory certification/declaration of compliance;

3. Mandatory marking and labeling requirements;

4, Use of specific signs, including the usfea market circulation
mark(i . e.,. AEACO)

Additionally, certain specific certification requirements may apply

with respect to goods in the fire safety regulations sphere (i.e., various
construction products and goods specifically designated for fire
safdy), as well as hardware and software products in the sphere of
protection of personal data and other types of confidential

information.
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Starting from 2014, the Russian customs authorities should no longer
require certificates or declarations of compliat@be submitted in

hard or in electronic copies during customs clearance of imported
goods. The importer of record needs to indicate the relevant details of
such certificates or declarations (if any) in the import customs
declaration. Despite that fach, practice sometimes the importers of
record are required to provide certificates or declarations of
compliance in hard copies (for example, in case of additional customs
control for certain shipments).

9.9 Phytosanitary and Veterinary Control

Importation intoRussia of certain types of products, such as living
animals, animal foods, meat, meat products, seafood, plants, etc. are
subject to special supervision (control) in accordance with the unified
veterinary and phytosanitary rules of B&EU. Thus, a congnment

with controllable goods can be imported into Russia in accordance
with the unified veterinary requirements of BAEU and with special
permission (a veterinary or phytosanitary certificate) issued in the
established procedure by the Russian Fe@snlice on Veterinary

and Phytosanitary Supervision (Rosselkhoznadzor), which is
responsible for monitoring controllable goods and maintaining the
register of foreign companies authorized to export certain goods into
Russia, as well as lists of certaim@ucts banned for importation into
Russia from third countries. Note that Russia still applies certain local
rules on veterinary and phytosanitary control in addition to the
supranational regulations effective in B&EU (for example, such
requirements arapplied to the importation of seeds).

In 2015 the Federal LafOn Quarantine of Plarigame into force

which established general requirements over importation and
exportation of quarantineable plants to/from Russia including special
requirements applietd importation of plants subject to low and high
guarantineable risk, special procedures of customs border control over
imported and exported plants, etc. that replaced relevant provisions of
the Federal LaviiOn Quarantine of Plaraslated July 15, 2000.
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9.10 Import and Export Licensing

The legal basis for the import licensing system isSHA&U

legislation on no#ariff measures. The purpose of the licensing
measures is to monitor and control imports and exports of goods
which are classified as sensitive bg EBAEU member states or by the
international community. Import/export licenses are required: (i) in
the event of temporary quantitative restrictions on imports of certain
types of goods; (ii) to regulate the importation of certain goods for
reasons of natihal security, health, safety or environmental

protection; (iii) to grant an exclusive right to import or export certain
goods; or (iv) to carry out international obligations. A unified list of
goods to which import and export limitations and prohibitiares

applied was established on the level of E&EU, based on which

certain categories of goods (e.qg., fertilizers; rare animals and plants;
goods with a high level of cryptographic protection, hazardous waste,
drugs, items of cultural value, preciousrse and metals, etc.) require
an import or export license for their movement acros&hieU

border. In Russia licenses are issued by the Ministry of Industry and
Trade in accordance with the unified licensing rules oBAEU.

Products containing any grtographic devices or functions and not
requiring an import license (which covers the majority of IT hardware
and software goods, such as electronics; phones; computers; laptops;
modems; software, etc.) are subject to mandatory notification with the
Russia Federal Security Service. A Russian licensee may import
licensed goods into Russia only and has the right to transit such goods
through the territory of the oth&AEU member states. In 2013 the
Eurasian Economic Commission issued regulations on theguoe

for providing licenses and notifications.

It should be noted that in accordance with the WTO requirements on
nondiscrimination in foreign trade, the import licensing of medicinal
preparations was abolished in the CU in 2011. The import licensing of
alcohol products was also abolished automatically in the CU as of the
moment when Russia became a member of the WTO.
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9.11 The new Customs Code of the EAEU

In 2015 members of the EAEU decided to adopt the new Customs
Code of the EAEU which should replace thestirg Customs Code

of the CU (effective from 2010). The draft of new Customs Code
should result in codification of some 17 supranational regulations of
the EAEU, including the customs valuation rules, importation and
exportation of cash bydividuals international mail, etc. The draft
Customs Code of the EAEU was structured to contain 9 sections, i.e.:

1. General provisions;

2. Customs formalities and parties engaged in activities in the
customs sphere;

3. Customs procedures;

4, Customs payments, special safeguardidumping and

countervailing measures;

5. Peculiarities of movement of certain types of goods across the
Customs Border of the Union;

6. Conducting customs control;

7. Customs authorities;

8. Activity in the customs sphere. Authorized economic
operator.

9. Transition provisions.

The draft Customs Code should also include 4 annexes on: (i)
procedures of moving goods between Kaliningrad and EAEU
territory; (ii) application of the free customs zone procedure; (iii)
interaction between the customs authoritiethe EAEU when the
customs transit procedure is applied; (iv) the list of data for exchange
between the customs authorities of the EAEU.
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The new Customs Code should include the following main
innovations:

1.

166

all customs clearance procedures shoulddyéorned
electronically (documents in hard copies will be allowed only
in certain exceptional cases);

goods should be released automatically without the
involvement of customs inspectors;

goods must be released by the customs authorities within 4
hours after reigtration of a customs declaration (currently this
process takes 1 day);

the declarant should have an opportunity to file import/export
customs declarations without supporting documents;

rights and simplifications for the status of authorized
economic opeators should be extended, in particular,
authorized economic operators (i) will be given priority to
perform customs operations, (ii) will not be obligated to
provide security for paying customs duties and taxes in certain
cases, (iii) will have priorityn developing pilot projects and
experiments performed by customs;

customs regulations would be established primarily on the
supranational level of the EAEU, the new Customs Code of
the EAEU should include far fewer references to national
legislation of he EAEU member states than the Customs
Code of the CU;

the importers of record should apply a special procedure on

preliminary informing of the customs authorities on the
importation of goods;
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8. a single point of contact between importers and customs
authoities should be established, through which all
procedures and formalities should be completed.

The Customs Code of the EAEU is expected to simplify customs
clearance procedures for importers and exporters and should satisfy
the requirements of the EAEU bogss community. Initially, the

EAEU had planned to adopt the new Customs Code in the beginning
of 2016, but subsequently this term was extended to 2017.

9.12 The Russian Customs Authorities

The introduction of the CB/AEU has not affected the internal
structue of the Russian customs service, which remains as follows:

1. The Feeral Customs Service;

2. Regional customs administrations;
3. Customshouses; and

4, ClearingCustoms posts.

Importantly, together with the formation of the CU, a new concept of
customs clearancd goods at the Russian external state border is
currently being implemented, which should entail a significant
reorganization of the Federal Customs Service and the whole local
customs clearance infrastructure. Under this concept it was expected
that the astoms clarance of goods transported by road should be
performed at the external border of Russia starting from 1 January
2012, however, this term wasseheduled due to the considerable
infrastructure changes needed. This concept was implemented in
2013 The customs clearance of goods transported by rail should be
performed at the external border of Russia starting from 1 January
2020. It is expected that when this reorganization is completed,
physical shipment of goods into Russia will often coincid wieir
release for free circulation.
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As a result of implementation of the concept it is expected that a large
number of regional customs administrations and customs houses
situated far from the customs border of Russia will be closed or
considerably redred in staff ad functionality. The concept would
require significant economic and infrastructural development of the
Russian border regions in order to provide sufficient customs, logistic
and warehousing resources to process clearance and control sf almo
all the traffic and goods crossing the Russian border. At the same time
considerable governmental and private investment is still required for
successful implementation of the concept by 2020.

On 28 December 2012 the Russian Government issued a Rasoluti

on the Strategy for Deelopment of the Russian Customs Authorities

up to 2020 (the AStrategyodo) which
Russian customs authorities for each type of activity, including:

customs payment collection, law enforcement a@tisjtincreasing the

guality of services provided to Russian importers and support to the
integration processes within the CU/EAEU.

According to the Strategy, before 2020 the Russian customs
authorities should significantly simplify and speed up customs
clearance procedures. Thus, all the services rendered by the customs
were transferred into electronic form by 2014 against 1% in 2012. The
number of documents regai to cross the customs border should be
decreased from 10 in 2012 to 4 by 2018 and the mawisiearance

time for goods imported for internal consumption should be decreased
from 96 hours in 2012 to 2 hours in 2018. It was planned to increase
the total number of customs declarations filed electronically without
provision of documents in hard cofrgpm 40% in 2012 to 100% by

2014 (except for potentially risky supplies/hazardous goods) and this
was achieved by the customs authoritiesy2014.

At the same time, the Russian customs authorities should increase
their performance indicators for collection of customs payments,
performance of customs controls and in general law enforcement
practice. For example, the amount of customs payments reieabiars
the importers of record as a result of challenging claims against
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actions (inaction) of the Russian customs authorities should not
exceed 5% of the total amount of customs payments collected on an
annual basis. The total amount of convictions in adstriative cases
initiated by customs albrities should be increased from 82% in 2012
to 89% by 2020. Customs audits that result in detecting customs
violations should reach 85% by 2020, against 72% in 2012. This
means that as well as making efforts togify customs clearance
procedures and increase the quality of services rendered, the Russian
customs authorities would still scrutinize shipments imported into
Russia and perform extensive clearance andgleatance customs
control over the importedgod s and i mporterso6 for
activities.

In 2015 the Russian Governmemtnounced about an initiative to
divide the Russian Federal Customs Service into two phsisal and
law enforcement. If thanitiative is adopted, the fiscal functions
relatedto the collection of import customs duties and taxes could be
delegated to the Russian Federal Tax Service, while the law
enforcement functions could be delegated to the Federal Security
Service.

9.13 Declarant (Importer of Record)

The resident principle appk in theEAEU, i.e. only companies that
arelocal residents of a EAEU member states and are parties te cross
border supply agreements may act as importers of record before the
customs authorities. Generally, in order to act as the importer of
record, a peson must have a direct interest in goods imported under a
foreign trade transaction (i.e. the right to own, or possess, or dispose
of imported goods).

As a general rule, foreign entities may not act as importers of record,
except for a limited number ofises when goods may be imported by
representative offices or branches of foreign legal entities accredited
in Russia.
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The legal statsiof importers of record is unliketp changeunder the
new Customs Code of the EAEU.

9.14 Registration of Importer of Record with Local
Customs Authorities

Russian customs regulations do not require importers/exporters of
record to be registered with the Russian customs authorities. However,
a clearing customs post must open a file for every importer/exporter of
record that clea goods through customs. The file should contain a
standard set of documents that must be filed with the clearing customs
post together with the first customs declaration and usually includes:
an application together with documents confirming legal
name/adress/tax ID, certified copies of statutory documents, and a
certified letter from the bank confirming a valid bank account (note:
this list of documents is not exhaustive and might be somewhat
different depending on the requirements of a particular mssto

house). In order to avoid any possible delays importers/exporters of
record prefer to submit the abementioned documents before

customs clears the goods.

The Russian customs authorities have started applying a unified
electronic database of all docunt®, including the files of importers

of record. Thus, once an importer of record opens a file at any Russian
clearing customs post such importer of record would only need to
provide the same electronic file of its statutory documents in order to
start cutoms clearance formalities at another customs post. Hard
copies are no longer required, but may still be used at the discretion of
the importer of record.

9.15 Customs Brokers (Representatives/Agents)

A declarant may clear goods through a customs broker (ordeace

with the Customs Code represerttative IC& t |
used)d an intermediary legal entity fulfilling customs clearance

formalities on behalf and in the name of, and as instructed by, the
declarant or another person who is authoripggerform customs

170 Baker & McKenzie



Doing Business in Russia

operations. The customspresentativenay pay customs duties and
taxes on declared goods. Every custoemsesentativehould be
included by theeustoms authoritiei the official list of customs
representatives (in Russia the resjiniesdhody is the Federal Customs
Service) A customgepresentativés jointly and severally liable
together with the declarant for the observance of the customs
legislation.According to the official list, by 2015 there were 382
registered customs reprasatives in Russia.

At the same time, a customs declarant can choose whether to engage a
customs representative or to perform customs clearance on his own
behalf.

The legal status of customs representatives is unlikely to change under
the new Customs Cod¥ the EAEU.

9.16 Authorized Economic Operator

Authorized economic operator (AEO) is a special status granted by the
Russian customs authorities to Russian importers and exporters that is
based on the Kyoto Convention and is similar to the already
establisheadoncept in the European Union. AEO status ensures

certain procedural simplifications, including but not limited to:

1. Tempaary storage and release of imported goods at the
premises of the AEO;

2. Release of imported goods for free circulation prior to their
declaration to the Russian customs authorities;

3. Simplified customs transit procedure;

4. Other custors benefits that could be provided to AEO by the

CU/EAEU customs regulations.

According to the draft Customs Code of the EAEU the AEOs should
be granted more ctmns simplifications and privileges, which could
include: (i) priority when performing certain customs operations, (ii)
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not being obligated to provide security fmaying customs duties and
taxes (iii) priority in developing pilot projects and experiments
performed by custom#s of DecembeR015AEO status had been
granted to som&50Russian legal entities.

9.17 Customs Clearance

Goods that are moved into Russia through KazakhBelarus

Armenia and Kyrgyzstaare placed under the transit customs regime
atthe external border of tHeAEU and are finally released for free
circulation by the Russian customs authorities. In Russia imported
goods are legally released for free circulation after the Russian
customs authorities confirm this by notifying the deatér

electronically that the goods have been released. Imported goods are
normally cleared at customs either before their shipment to Russia or
when the goods reach the designatestoms house/post (and are
placed in a special temporary customs warehduseciessary).

Customs clearance is normally completed by the importer of record
(or a customs agent acting on its behalf) filing the customs declaration
(the main document) and the required set of documents. The list of
documents required for customs chaare in each particular case
depends on the type and characteristics of the goods and terms of their
importation (e.g. the customs regime chosBiotably, according to

the draft Customs Code of the EAEU, importers/exporters should not
be obligated to enoke supportive documents with the customs
declaration. This move is aimed at simplifying customs declarations
for the business community and eliminates burdensome
responsibilities and formalities.

The timing for the customs clearance procedure isosiess day
after the date when aistoms declaration was registered by the
Russian customs authorities, provided that all the required
documentation was submitted. However, in practice the customs
clearance process may take longer than the statutory term
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The legislation gives a stoms inspector the right to extend that term
by up to ten business days at the discretion of the chief of a customs
terminal.

Under the draft Customs Code of the EAEU, the terms of release of
goods by the customs authoriti®uld be reduced to 4 hours (with
certain conditions). This term could be extended only if a customs
inspector requires additional supporting documentation for the
imported goods, or if a declarant decided to amend information
provided in the customs dechtion during customs clearance.

9.18 Electronic Declaration

As of 1 January 2010 the Russian customs authorities have started to
carry out customs clearance operations with the use of electronic

decl aratdecs a(taheonsodo), wbépeedh sho
up customs clearance formalities for declarants and customs agents.
Currently customs clearance in Russia is performed electronically.

Starting from 1 January 2014 almost all customs declarations have

been submitted in electronic form (i.e., withemty documents in hard

copies), except for certain cases, for example goods sent by

international mail. Customs posts are equipped with the technical
facilities for performing felectr
possible to (i) inform the customs autties in advance over the

Internet, (ii) file a customs declaration and other supporting

documents in eleatnic form and (iii) electronically release the goods.
E-declaration also makes it possible for importers located far from

clearing customs posts perform customs clearance formalities and

release goods at the Russian border remotely, i.e. without being

physically present and without the need to provide documents in hard
copies.

According to the draft of new Customs Code of the EAEU, almost all
cusbms clearance formalities sHdbe performed electronically.

Hard copies could be allowed only in the following exceptional cases:
(i) customs transit of goods, (ii) importing/exporting goods designated
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for personal use by indiguals, (iii) goods sent bipternational mail,
(iv) declaration of vehicles of international transportation.

In addition, pursuant to the draft of new Customs Code of the EAEU,
the release of goods by the customs authorities should be performed
automatically (currently customs rake is executed by customs
officers) and relevant reports issued by customs should be sent by
electronic mail.

9.19 Customs Regimes
9.19.1 Introduction

Goods may be placed under any of the applicable customs regimes

(i .e. RAcustoms pr oc e dmgCodediitheest abl
CU/EAEU that are based on the International Convention on

Harmonized Commodity Description and Coding System. Below is a

brief description of the most commonly used customs regimes.

9.19.2 Internal (Home) Consumption

Importation of goods for inteal (home) consumption (usually, the
synonymous term Arelease for free
Russian territory is the main customs regime for importation with the
ensuing free circulation of the goods in Russia without any further
customs rstrictions or postlearance customs control, provided that

all applicable customs duties and taxes have been paid.

9.19.3 Temporary Import

Temporary import is considered to
regime, pursuant to which foreign goods are used fortaicgeriod

of time (the term of the temporary import) on Russian customs

territory with full or partial exemption from import customs duties and
taxes (i.e., import VAT and excise taxes, where applicable).

Temporarily imported goods must remain unchang&dept for

changes due to natural wear and tear or natural loss given normal
transportation, shipment, storage, and use conditions. Russian
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importers are allowed to perform operations with temporarily
imported goods required for their preservation, negiahce of the
consumer features of products, and keeping the products in the
condition they were in before they were cleared at customs for
temporary importation into Russia.

Certain products (e.g., pallets and other types of returnable packaging
for goodstemporarily imported to further international trade, tourism,
science, culture, cinema and sporting relations, etc.) may be
temporarily imported with full exemption from import customs
payments.

Where partial (rather than full) exemption from import coso
payments is granted, the temporary import regime contemplates that
3% of the total amount of import customs payments (that would have
been paid if the goods had been fully imported for free circulation)
must be paid for each month the goods stay iniRussler this

regime.

However, the generally permitted term for temporary import is only
two years. There are some statutory requirements that should be met
in order to be eligible for exemption from customs duties. In

particular, temporarily imported gosdnay not be sold or otherwise
transferred to any third party. The customs authorities could also
request security for import customs payments (most likely a bank
guarantee or cash deposit) from the importer of record before applying
the temporary importegime.

9.19.4 Bonded Warehouse

Under the bonded warehouse customs regime, goods imported into the
EAEU are stored at special places (bonded warehouses) under

customs control without an obligation to pay import customs duties

and taxes, andithout regard to domés quota restrictions or other

economic measures. Storage at a bonded warehouse is subject to

regular norrefundable storage fees as contractually agreed with the
bonded warehousebds owner. Goods s«
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customs regime (pursuant teetpermission of the customs
authorities) have the status of foreign goods.

The maximum term for the storage of imported goods at a bonded
warehouse is three yeamwith an option to extend this term with the
permission of the customs. Goods with a sharseful life and/or sale
terms must be assigned to other customs regimes and shipped from
such bonded warehouses at least 180 days prior to expiration of such
term (except for products subject to accelerated deterioration with
respect to which the term fetorage at a bonded warehouse could be
reduced).

The importer of record or other interested parties having placed
imported goods in a bonded warehouse can sell or otherwise transfer
them to third prties, with preservation of the same customs status,

with the prior consent of the customs authorities, which is followed by

a legal substitution of the importer of record by the third party that
acquired these goods. Please, however, note that such a sale or transfer
might be subject to local Russian taxatisimce apart from the special
customs regime a bonded warehouse is no different from any other
warehouse located in Russian territory.

Goods placed in a bonded warehouse can be further exported, placed
under another customsgime, including importation fanternal

(home) consumption. When sold to Russian customers for free

circulation on the local market, such goods should be declared for the

fii nternal consumptiond customs r e
import customs duties and taxes.

9.19.5 Transit

Under he customs transit regime goods cross the customs border of
theEAEU and are under customs control during their movement
across Russian customs territory without an obligation to pay import
customs duties and taxes, and without regard to domestic quota
redrictions or other economic measures. Only foreign goods can be
subject to this cusetns regime, which is granted only based on the
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permission of the customs authorities. The regime is normally granted
either to a carrier or an expediter if it is a Rus$igal entity or an

entity of the EAEU. The transit customs regime is terminated when

the goods are actually shipped out of Russia. A special transit customs
declaration is required for declaration of the transit customs regime.

Security for payment of ct@ms duties and taxes is usually required
before the goods are placender the customs transit procedure.
However, TIR carnets are still accepted by Russian customs as an
exemption from the obligation to provide such security until 28
February 2015. Aftethat date the Russian customs authorities will no
longer accept TIR carnets and importers of record will have to provide
security (for example, a deposit, bank guarantee etc.).

9.19.6 Destruction

Products having the status of foreign goods can be declared for
destruction before the customs authorities, which would imply that

such destruction must be completed under customs control and the
importer would not be subject to import customs duties and taxes with
respect to such destroyed products. However, the cdsistrifuction

must be fully covered by the importer claiming the regime. Moreover,
the waste generated as a result of such destruction would be subject to
customs clearance requirements and import customs duties and taxes
under general rules.

9.19.7 Abandonment to the State

Foreign goods imported into Russia may be abandoned to the Russian
state, which is a special customs regime that can be selected by the
importer of record. Under this regime the title to the imported goods is
gratuitously transferred to the statithout an obligation of the

importer to pay any import customs duties and taxes, including the
customs processing fee. Imported products may be cleared under this
regime with a permit from the customs authorities. This regime may

be a convenient way @void unreasonable customs clearance costs if
they become applicable to goods for any reason (e.g., customs have
classified the goods under a code entailing a substantially higher
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import duty than the importer is ready to pay, or the customs request a
pernit / license that the importer does not possess, and it is too costly /
burdensome to ship the goods back from Russia).

9.19.8 Export

Export of goods is the main customs regime for definitive exportation
of goods out of the customs territory of Russia. Expoceofain types

of goods is subject to export customs duties. Export of any goods is
also subject to Russian VAT with a special 0% rate (see below).

9.19.9 Re-export

Re-export is the customs regime when goods initially delivered into
Russian territory may be takent with the return of customs duties

and fees (if any were paid) and without application of any economic
restrictions provided by Russian laws. Generally, thexport regime
applies only to Aforeign goods, 0
Russian teitory but have not undergone the entire customs clearance
procedure and have not been released under a particular customs
regime. Thus, generally, the-export customs regime is not

applicable to goods that were imported into Russia and released for
free circulation in Russia. The-sxport regime can be applied to

goods released into free circulation in relation to which it has been
established that when they crossed the Russian customs border they
had defects or in some other way did not conform tetbeisions of

the foreign trade contract in terms of quality, quantity, description or
packaging, and for this reason were returned to the supplier or another
nominated person. Such goods may be placed under the customs
regime of reexport, if they (i) wee not used or modified, except if

such use or modification was required for detection of the defect; (ii)
may be identified by the Russian customs authorities (iii) were re
exported within six months from the date of release into Russia.

9.19.10 Re-import

Reiimport is the opposite of the +&xport customs regime and is
designed to exempt goods that were initially exported from the
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customs territory of Russia from the payment of import customs duties
and taxes, without the application of any economic restrictions
provided by Russian laws and laws of the EREU.

9.20 Customs Valuation Rules

The customs value of goods imported intoE#€EU, which is used as

a basis for calculation of import customs duties and taxes, includes the
cost of goods, insurance costs and costsansportation of the goods

to theEAEU customs border. Depending on the actual circumstances,
including contractual arrangements, an importer of record may in
addition have to include royalties (payable for the right to use
trademarks and other IP right order to resell the goods) or other
income (e.g. freight charges, insurance costs, etc.) into the customs
value of those goods, provided that the importer must directly or
indirectly (e.qg. via third parties) pay those royalties, other license fees
andor other income as a direct consequence of importation of the
goods being valued at customs.

It should be noted that the Russian customs authorities often increase
the customs value of imported goods and the importers of record have
the right to challeng such adjustments in court. Court practice shows
that in the majority of cases the courts supported the importers of
record.

Currently the customs value of goods should be determined in
accordance with 6 methods provided by the Agreerii@nt
Determining he Customs Cost Of Commodities, Moved Across The
Customs Border Of The Customs Unidthe fiAgreemend). It is
planned that the new draft of the Customs Code of the EAEU will
include relevant customs valuation rules and will replace the
Agreement. Howevethe main principles of the customs valuation
Rules of the EAEU are unlikely to be changed since they should be
based on WTO regulations.
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9.20.1 Customs Payments

Customs payments applied in Russia include the following types:

1 import/export customs duties;

q taxes;

1 customs clearance (processing) fees;
1 utilization fee.

9.20.2 Import Customs Duties

Customs duties are imposed on top of the declared customs value
confirmed and accepleby the Russian customs authorities. The rates
of import customs duties in Russia normallygatirom 0% to 25%
based on the Unified Customs Tariff of the CU/EAEU. The unified
rates of import customs duties apply to goods originating from all
countries outside the CU/EAEU except when tariff preferences or the
free trade regime are applied (e.g. @8 FTA).

Starting from 1 July 2010 the import customs duties are paid to the

unified budget of the CU/EBU and are subsequently distributed

among the members of the (AEU. As mentioned above, the rates

of i mport customs dutmitenentséothe bas e
WTO.

9.20.3 Export Customs Duties

Even after the formation of the CU, setting export customs duties still
remains within the competence of the member states. Generally,
Russian mineral resources and raw materials (such as oil,
petrochemicals, gagjood, metals, etc.) are subject to export customs
duties. There is no unified list of export customs duties and the
Russian Government separately establishes the export customs duties
for particular types of products. The Russian Government establishes
the rates of export customs duties for oil and petrochemicals at 2
month intervals. Export customs duties may be deducted for corporate
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profits tax purposes. Oil supplied to Belarus starting 1 January 2011 is
duty free and the export customs duties are tbwiken it leaves the
external border of Belarus.

9.20.4 Import VAT

Starting from 1 July 2010 payments of import VAT and distribution of
the VAT between member states are performed based on a special
agreement signed by the member states. The customs VAT applies t
the sum total of the customs value and the customs duty. Import of
goods is generally subject to Russian customs VAT levied at the same
rates as Russian sales VAT (i.e. 18% and 10%). VAT is imposed on
all goods imported into Russia and also appliesdasttie of goods,

works and services in Russia. The general VAT rate is 18% and
applies to most goods, works and services. The 10% VAT rate applies
to |I'imited categories of goods,
products, some food products, while sonfeeoimedical equipment

and medical goods, art and cultural goods, etc. may be VAT exempt.
Import VAT may generally be offset against output VAT collected

from local customers.

Pursuant to a direct provision of the Russian Tax Code the importation
of producs that do not have analogues manufactured in Russia and are
included in the list approved by the Russian Government is VAT
exempt. This exemption came into effect from 1 July 2009.

9.20.5 Export 0% VAT

Exportation of goods from Russian customs territory is stibpe@%

VAT. There is a special statutory procedure that Russian exporters of
record must comply with in order to apply the 0% VAT rate to
exports. Generally, they must provide the Russian tax authorities with
the following documents:

1. The ontract for theexportation of goods;
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2. A customs declaration bearing a mark of the Russian customs
authorities evidencing the actual export of goods out of
Russia; and

3. Copies ofshipping documentation (transfer and acceptance
statemert, wayhbills, invoices, etc., confirngrthe transport
of the goods out of Russia).

Additional requirements are provided for the exportation of goods that
were previously imported into Customs Union countries. The taxpayer
must submit these documents within 180 days after the export of the
goods. If the taxpayer does not meet the requirements outlined above,
the taxpayer loses the right to apply the 0% VAT rate on exports and
the usual VAT rates (10% or 18%) apply depending on the type of
goods.

Exportation of goods from Russia to the other EAEU member

states is also subject to 0% VAT. The procedure for confirming the
0% rate in this case is established at the level of th&&EW and

has certain peculiarities (for example, the list of confirmation
documents should include an application anithportation of goods

and payment of indirect taxes, an extract from the bank confirming the
receipt of funds paid for the exported goods, etc.).

9.20.6 Import Excise Taxes

Excise taxes apply to Russian imports of limited categories of
products, like tobacco pdacts, spirits and alcohol, beer, cars,
petroleum products, diesel and motor oil.

9.20.7 Utilization Fee

Starting from 1 September 2012 Russia introduced a utilization fee on
wheeled vehicles. A utilization fee should be paid for all imported or
locally manufactted vehicles. Certain types of vehicles are exempt
from the utilization fee including vehicles imported (i) as personal
belongings of refugees and certain categories of immigrating persons,
(i) by diplomatic and consular missions and international

182 Baker & McKenzie



Doing Business in Russia

organiations, and (iii) that are over 30 years old and are not
designated for commerwical clt ea®d pol
utilization fee is calculated as a base rate that is RUB 20,000 for cars

and RUB 15000for commercial vehicles that should beliiplied

by increasing coefficients, which depend on certain technical
characteristics of the vehicle (e.g., engine capacity and age).

In addition to the utilization fee on vehicles, starting from 1 January
2015the Russian Government introduced an edolddee. Importers
and manufacturers of certain goods are obliged to utilize waste from
such goods in accordance with utilization limits. If such manufacturers
and importers fail to utilize the waste they will have to pay an
ecological fee calculated ohe basis of a specific formula. The list of
goods subject to such utilization (including their packaging), as well
as the applicable rates of utilization fees and utilization limése
adopted by the Russian Governmen®Dittober 2015. Utilization

limits were bounded at zero in 2015. In this regard, according to
explanations given by the Russian Ministry of Natural Resources and
ecology theecological fee for the first nine months of 2015 shadtl

be paid before 15 October 20Rarting from 2016 theoelogical fee
should be paid for each year before 15 April of the next year. The
Government also issu¢ke relevant implementing regulatioms the
procedure to pathe ecological fee.

9.21 In-Kind Contribution

Importation of goods as an-kind contribution nto the charter capital
of a Russian legal entity is duty free. After importation of the goods,
the importer of reord is required to prove that the goods were
recorded on its balance sheet and were not disposed of.

Goods imported with no import duty askimd contributions into
charter capital are treated as conditionally released and if the goods
are alienated by the importer in any manner, the importer will be
required to pay the import customs duties and import VAT plus
interest for the whole term duag which the duty exemption applied

to the goods.
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The agreement AOn the Eurasian Ec

provisions on tariff pref@nces for irkind contributions should be
established at the level of the Eurasian Economic Commission (until
this issie is regulatetdy the Resolution of the Council of the Customs
Union issued in 2011 and Russia at the local level by Government
decree).

9.22 Customs Inspection and Liability

Customs authorities are allowed to carry out customs inspections
within 3 years agr clearance of the respective goods. During a
customs inspection the customs authorities verify the fact of release of
imported goods and the accuracy of information stated in the customs
declaration and other documents submitted to the customs aethoriti

in the process of customs clearance. Please note that the customs
authorities may check not only the declarant of the goods, the customs
brokers, owners of temporasgorage and/or bonded warehouses,
customs carriers, but also the legal entities authdrio dispose of the
imported goods in the customs territory of Russia (e.g. the local
downstream wholesalers and retailers of the imported goods).

A customs inspection may be either a documentary Giten
inspection. When the customs authorities remeaistoms legislation
breach during a documentary inspection (which is performed
internally at the customs house based on the documents filed by the
importer of record at the time of customs clearance of goods) a
targeted orsite inspection may be carriedt. An onsite inspection
should be performed within two months. However, in certain cases it
may be extended by one month. The customs authorities may use
documents and information provided by Russian banks, as well as
inventory and audit conclusionsydthe conclusions made by other
state authorities.

9.22.1 Arrest of Goods during Customs Inspection

The customs authorities are authorized to arrest goods during a special
customs inspection, if they reveal that:
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1. The goods were imported without any special masimbols,
or othe elements applied in accordance with Russian
legislation certifying the legality of their import;

2. The customs decl aration does n
free circulationo or other app
corresponding customs reginwg,the customs authorities
deem such stamps fictitious or the documents on which such
entries are made are missing;

3. Conditionaly released goods were utilized and/or disposed of
for purposes other than those permitted by customs.

Arrested goods should beturned to their owner on the final day of
the customs inspection if a breach of the customs legislation was not
confirmed.

9.22.2 Seizure of Goods during Customs Inspection

During customs inspections goods may be seized for a term that does
not exceed one monththe import of such goods into the Russian
market is directly prohibited or a simple restriction on moving the
goods is not sufficient to detain the goods. Such seizure can only last
for the period of the customs inspection. Generally, seized goods are
removed to a temporary storage warehouse. The goods should be
released on the final day of the customs inspection if a breach of the
customs legislation was not confirmed. Goods may only be
confiscated based on a court ruling.

9.22.3 Administrative Penalties

Basedon the results of the customs inspection, the customs authorities
may hold the inspected company administratively responsible for
breach of the customs rules. Chapter 16 of the Russian Administrative
Code provides such sanctions as administrative find®an

confiscation of the imported goods. Note that in the case of
confiscation, this sanction may be applied not only to the actual
violator (the importer of goods) but also to the bona fide downstream
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owner of the goods if the goods were involved in aarus law

violation. Depending on the type of violation committed, the sanction
against the companies could amount to fines of up to 200% of the
goodsd6 value or the amount of cust
were not paid with respect to the cleared gaondpiestion and may

also include confiscation of those goods.

In February2015 the Russian Parliament adopted a law that provides
Russian importers of recoedpossibility to avoid administrative

sanctions in cases of selfsclosure of violations related to inaccurate
declaration of goods resulting in underpayment of import customs
duties and taxes, provided that the importers prove that they acted in a
bona fide fashion and immediately reported such violations to the
customs and took all possible measures to comply with the law.

In addition, in2015 thedraft law wasissued aimed aspecifying
certain articles of Chapter 16 of the Russian Administrative Code a
liberalization of administrative liability in the sphere of customs
regulation.In September 2015 the draft law was adopted in the first
reading in the Russian State Duma. The draft Law stipulates, inter
alia, the following amendments:

1 reducing adminisative fines for a number of offences;

1 excluding part 4iPresentation to the Customs Body of Invalid
Documents on the Goodlsom the article 16.filllegal
Transportation of Goods Across the Customs Border of the
Customs Uniog;

1 parts 1 and 2 of the artecll6.3fiNon-Observance of
Prohibitions and/or Restrictions on the Importation of Géods
should be united;

1 Note to the article 16.@Non-Declaring or Misleading
Declaring of Good3should be amended and as a result, the
declarant will be exempted from thénainistrative liability
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under part 1 of the article 16.2 for sdlsclosure of the
offence.

There is a d/ear statute of limitations period established for customs
violations. Normally it runs starting from the moment of commitment
of the violation. Howeer, in the case of lasting/repeated violations,
this 2year period runs starting from the date of discovery of the
violation by the Russian customs authorities. Importantly, customs
payments can not be enforced after expiration of the statute of
limitations term established for customs audits, i.e. more than 3 years
after customs clearance of the respective goods.

Please note that the administrative sanctions (i.e., confiscation of
goods, fines) may be imposed only on the basis of a court decision;
the cusbms authorities may not confiscate the goods ex officio.

For a 9month period in 2015 the Russian Customs authorities
initiated 64,041 administrative cases, that is 7,7% higher than in the
same period in 2014.

9.22.4 Criminal Penalties

Russian law does not havetconcept of corporate criminal liability.
Only individuals (i.e., the managers of an importer of record or a
customs broker) responsible for a particular crime can face criminal
penalties irRussia. Importantly, Russian law does not limit the
applicationof criminal liability for corporate crimes only to

employees of the relevant corporate entity that committed the offence.
Relevant crimes could constitute evasion of customs payments, tax
evasion and bribery.

The maximum liability for evasion of customayments is 12 years of
imprisonment or a fine of up to RUB 1 million or the amount of the
salary or other income of the convicted person for a period of up to 5
years. The maximum statute of limitations for this crime is 15 years.
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For a 9month peiod in 2015 the Russian Customs authorities
launched 1617 criminal cases, which is 6,5% more than during the
same period in 2014.

9.23 Safeguard Measures

In order to protect its internal market and national manufacturers from
the adverseffect of foreign competitorsnd neutralize losses caused

by dumping, or subsidized or increased imports of goods, Russia
applies certain safeguard measures.

Starting fran 1 January 2015 the main provisions in this sphere are
provided by the agreement #h€hn t he
nullified the CU agreement AOn Ap|
Anti-dumping and Countervailing Measures with Respect to Third
Countrieso dated 25 January 2008.
dumping countervailing and safeguard measures imposed within
CU/EAEU are generally based on WTO regulations and may be

imposed by the Eurasian Economic Commission based on the results

of special investigations. Starting from 1 January 2015 safeguard
investigations are conducted and measures are imposed by the

Eurasian Economic Commission in accordance with the procedure
outlined by the agreement fAOn the

Russia can impose safeguard measures against other countries,
including WTO members, if dumping, or subsidized or increased
import of pioducts causes or threatens to cause serious damage to a
Russian national industry.

A safeguard mease can be imposed based on the results of a special
investigation that confirms the serious damage or negative impact
caused by a particular country. The &EBEU regulations on

safeguards and the WTO rules set special procedures and terms for
conducting investigations and their review, provision of evidence, as
well as special measures against circumvention of the imposed
safeguard measures. Any facts andlente should be supported and
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confirmed by independent expert review based on thorough economic
analysis and evaluation.

Information on all safeguard measures imposed b¥&tEeU and
investigations conducted is publicly available onEAd=U official

website in the Russian language at:
http://www.eurasiancommission.org/ru/act/trade/podm/Pages/default.aspx

As of Decembe2015the EAEU had appliedl5 measures of
protection, among thedB ant-Fdumping duties imposed on some
products made of steel and polyamide and originating from China,
Taiwan and Ukraindyulldozers, truck tyres and citric acid from China
as well as light commercial vehicles from @any, Italy and Turkey,
graphite electrodes from India; two special safeguard measures on
porcelain dishes and harvesters originating from all third countries.

If an imposed safeguard measure does not correspond to the WTO
rules, the exporting WTO membean bring a case to the DSB of the
WTO and claim for removal of such measures, compensation or
retaliation.

9.24 Export Control

Russia is a party to the 1998 Wassenaar Arrangement on Export
Controls for Conventional Arms and Dddse Goods and
Technologies, budtill has certain peculiarities.

Should the products fall under the Russian lists of products subject to
export control-Ugé hlei siRupssi eanp Dutaadt
products out of Russia would be subject to a special export control
clearance (i.ean export control license or permit issued by the

Russian Federal Service for Technical and Export Control (the
AFSTECO) ) . Il n cer t aiuse pmdustensghtibpenp o r |
subject to export control requirements.

If a product by its HS code, degation, or designation, may
potentially fall under Russian export control regulations, it must
undergo a special export control identification and testing in order to
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determine whether a special export control clearance is required (i.e.
export control liense, or permit, or enagse certificate issued by the
FSTEC for the importation/exportation of the products). In certain
cases the Russian importers/exporters of record need to undergo an
independent identification export control testing performed byngesti
laboratories accredited by the FSTEC.

Currently, the members of tl8AEU are considering the
establishment of unified rules on export control at the supranational
level. Draft regulations are already in place, however, the date of
adoption at th&AEU level has not yet been selected.
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10. Sanctions

10.1 Introduction

In the course of 2014 the US, EU, Canada, Australia, Switzerland,

Nor way and Japan (the di mplementi
sanctions targeting certain Russian and Ukrainian entities and
individuals,as a result of the political situation in Ukraine. Primarily

the sanctions were adopted by the US and EU, while other countries
followed them by introducing similar sanctions. The imposed

sanctions target specialtiesignated nationals (persons) as weleys

sectors of the Russian economy.

The sanctions will remain in force until otherwise is determined by the
supervising authorities of the implementing countries.

10.2 Sanctions targeting individuals and legal entities
(SDN and DP Lists)

In the first stagehte implementing countries introduced sanctions

targeting individuals and legal entities. The US issued a list of
fispedieaslilgnat ed national so (ASDNOGs
countries established I|lists of fAd:¢
Generally,thesact i ons i ntroduced with res
are similar in nature and require the assets of the sanctioned persons to
be blocked (Afrozend) and that t hi
entering the implementing countries. The sanctions affectniptloe

SDN6s and DPO6s, but al so assets al
indirectly controlled or 50% or mt

10.3 Sectoral sanctions

The majority of implementing countries introduced sanctions targeting
certain sectors of the Rugs economy, primarily in such spheres as
finance, energy and defense. The sectoral sanctions prohibit the
provision of debt exceeding 30 or 90 days to maturity, as well as the
supply of certain listed products and financial or technical assistance
relating to such products. Furthermore, the sectoral sanctions have
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affected the Crimea region, which has been almost completely isolated
from business relations with the implementing countries. The rules on
sectoral sanctions introduced by certain implementnouies,

including on Crimea, provide for certain exemptions, authorizations
and licenses that should be considered when doing business with
Russia.

10.4 How to comply

Generally, the sanctions are binding for all nationals of the
implementing countries or lebentities registered in the
implementing countries (including their foreign branches and
representative offices). Each particular implementing country
established specific rulestdemining which particular persons must
comply with the sanctions. In ordir determine whether a particular
transaction involving Rssian counterparties or assets falls under the
established sanctions, it is important to undertake a set of
precautionary measures that should be determined on-ayasse
basis and may involvecreening the ownership structure of the
counterparties, including any financial institutions involved, as well as
the endusers of the supplied products.

In addition to the sanctions imposed relating to the situation in
Ukraine, the implementingocintriesalso apply other sanctions
programs (e.g. US and EU sanctions against Syria, Iran, North Korea
etc.) which may impose certain restrictions on doing business with
Russian individuals and companies.

In order to comply with such sanctions programs it isortgnt to
analyze the relevant sanctions from the perspective of each
implementing country.

10.5 Russian response to sanctions

In response to the Ukraifrelated sanctions introduced against
Russia, on ‘August 2014 Russia imposed -gdar ban on imports of
ceitain agricultural and food products, such as meat and meat
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products, certain types of fish and sea food products, milk and dairy
products, vegetables, fruit and nuts, sausages and similar products
(covering about 52 specified HS positions with some special
exemptions) originating from the EU, US, Canada, Australia, Norway
and, starting from 6 August 2015, Albania, Montenegro, Iceland,
Liechtenstein and Ukraine. In 2015 the embargo was extended to be
effective until 5 August 2016 (this term may be furthaéeaged).
Starting from 6 August 2015 illegally imported products found in
Russia must be destroyed.

Additionally, Russia introduced entry bans against officials from
certain implementing countries. Russia also launched some other
actions in response to tiraposed sanctions, such as certain
restrictions on access to the Russian public procurement system for
foreign manufacturers.

10.6 Russian sanctions against Turkey

On 28 November 2015 Russia imposed economic sanctions on
Turkey. Therestrictions included: ateporary ban on importation into
Russia of certain products originating from Turkey (chicken, turkey,
salt, carnations etc.), a prohibition on the provision of certain types of
services on Russian territory (the exact list of services is determined
by the Rissian Government), a ban on employing Turkish citizens,
cancelation of visa free travel for Turkish citizens and a ban on charter
flights between Russia and Turkey.

In addition Russia also suspended trade negotiations with Turkey on
services and investmen as well as economic, cultural, scientific and
technical cooperation.

On 28 December 2015 Russia extended the foreign trade sanctions
against Turkeyritroducing restrictions and prohibitions on certain
types of services and works performed by Rusigigal entities
controlled by Turkish personghe criteria for control should be
determined in accordance with Russian laws on foreign investments,
which are rather broad and complicated.
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In particular, the prohibited or restricted types of works and cesvi
include: construction of buildings, engineering installations and
specialized construction works; architecture, design and engineering
in the construction sphere; technical tests, research and analysis;
activity of travel agencies and other organizadiproviding services

in the touristic sphere; the hotel business and other temporary
accommodation; works and services in the sphere of public
procurement; processing of wood.
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11. Currency Regulations

11.1 Introduction

The Civil Code states that the ruble is tla¢gional currency of the

Russian Federation. Although agreements may refer to the ruble value
equivalent of foreign currency, all transactions conducted inside the
Russian Federation must, as a general rule, be settled in rubles. The

Civil Code, however, penits the use of foreign currency in cases

provided for by law. Federal LawN&73FZ A On Currency
Regul ations and Currency Control ,
amended (the ACurrency Lawo) est al
regulation and control.

11.2 Currency Operations

The Currency Law regulates a broad range of currency operations
including:

1 Payments made in a foreign currency;
i Transfer of foreign securities;
1 Ruble transfers between a Russian resident and-eesment

or between two noeresidents;

i Transfer of domestic securities between a resident and-a non
resident or between two noasidents;

1 The import and export of rubles and securities;

i Transfer of funds and securities from the overseas account of
a resident into a domestic account, and viagsaje

a1 Transfer of rubles and securities between the domestic
accounts of a neresident;

1 Clearng settlements;
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1 Settements between commission agents and principals
connected with clearing; and

1 Settlenent under derivative transactions.

11.3 Resident vs. Non-resident Status

The Currency Law divides individuals and legal entities into two
classes: residents and A@sidents. Residents include: Russian
citizens and other individuals whose permanent place of residence is
the Russian Federation, except for individuaho permanently live
outside Russia for more than one year; legal entities established in
accordance with Russian legislation; representative offices (branches)
of Russian legal entities outside Russia; and the governments of the
Russian Federation, cditgent entities of the Russian Federation, and
municipal units. Nofresidents are defined as individuals whose
permanent place of residence is located outside Russia; legal entities
incorporated outside Russia; enterprises/organizations that are not
legalentities, organized and located outside the Russian Federation;
and representative offices (branches) of foreign legal entities in
Russia.

11.4 Special Currency Control Rules

As of 1 January 2016 there are no substantive currency control
requirements (intheofr m of MAconsents, authori
etc.) that apply to foreign transactions.

However, certain requirements still apply to Russian residents:

1 Russan companies must remit all foreign currency export
proceeds to their Ratsasona@n bank
currency proceedso), subject t

1 ATrantsi on passportso are requiol

(foreign trade, loans) at Russian banks;
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1 Most Russian residents are prohibited from performing
foreign currency transactions witither Russian residents (the
Currency Law provides some exceptions);

1 The purchase and sale of foreign currency may only be
performed at authorized Russian banks;

1 Cash exports are subject to restrictions;

1 When a Russian company or individual openswarseas

bank account they must notify the Russian tax authorities and
present regular reports on the cash flow in such accounts; and

1 The opeation of an overseas bank account by a Russian
resident is subject to certain restrictions.

11.5 Repatriation of Currency Proceeds

In accordance with Article 19 of the Currency Law, Russian

companies must collect the full amount of payments due under a

foreign trade contract on their accounts with Russian banks in

accordance with therms of the relevant foreign trade ¢t (the

socal l ed Arepatriation ruled) with
Russian companies may credit the payments to their accounts with
foreign banks if the proceeds will be used for repayment under a loan
agreement with an OECD or FATF residend s term exceeds two

years At the same time certain goods and services should be paid for

in rubles in the proportion set by the Russian Government.

Article 19 of the Currency Law does not expressly allow a Russian
supplier to assign or seff its claims against a foreign buyer under a
foreign trade contract. There are certain exceptions to this rule.

Offsetting claims is allowednty in limited instances, including for
Russian transport and fishing companies as well as under reinsurance
contracts. Rssian gas exporters may also set off claims under gas
salepurchase contracts and gas transit contracts withresidents.
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Another exception allows Russian suppliers to assign their claims
under foreign trade contracts to a Russian factor under aifagtor
contract. In this case, the supplier should procure that funds payable
under such foreign trade contract are transferred to the @ctor
account with a Russian bank. The factor must notify the supplier in
writing of receipt of such funds or upon furttessignment of claims
under such foreign trade contract.

11.6 Transaction Passport

A Russian counterparty (that is not a bank) must comply with certain
requirements in connection with payments to a foreign lender or other
counterparty (export/import transamwts), including:

1 To open dransaction passport with its Russian authorized
bank; and

i Tofilecet ai n i nfor mati on, includin
on currency transaction identi

The main requirements in relation to transaction passports @b itis
the Currency Law and Instruction of the Central Bank of Russia
No.138I dated 4 June 23BLA) (Al nspautt
Instruction No.138 stipulates a list of documents that must be
submitted to an authorized Russian bank by a Ragsgimpany in

order to open a transaction passport. The banks generally require all
documents to be translated into Russian. The documents to be filed
typically include a certified copy of the agreement documenting the
transaction. Furthermore, under Al@3 of the Currency Law, banks
may request other supporting documents, such as acceptance
certificates, bank statements, customs declarations, etc., although, in
practice, only the basic documents are usually required. After receipt
of the documents theank reviews them and opens the transaction
passport.

The identification certificate requirement is applicable to settlements
between Russian residents and-Rarssian residents under various
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types of financing transactions, including loans. For each patyme

under the relevant transaction, the resident company has to provide a
separate fAcertificate on currency
the transaction passport details (if applicable) and the details of the
currency operation, as envisaged bstiaction No.138.

11.7 Foreign Bank Accounts of Russian Residents

When a Russianoenpany or individual opens an overseas bank
account they must notify the Russian tax authorities and present
regular reports on the cash flow in such accounts.

The Currency La contains a list of permitted operations that Russian
residents can perform using their overseas bank accounts.

11.7.1 General Rules Applicable to Russian Residents

Russian residents may transfer the following funds to their overseas
accounts: (i) their fundsdm Russian or overseas accounts; (ii)

Russian rubles from Russian or overseas accounts of another Russian
resident; (iii) paymats under foreign trade contracts, if the proceeds
will be used for repayment under a loan agreement with an OECD or
FATF residenhand its maturity exceeds two years; (iv) cash; (v)
proceeds of foreign exchange transactions performed using funds on
the overseas account; and (vi) in other cases set by the Currency Law.

If the overseas account is opened with a foreign bank locased in
OECD or FATF country, the Russian resident may transfer the
amounts borrowed undel@an agreement with an OECD or FATF
resident to such account. The term of such loan should exceed two
years.

11.7.2 Rules Applicable to Russian Resident Individuals

Along with what is generally allowed under the Currency Law,
Russian resident individuals can receive the following funds on their
overseas accounts from nogsidents: (i) salary and other
employmentrelated payments; (ii) sums awarded under foreign court
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judgmentgsave for international commercial arbitration); (iii)
pensions, scholarships, alimony and other social payments; (iv)
insurance payments; and (v) refunds and payments made in error.

If a Russian resident individual opens an account with a foreign bank
located in an OECD or FATF country they may also receive the
following funds on such overseas accounts frommsidents: (i)

lease paymnts for property located abroad; and (ii) income derived
from foreign securities.

The list above was expanded on 28 Nuber 2015 to include the

following: (i) income from the sale of foreign securities listed on the
Russian stock exchange or one of the foreign stock exchanges on the

list provided br by Federal LawNo.3BZ A On t he Secur.i
Mar ket , 0 dat easlam2ngled &hpsrwill tovell 9 9 6 |,
transactions (sales) that occur after 1 January 2018); and (ii) income
received from the transfer of money and (or) securities into the

fiduciary management of a neasident.

11.8 Liability for Violation of Russian Currency
Regulation

The currency control system is supervised by the Bank of Russia, the
Government, and the Federal Service of Financial and Budgetary
Oversight. Currency control is executed through agents of the
currency control régie, including: authorized banksrofessional
participants of the securities market, and governmental agencies.

Violation of Russian currency control requirements may entail civil,
administrative, or crinmal liability. Administrative penalties for
violation of Ruseguiramernsts include vagonscy € 0 |
fines, which may be imposed on individuals, legal entities, and

company executives. The amount of a fine may be as high as the

entire value of a transaction performed in violation of the currency

control requirements. Other sdioas include the revocation of

licenses (primarily applicable to banks), and imprisonment.
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Violation of currency control requirements includes+{compliance

with the terms for submission of reports on currency operations to a
Russian authorized bank. Therrency control legislation provides for
differential fines up to RUB 3,0G0r individuals and up to RUB
50,000 for legal entities depending on the term of the violation. In
case of repeated violation the fine may reach up to RUB 10,000 for
individualsand up to RIB 150,000 for legal entities. The fine for
failure to submit the report on the cash flow in overseas accounts on
time for the first time is the same, but for a repeated violation the fine
can reach up to RUB 20,000 for individuals and up to R08,000

for legal entities.

Failure to notify the Russian tax authorities of opening, closing or a
change of details of an oweras bank account on time entails a fine of
up to RUB 1,500 for individuals and up to RUB 100,000 for legal
entities. Failure tmotify the Russian tax authorities of these actions
will result in a fine of up to RUB 5,000 for individuals and up to RUB
1,000,000 for legal entities.

In addition, failure to comply with the repatriation requirements in
respect of foreign currency pras may result in imposition of fines

in the amount of 1/150 of the Bank of Russia refinancing rate
(currently 11% p.a.) of the amount of proceeds returned with a delay
for each day of such delay. In case ofmeturn of foreign currency
proceeds the finmay be up to 100% of the amount of returned
proceeds. Failure to return foreign currency proceeds in the amount of
more than RUB 6 million may also lead to criminal liability of the
companyébés senior management .
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12. Employment

12.1 Introduction

The principal lgislation governing labor relationships in the Russian
Federation is the Labor Code of
Code 0) ,elé&dbfuayc200R,as amended through 2015. In
addition to this core legislation, labor relationships are regulated by
the 1996 Federal Law On Trade Unions, Their Rights and Guarantees
of Activity, as amended (currently through 2014), as well as Russian
legislation on minimum wages, labor safety and other related laws and
numerous regulations.

Russian labor law applies eally to regular employees and top
managers, including the CEOs of Russian companies and heads of
representative officeqd branch offices of foreign companies
accredited in Russia. Russian labor law also applies to foreign
nationals employed by Russianforeign businesses in Russia. All
employers should comply with special immigration law requirements
for foreign employees.

A written employment agreement in Russian setting out the basic

terms and conditions of the employment relationship must be entered
into with each employee working in Russia. The Labor Code provides
all employees with mandatory minimum guarantees and employment
related benefits and compensations, which cannot be superseded by
the agreement between the employer and the employee. Auglgrd

any provisions in an employment agreement that impair the

empl oyeebds position as compared
will be invalid. As a general rule employment agreements are entered
into for an indefinite period of time. A definite ter(fixed-term)
employment agreement may also be concluded, but such an agreement
cannot be enforced for longer than five years, and it may only be
concluded when the nature or conditions of work make it impossible

for the parties to enter into an indefanterm agreement, in particular

in the circumstances specifically provided for by Article 59 of the

Labor Code. Recently the Russian Labor Code has been supplemented
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with a special chapter regulating the employment of foreign nationals.
Now employment comacts with foreign workers should generally be
concluded for an indefinite term; fixadrm employment agreements
with foreign employees may be concluded only in the cases
specifically provided for by Article 59 of the Labor Code.

An employee in Russieannot be prohibited from holding a second
job in addition to his/her fullime employment, with certain limited
exceptions and restrictions provided by the Labor Code and other
federal laws.

Since 19 April 2013 the laWas entitled employers to conclude

employment agreements for distance work, where distance work

means the performance of job functions by an employee outside the
empl oyer 6s premises. Specifically,
related communication between the parties must be carried out via
telecommunication networks, including the Internet, telephone, etc.
Concluding a distance work employment agreement provides various
benefits to employers, in particular, they may add specific grounds for
termination at t he efimpdvisigner 6 s i ni f
allowing more control over employees. In addition, a distance work
arrangement entails fewer work safety obligations for employers and

more flexibility. The employment agreement and any addenda to it

can be concluded electronically by exchamf documents between

the parties. In such cases both parties (the employee and the company)
have to use approved electronic digital signatures. In certain cases the
parties are still obliged to send each other hard copy documents by
registered mail witltonfirmation of delivery (for example, a hard

copy of the employment agreement previously signed in electronic

format, documents confirming temporary disability, notarized copies

of documents submitted upon hiring requested by the employer, etc.).

Under Russian labor legislation the relevant employment duties and
obligations must be expressly defined in the employment agreement.
It is important that these duties and obligations are defined broadly
enough since an employee cannot be required to performadasiide

the scope of the job duties expressly described in his/her employment
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agreement. The employer cannot expand or otherwise modify these
unilaterally without the written consent of the employee. Similarly,
the employer generally cannot make unilatehanges to the

empl oyeeds obligations. I n gener al
that have been agreed upon by employer and employee can only be
amended by a written agreement of both parties. In the limited cases
where an employer is allowed to undeally amend the employment
terms and conditions agreed upon by the parties the employer must
have legal grounds for such changes, must notify the employee two
months in advance of any changes, and follow other formalities
prescribed by law.

12.2 Employment-related Orders

Employers in Russia are required to issue an internal order each time
an employee is hired, transferred to a new job, granted vacation,
disciplined or dismissed, and in certain other cases. For example,
Article 68 of the Labor Code expressbquires that the order on

hiring must be issued and presented to the employee for
countersigning no later than three days after the employee has
commenced work. When an employment agreement is terminated for
any reason an order on termination must be éane presented to

the employee for countersigning on the last day of employment
(Article 84.1 of the Labor Code).

In case of a distance work arrangement an employer can provide the
employees with internal orders and regulations for acknowledgment in
eledronic form using an electronic digital signature.

12.3 Labor Books

The labor book is the principal document containing a formal record

of a persondés employment history :
employer must make a record of employmentinitsemplaye® | abor
books on any employment exceeding five days. The labor book is vital

to each employee because it confirms his/her right to a state pension

and other social benefits. Employers are responsible for keeping their
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empl oyeesd6 | abat bdolss empfl otyleirs i jst
primary employment) and making all records in them in a timely
manner and in strict conformity with the required format. The
employer must return the labor book, duly completed and stamped, to
the employee on the last daffemployment. If this is not done, the
employee may claim that his/her employment was not properly
terminated and, therefore, he/she could not enter into employment
relations with a new employer. In this case the employer may be
required by a court to gpahe employeés salary for the whole period
from the date of termination of employment until the date of return of
the completed labor book to the employee.

12.4 Mandatory Policies and Procedures

All employers in Russia are required to issue Internal Labor
Regulations and other mandatory lafyetated policies and

procedures. All employees should familiarize themselves with these
policies against their signature (except for distant employees who
have obtained an electronic digital signature). This procedure is
essential for the relevant policies, procedures and other mandatory
requirements to become binding on
policies and procedures should be issued in the Russian language (or
in a bilingual version) and be approved by an inteonaér of the

CEO of the company or head of the representative office/branch
office.

12.5 Probationary Period

The employer has the right to establish a tmeath probationary

period for a newly hired employee. The employer may also set a six
month probationarperiod for employees hired for certain top

executive positions (e.g., head of an organization and chief accountant
and their deputies, and head of a branch office, representative office,
or other separate structural subdivision of an organization). The
imposition of a probationary period must be specifically stated in both
the employment agreement and the order on hiring. If during the
probationary period the employer determines that the employee does
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not meet the criteria established for the role forolwtie/she was

hired, the employee can be dismissed by the employer without
payment of severance pay and with
Such notice to the employee must state the reasons why the employee

is deemed as having failed to pass the probalihe employee is also

entitled to resign during the probationary period, without stating any
reason, with three daysodo written I

12.6 Minimum Wage

Wages for fultime work may not be lower than the minimum
monthly wage established by thpplicable Russian legislation. The
amount of the minimum monthly wage is periodically indexed by the
government. Me statutory minimum monthly wage on the federal
level will be RUB 6,204 per month from 1 January 2016.

Regional minimum wages are established by regional agreements.
They apply to all employers in that region that do not opt out within

30 calendar daysf the official publication of the respective regional
agreement. Some of the constituent regions of thesign Federation,
including the City of Moscow, have already implemented regional
agreements on a minimum wage. Regional minimum wages are
always equal to or higher than the federal minimum wage and are tied
to the regional minimum standard of living. Festance, the

minimum monthly wage in Moscow as of 1 January 2015 was RUB
14,500, as of 1 November 2015 it is RUB 17,300.

12.7 Working Time

Employers are required to keep a record of all the time worked by

each employee, including any overtime. The regulakingrweek is

40 hours. Any time worked over 40 hours per week is classified as
overtime and may only be demanded by employers in extraordinary
circumstances, as specified in Article 99 of the Labor Code, and in

most cases only wi ttdncomgent.dmpdbary e e 0 ¢
Code limits the total amount of overtime for an employee to 120 hours

a year, and an employee cannot be required to work more than four
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hours of overtime over two consecutive days. Overtime must be paid

at a rate of 150% of the regulhourly rate for the first two hours of

overtime worked in any one day, and at a rate of 200% of the regular
hourly rate thereafter. Upon the ¢
employer can compensate for overtime work by granting the

employee additionalrie off in lieu of payment; the time off should

be no less than the time worked as overtime.

It should be noted that certain limitations regarding overtime work
apply to certain protected categories of employees, including
employes under the age of 18, greant women, women with

children under the age of three, disabled employees, and some other
categories defined by federal laws.

Workers may also be hired on the terms of an egeted working

day. The prinary advantage of this is that there is no needtaio

consent whenever the employer asks an employee to work overtime.
Moreover, the extra hours worked by employees with an-epded
working day need not be paid as overtime: instead they are entitled to
additional paid vacation of no less than thrderdar days per year.
Nevertheless, it is important to note that employees with arn open
ended working day can be required to work overtime only

occasionally and upon a specific order of the employer when there is a
need for such overtime work. Further, jodsitions subject to the
openrended working day regime must be approved by the employer
and |isted in the companyds I nter:

12.8 Holidays and Non-working Days

There are currently 14 public holidays in the Russian Federation. The
official public holidays are as follows:

i 1,2,3,4,5,6and8anuand New Year 6s Hol i da:
i 7 Januarnyd Christmas;
1 23 Februaryd Defenders of the Motherland Day;
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8Marchd | nt ernati onal Womenédés Day

1 Mayd Holiday of Spring and Labor;

1

1

] 9Mayd Victory Day;
i 12Juned Russia Day;
1

4 Novemberd National Unity Day.

Uninterrupted weekly time off must not be less than 42 hours. As a

rule, employees may only be required to work on aworking day

or public holiday in extraordinary circumstances, as specified in the
LaborCode, and only with the empl oye
general rule, employees must receive payment at no less than twice

the regular rate for any work performed on a-making day or

public holiday, or be given time off in lieu of extra payment

Some limitations regarding working on public holidays and-non
working days apply to certain protected categories of employees,
including employees under the age of 18, pregnant women, women
with children under the age of three, disabled employees, had ot
categories as defined by federal laws.

12.9 Vacations

Employees in Russia are entitled to annual paid vacation of at least 28
calendar days per year. An employee is entitled to use his/her vacation
time in full once he/she has worked for the employer féeast six

months. The Labor Code requires that the dates of the annual vacation

of each employee be indicated in the vacation schedule for the

calendar year, which the employer must approve byDeicember of

the preceding year. The Labor Code furtheunesg that employers

notify their employees in writing at least two weeks before the
commencement of the vacation. Eacl
should be paid at least three days before a vacation is due to start.
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12.10 Sick Leave

Employees are requiredsou b mi t a doct ords note
after their recovery and return to work. Generally, employees cannot

be dismissed by the employer while absent on sick leave, and are

entitled to receive statutory sick leave compensation. Sick leave
compensatio for the first three days of sick leave is covered by the
employer, the rest of the term of sickness is covered by the Russian
State Social Insurane Fund, which is funded |
mandatory social contributions paid on a yeadate salary ofpito

RUB 718,000 in 2016 for each employee per calendar year. Since 1
January 2007, sick leave compensation and maternity leave
compensation have been regulated by Federal La2b&- Z @ On
Obligatory Social Insurance in the Event of Temporary Disaltailiigy

in Connection with Maternityo (as
2006. Pursuant to this law, sick leave compensation must be paid to an
employee in the event of his/her iliness or injury (latedated or

other) and when an employee is caring for a sackiy member, as

well as in some other instances.

The duration of payment and amount of sick leave compensation

varies according to the grounds for the sick leave. In cases of labor

related injury or occupatiohdisease, the amount of sick leave
compensaton is 100% of the employeeds
cases sick leave compensation is determined on the basis of the

empl oyeeds average earnings and t ¢

The average earnings for the purpose of sick leave compensation

should be caulated with reference to the two calendar years

preceding the year when an employee takes sick leave. In 2016 the
statutory maximum average daily earnings for the purpose of sick

|l eave compensation are RUB 1, 772.
overall emplgment term exceeds or is equal to eight years.

I f t he eotapdrnoof empléymentis less than six months,
the sick leave compensation cannot exceed the federal minimum
monthly wage.
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If the employee has more than one place of employment and has bee
employed with the same employers for the preceding two calendar

years, he/she is entitled to sick leave and/or maternity leave

compensation at each place of employment and to child care leave
compensation at one place adlIf empl ¢
the employee has more than one place of employment and has been
employed with different employers for the preceding two calendar

years, he/she is entitled to the above compensation only at one of

hi s/ her current pl acesschdce Bt | oy m
employee has more than one place of employment and has been
employed both with the current and with other employers for the

preceding two calendar years, he/she is entitled to the above
compensation either at each place of employmentameabf his/her
current places of employment at t|

12.11 Maternity Leave

Paid maternity leave consists of 70 (or in the case of multiple
pregnancy 84) calenddrys prior to a birth, plus 70 calendar days

after the birth. Further paid matenleave is provided in the event of
complications while giving birth or in cases of multiple births (86 and
110 calendar days after the birth respectively). Maternity leave is to be
provided cumulatively; that is, the employee is entitled to the total
amaunt of her maternity leave days even if she uses less than 70 days
of maternity leave before birth.

Just like sick leave compensation, maternity leave compensation is

paid by the Russian State Social Insurance Fund, which is funded by

t h e e mpnhnoatoeyrsatial contributions. The amount of the

maternity leave compensation is determined on the basis of the

empl oyeeds average earnings and t ¢

Average earnings are calated with reference to two calendar years
preceding the yar when an employee takes maternity leave. In 2016
the statutory maximum average daily earnings for the calculation of
maternity leave compensation are RUB 1,772.60 per day.
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The maternity leave compensation is to be paid as a single payment. If
the employe 6 gal térro of employment is less than six months, the
maternity leave compensation cannot exceed the federal minimum
monthly wage.

A childbs care provider (the empl «
the father, grandmother, grandfather or other redatikio is taking

care of the child) may request partially paid childcare leave until the

child is three years old. The employee retains the right to return to

his/her job during the entire period of paid/unpaid leave, and the full

leave period isincludedlwe n cal cul ati ng the emp
service.

The procedure for calculation of sick leave, maternity leave and child
care leave allowaneas rather complicated in Russia; it is highly
recommended to verify the procedures and documentary requirements
on a caséby-case basis.

12.12 Dismissal

An employment relationship may be terminated by the employer only

on the specific grounds provided in the Labor Code, including: a
reduction in the workforce, the el
his/her employmentudies without justifiable reasons (if the employee

was lawfully disciplined within the preceding 12 months), the

empl oyeebs unjustified absence fr«
consecutive durs during one working day, and other reasons.

Arbitrary temination of an employment relationship by the employer

is not allowed, except in the case of the company CEO, who can be
dismissed by unilateral decision of the owner provided he/she is paid
adequate severance compensation ef
average earnings.

Employers must strity comply with specific procedures and
documentary requirements provided by the Labor Code when
terminating employment for any reason. The Labor Code gives
additional protection to a number of categories of employees,
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including minors, female employees, employees with children, trade

union members, and various other categories. Conversely, employees

are entitled to terminate their employment at any time, without stating

any reason, and, as a general rule, with onlyiveoe k s 6 wr i t t en
to the employer.

12.13 Compensation

Salaries must be paid to employees at least once every fortnight.
Employers are obliged to pay salary and other employnedatied
payments on the dates set by their internal labor regulations and by the
individual employment agreement. The employer is required to pay
compensation (i.e. interest) for any delay in payment of salary and
other employmentelated payments in accordance with Article 236 of
the Labor Code. In addition, employees have the rigitn prior

written notice to their employer, to stop working if their employer
delays payment of their salary for more than 15 days. Employees must
be paid in the currency of the Russian Federation (rubles). As a
general rule, employmemélated paymentsia foreign currency

(both in cash and by bank transfer) are prohibited.

12.14 Employment of Foreigners in Russia

Generally, when hiring foreign national employees employers must
obtain: (i) permission to hire foreign nationals, (ii) individual work
permits andiii) work visas, before foreign nationals are employed
and/or actually commence work in Russia (except for citizens of
Belarus and Kazakhstan). As a precondition for obtaining permission
to hire and avork permit, a company must file an application for a
guota for work permits.

The above procedure also applies to foreign nationals working in
Russia under uil-law agreements for the performance of work or the
provision of services (e.g., marketing consultants or sales
representatives). Permission to himerk permits and work visa
requirements equally apply to branch offices of foreign firms and, as a
general rule, to representative offices of foreign firms. Foreign
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nationals working at accredited Russian representative offices or
branch offices of foreig firms also need to obtain a personal
accreditation card from the accrediting body of the representative or
branch office. Generally a work permit and work visa are issued for a
one year period.

The procedure and required documents vary according to evlath

not the foreign national requires a Russian visa. In practice, the

process of obtaining permission to hire foreign nationals, individual

work permits ad work visas in Moscow may take from three to four
months to complete. In other regions of the $Rars Federation this

period may differ. Also employers are required to provide financial,
medical and social guarantees in respect of their foreign employees in
Russia and comply with the general migration monitoring

requirements, including filing notifitkai ons of f or ei gn e
travel into Russia and within its territory.

Thus, employmentf a foreign national in Russia requires advance
planning to allow sufficient time for all procedures.

The Russian authorities have adopted a list of geéanpt
professions/posions, which allows employers to hire foreign
employees without observing the quota requirement.

From 1 January 2015, in order to obtain work permits, foreign
nationals are required to provide relevant certificates confirming their
knowledge 6the Russian language, Russian history and basic
legislative principles to the Federal Migration Service of Russia.

Under recent changes effective as of 1 January 2015 employees from
countries enjoying a vistiee regime with Russia may obtain a

i p a t (gpactalgpermission document issued in a standard simplified
procedure and in the form prescribed by statute) allowing them to
work for both individuals and legal entities.

There is also a speciehtegory of foreign employeés the highly
gualifiedfore gn specialist (a fASpecialis
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simplified procedure for obtaining a work permit and a work visa. To
obtain a work permit for a Specialist his/her employer is not required
to obtain a quota to hire foreigners or permissionirte foreign
employees. The Specialist work permit and work visa procedure is
available to Russian companies and accredited branches of foreign
commercial companies. This option is also available for representative
offices from 1 January 2015. Specialigte not required to provide
certificates confirming their knowledge of the Russian language,
Russian history and basic legislative principles to the Federal
Migration Service of Russia.

The main criterion for recognizing a foreign employee as a Specialist
is the salary levgaid in Russia. To satisfy this criterion, the salary
received by the Specialist under a local employment /civil law
agreement should be RUB 167,00&r month or more. A work permit
and a work visa invitation letter are issued withirblidiness days.

The Specialist may receive a work permit and a work visa for up to
three years.

Foll owing Russiabds joining the WT
adopted a bill on simgdlcation of migration law requirements for
employing key personnel (aganeral rule, CEOs and top managers).
Such key personnel will be granted Russian work visas for not more
than three years on the basis of invitations from representative offices
and branches of foreign companies. Also representative offices,
branches andubsidiaries of foreign companies will not need
permission to hire such employees. Quotas for invitations to enter the
country and obtain work permits will also not apply to this category of
employees. At the same time, it is proposed to limit the number of
such employees at the offices of foreign companies to no more than
five employees and in the banking sector to not more than two
employees. This special procedure for employment will apply only to
those employees who have worked at least one year ioréigri
organization that sent them to Russia.

Russian law provides for severe penalties foroampliance with the
above work permit and work visa requirements. In recent years the
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Russian government has made it a priority to increase control over the
useof foreign employees in Russia. It has considerably extended
regulation, tightened up enforcement of the abmeationed

migration law requirements and toughened the penalties fer non
compliance.

In addition, recent amendments to the migration law inttedu

changes into the procedures under which employers report on the
work activities of all their foreign hires. In particular, employers are

no longer required to inform the tax authorities about the employment
of, and/or enlistment of the services of dign workers. Also,

employers who enlist the services of foreigners (including those who
enter Russia with or without visas, and highly qualified foreign
specialists) as of 1 January 2015 will have to inform the Federal
Migration Service, not the tax auttittes, about the conclusion and
termination of employment contracts or civil law contracts with

foreign citizens and upon granting unpaid vacation to them within
three business days from the date of such conclusion or termination or
the date of grantingueh vacation. Should the foreign emplosee
personal data change, he/she is obliged to notify the Federal Migration
Service within seven days to make the relevant changes in his/her
work permit.

Russian migration legislation is still undergoing significan
amendment, so the procedures involved could be modified at any
time. It is highly recommended to verify the procedures and
documentary requirements on a chgecase basis in advance.

12.15 Trade Secrets (Know-how)

Trade secrets (knoWwow) can form an importamlement of an
employment relationshig-ederal Law No. 9&Z On Trade Secrets,
which was enacted on 29 July 2004, and Part Four of the Civil Code
of the Russian Federation, effective from 1 January 2008, regulate
trade secrets (knoWwow) in an employment relationship context.
Under these lawsf, an employer wishes to protect its trade secrets
(know-how) from unauthorized disclosure by employees it should
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i mpl ement certain statutory proce:

regi me. 0

In order to implement a commercial secrecy regime, an employer
shauld determine a list of trade secrets (knloow), restrict access to
them, keep track of the individuals who have access to trade secrets
(know-how) and/or individuals to whom trade secrets (kiitow)

were transferrednclude provisions in the employmeagreements
regulating trade secrets (kndww), and mark documents constituting
trade secrets (knowow) in a special manner set out by the Federal
Law On Trade Secrets. Also, the Federal Law On Trade Secrets
expressly lists information that may not conge trade secrets
(know-how) and that therefore is not protected under the commercial
secrecy regime.

Employees should be notified, against their signature, of the trade
secrets (knowhow) directly related to their job functions and of their
liability for violation of the commercial secrecy regime. Also the
employer is required to provide the conditions necessary for
employees to observe the commercial secrecy regime.

The participating eployees, for their part, must observe the
commercial secrecy regimeaust not disclose trade secrets (know
how), and must pay damages for a culpable disclosure of protected
trade secrets (knowow), if all the statutory procedures were properly
implemented by the employer. In accordance with Part Four of the
Civil Code of he Russian Federation the protection of trade secrets
(know-how) extends beyond the termination of the employment
relationship, forbidding employees from disclosing trade secrets
(know-how) for as long as the employer has effective exclusive rights
to thetrade secrets (knoWwow). However, we recommend concluding
a separate civlaw contract on nowlisclosure of trade secrets (know
how) with an employee after termination of employment in order to
protect trade secrets (kndvow).
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12.16 Personal Data

Pursuant té-ederal Law No152F Z A On Per sonal Dat a
27 July 2006 and effective as of 26 January 2007, employers are
required to obtain prior consent from employees and other individuals
in order to process their personal data. If an employer transfers
personal data to any third parties and/or abroad it must obtain formal
written consent. These requirements are of importance to transnational
companies with subsidiaries and representative offices or branch
offices in Russia that generally process the pedsdata of their

Russian employees and individual contractors at a central location
abroad. They are also important for all employers who transfer the
personal data dheir employees to law firms, audit and accounting
firms, and other providers of profémsal services. In the case of
transfers of personal data to any third parties, such third parties
processing personal data of individuals who are not their employees
are required to notify the authorized government agency of their
intention to process peonal data.

All employers in Russia must keep their information systems in which
personal data are processed in compliance with the requirements set

by the | aw AOn Personal Datao to ¢
data.

In July 2014 the President of tReissian Federation signed Federal

Law No.242-FZ, which created an obligation for all companies that
collect and process persal data of Russian citizens to use databases
located in Russia, subject to certain limited exceptions. The date of the
entry intoforce of this law was changed from 1 September 2016 to 1
September 2015.
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13. Property Rights

13.1 Introduction

Both the Constitution of the Russian Federation and the Civil Code of
the Russian Federation uphold the right to own private property. The
Land Code of ©tober 2001 as amended and other legislation adopted
further to the Land Code implement this principle.

The Land Code, together with Federal Law No.-EOZ A On t he
Circulation of Agricultural Landbo
AAgri cul t ur ahichdntradintolfoacevia January 2003,
confirmed private land ownership in Russia. In furtherance of the

Land Code, Federal LawNo.1-”2Z A On Recl assi ficat
and Land Plots from One Category
as amended Rteltd afflsa fi cati on Lawod)
procedures for the reclassification of land and land plots from one
category to another. The Land Reclassification Law defines the

powers of federal authorities, authorities of the constituent entities of

the Russiarrederation (see Sectid3.3, and local authorities in the
procedure for changing the categories of land plots. The uniform
mechanism institutedt the federal level for moving land plots from

one category to another is a significdevvelopment in making the

land market in Russia more transparent.

For historical reasons, such as the fact that transactions with real
properties (other than land ptdtbecame possible earlier than
transactions with land plots, at present Russian law still treats land
plots and buildings as separate objects of real estate. Despite this,
however, there is a concept of a single object of real estate embodied
through proisions that prohibit the disposal of a land plot and a
building located on such land plot separately from each other when
such properties are owned by one and the same owner. When a
building is located on a land plot that is state or municipally owned,
andunless there are other buildings or structures on the land plot
owned by third parties, the owner of such building has an exclusive
right to lease or buy such land plot.
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Under Russian law, the most common types of rights to real estate
available to investrs are the right of ownership and the right of
leasehold. However, there are, for the moment, different regulations
with regard to land plots and buildings.

13.1.1 Land

The Land Code distinguishes the following rights to land: the right of
ownership (by the Ruem Federation, constituent entities of the

Russian Federation, municipalities, private individuals, and legal
entities), leasehold, the right of perpetual (indefinite) use, the right of
free use, the right of lifelong inheritable possession, and easements
(servitudes). Starting from 1 March 2015 land plots are not granted
with the right of perpetual (indefinite) use and the right of lifelong
inheritable possession, although if granted before this date these rights
remain effective. Land plots are generalisailable to investors under

the right of ownership and lease.

13.1.2 Right of Ownership

The general principles of land ownership are set forth in the
Constitution of the Russian Federation, adopted in December 1993.
The Constitution establishes the principfgpovate ownership of land
but does not regulate land relations in detail. The core legislative act
governing land relations is the Land Code, which establishes
fundamental terms and procedures for land use. The Land Code is
further supplemented by othiederal laws regulating land issues,
often referred to in the Land Code. For instance, the Land Code has
limited applicability to agricultural land, as it expressly provides that
the circulation of such land is also the subject of a separate law, the
Agricultural Land Law. The Land Code is also supplemented by
regional laws and other regulations, which the constituent entities of
the Russian Federation may issue in compliance with the Land Code.
In case of conflict between such laws and the Land Codeattie |
enjoys preferential status.

The possession, use and disposal of land plots classed as agricultural
land are regulated by the Agricultural Land Law. Not all agricultural
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land, however, is subject to the Agricultural Land Law and restrictions
envisagedn this law. It does not extend, for example, to those land
plots that were provided to individuals for the construction of
individual homes or garages, for smallholdings or dachas, or land
plots underlying buildings and other structures. Transactiofiis wit

such land plots argoverned by the provisions of the Land Code.
Agricultural land plots may be held under the right of ownership,
perpetual (indefinite) use, lifelong inheritable possession, or free
fixed-term use, and such plots may also be leased.

Ownership of municipal or state land plots, where such land plots are
free from any buildings or structures, may be granted (for purposes
other than development and construction or for the use of an existing
building or facility when special rules apply) tdividuals and legal
entities, as a rule, through bidding in a tender or auction. Such bidding
may also be held for right to conclude a lease for a land plot. The
organization of such tenders or auctions is detailed in Chapter V.1 of
the Land Code and refgtions providing for the implementation of
Chapter V.1 of the Land Code.

Due to changes to theahd Code introduced by Federal Law No. 171

nOn Amendments to the Land Code ol
Other Legislative Acts of the Russian Federatio 2® June 2014

(ALaw 1710), from 1 March 2015 ownership or lease of municipal or

state land plots will be granted through a public (open) auction except

for specific cases an exhaustive list of which is provided in the Land

Code. In accordance with the nevoyisions of the Land Code (and

subject to very few exceptions), public land zoned for development

can only be granted in lease (through a public auction).

The procedures for preparation, organization and conducting of an
auction are described in detailnew Articles 39.1139.13 of the

Land Code. The auction may be held in an electronic form. The
procedure for holding an auction in electronic form is to be

determined by a federal law. As of the date of this guide such a federal
law has not yet been adogte
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13.1.3 Foreign Ownership

Although there is no express provision permitting land ownership by
foreigners (including stateless persons), the Land Code may clearly be
interpreted as allowing such ownership, except in cases where it is
specifically prohibited. 2004 the Constitutional Court of the

Russian Federation confirmed this liberal andfpreigner

interpretation of the Land Code. Foreigners have the right to acquire
into lease or ownership vacant land plots (for construction purposes)
or land plots undeexisting buildings, subject to the following

restrictions set out in the Land Code:

i Foreigners are specifically prohibited from owning land plots
() in border areas, a list of which was approved by the
Presieent on 9 January 2011 by Presidential Decrec26
(thefiDecre®) for the first time since the adoption of the Land
Code in October 2001; (ii) in other particular territories of the
Russian Federation pursuant to other federal laws.
Additionally, the President may establish a list of the types of
buildings and other structures the foreign owners of which
will not enjoy the preemptive right to buy out or lease land
underlying such buildings and structures. In accordance with
FederalLawNo.13F Z A On t he Entry into
Land Code ofthe Russan Feder ati ono of 25
(the ALand Code I mpl ementation
the adoption of the Decree, the border restrictions applied to
all border areas;

1 Foreigners are prohibited from owning agricultural land. The
Agricultural Land Law @irther specifies that foreign nationals
and foreign legal entities (and stateless persons) may only
lease agricultural land plots. This restriction on foreign legal
entities also extends to Russian legal entities in which the
equity participation of foreig nationals, foreign legal entities,
and/or stateless persons exceeds 50%;
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1 Foreigners are prohibited from owning land plots located
within theboundaries of sea ports.

Under the Decree border territories are defined to include municipal
districts anctities (in their geographical entireties) adjacent to the
border.

Among the border territories are the city of Sochi (and other near
shore municipalities in Krasnodarsky Krai), four districts in Leningrad
Oblast (the Lomonosovsky, Kingiseppsky, Slantsevsky and
Vyborgsky districts), the Kronshtadtsky District in St. Petersburg, a
number of municipal districts in the Bryansk, Tyumen, Rostov,
Voronezh and Belgorod Oblasts, most of the municipalities in
Kaliningrad Oblast, a great many municipal districts in theHaest,

and others.

Pursuant to the Land Code, the prohibition of land ownership in
border territories applies to foreign legal entities (including entities
acting in Russia through branches or representative offices), foreign
individuals and stateleg®rsons, but, unlike in the case of agricultural
land, does not apply to Russian legal entities wholly or partially
owned by foreig investors.

The Decree provides neither for a transitional period, nor a clear
indication as to what should be done withdantots within restricted
border territories acquired by foreigners before the adoption of the
Decree. These matters are not addressed by the Land Code or the
Land Code Implementation Law either. Arguably, the lack of
transitional or implementation rules ihe Decree reflects the

intention of its authors to prompt foreign owners of lawfully acquired
land in border territories to dispose of such land in accordance with
general principles envisaged in the Civil Code. In particular,
according to Article 238fdhe Civil Code, if an owner owns property
that may not be owned by that owner by virtue of law such property
must be alienated by the owner within a year from the moment when
the ownership right arose unless the law specifies another term for
alienationof the property. Court practice (which is very scarce as of
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the date of this guide) uses this general principle when considering
disputes with regard to land plots owned by foreign owners or
stateless persons in border areas.

In the context of other provans of the Land Code dealing with the
concept of unity of title to land and facilities (buildings) built thereon,
in the absence of any exemptions in the Decree for foreign owners of
developed land plots, a foreign person will also have to dispose of all
the facilities and buildings developed on all such land plots that it
owns. As of the date of this guide law and court practice are silent on
whether this concept will apply and whether a foreign owner should
also dispose of the facilities (buildings) léed on the land plot or

only the land plot.

13.1.4 Lease

Foreign legal entities and individuals may be granted leases to land
plots. Such leases for state or municipally owned property are usually
based on a standard local form. As of the date of this guidbengiie
Civil Code nor the Land Code stipulates a statutory maximum length
for a land lease, the lease term in most cases does not exceed 49 years.
However, a new Article 39.8 of the Land Code establishes different
lease periods for which land plots maygdrsanted. In particular, the
period for which a land plot may be leased depends on the permitted
use of the land plot and may be determined (i) in years (from 3 to 49
years); (ii) as the period of implementation of an investment project;
(iii) as the effetive period of certain other agreements (for instance,
concession agreements; license agreements); (iv) as a period of
reservation of land plots for state and municipal needs; and (v)
otherwise in accordance with federal laws. Under the new rules the
owness of buildings and structures located on a land plot may be
granted a lease for a term of not more than 49 years. A lease for 3 to
10 years may be granted for construction and reconstruction of
buildings and structures.

The level of rent payments for thegjority of land leases granted by
the state or municipalities is set by a general local decree. At the same
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time, rental payments charged by all public lessors should conform to

the general principles envisaged in the Land Code as amended by Law
171 and [&cree of the RF Government No. 582 dated 16 July 2009, as
amended. The general principles require public lessors to adhere either

to the market nat rate or a cadastral vahdetermined rate (where

rental payments are calculated as a percentage of tiiesandc ada st r
value).The rent became an essential term of a land lease agreement

from 1 March 2015.

In Moscow a lessee must pay for the right to lease any land in excess
of the area of the existing buildings on that land. In St. Petersburg the
level of rentis determined by City Law No. 66BL9 On the Method

for Determination of Rental Payments for Land Plots Owned by St
Petersburg of 5 December 2007, as amended. If the right of ownership
to a land plot has not been delimited (i.e., allocated either to the
Russian Federation or to its constituent entity), the level of rental
payments for such land plot is established by a resolution of the St.
Petersburg government. In both cases/cities the lease rates vary
depending on the location of the site, the typeanflluse and
status/activity of the lessee, etc.

The Land Code provides a lessee with certain basic rights. As of the
date of this guide a lesstwt properly fulfills its obligations under a
lease has a premptive right to renew the lease at the enitisaferm.

The renewal rights of a lessee under a land lease are to be treated in
conjunction with both the premptive right to purchase the land
granted to the lessee (where the leased land is state or municipally
owned) and the exclusive right of the ews of the existing buildings
and structures to purchase or lease the underlying land plot. In
accordance with Article 39.8 a lessee does not have thenmpgve

right to enter into a new agreement without an auction unless the land
plot was initially graited to the lessee without an auction (for instance,
to owners of buildings and structures located on the land plot) or the
land plot was granted at an auction for gardening and country (dacha)
activities.
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Significantly, the provisions of the Civil Code@, $o far as they apply

to land leases, are supplemented by the Land Code in a number of
areas. In particular, the Land Code sets forth a series of modified
rights for land lessees. Their applicability in part depends upon the
precise drafting of a leaseofFexample, the presumption under Article
615 of the Civil Code that a | ess:
sublease has been reversed for lessees of land. Of particular
significance is the provision that a lessee of state or municipally
owned land (othethan state enterprises) under a lease with a term
exceeding five years is free to assign its rights under the lease, to
mortgage such rights, or grant the land plots for sublease to third
parties, subject only to giving notice to the lessor. This rulévie g
notice to the lessoiso applies to land leases with private lessors (in
contrast to the prieconsent requirement established under Article
615(2) of the Civil Code) provided that the assignment and sublease
are within the lease term under the ld@akse agreement. The assignee
of a land lease does not need to enter into a new land lease.

The lessor and the lessee may terminate the lease (i) by mutual
agreement, (ii) unilaterallyin the circumstances stipulated in the
lease, or (iii) by a court oedl - in the circumstances provided by the
Civil Code, the Land Code or in the lease. The Land Code contains
provisions that deal with termination of land leases in conjunction
with a court order. For example, the following constitute grounds for
termination of a land lease:

1 Misuse of the land plot (a more stringent test than under
Article 619 of the Civil Code requiring either substantial or
repeated violations);

1 Use of the land plot that results in a decline in the fertility of
agricultural land or, impoaintly for industrial users, a material
deterioration in the environmental situation;

1 Failure to orrect a range of other intentional environmental
violations of applicable land use regulations; and
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1 Where the designated purpose of the land plot is agnalltu
production or developmenfailure to use the land plot for its
designated purpose for more than three years.

13.1.5 Other Rights to Land

Prior to 1 March 2015 the right of perpetual (indefinite) use could be
granted to state and municipal institutions gied treasurypwned
enterprises, and state and local authorities. Legal entities that
possessed land plots on the right of perpetual (indefinite) use before
the introduction of the Land Code and which do not fall under the
above categories had to convartiaeregister their rights either as
lease or ownership by 1 January 2004. This deadline has been
extended several times and was finally established as 1 July 2012 as a
general rule, and as 1 January 2015 with regard to land plots under
transportation, ammunications and utilities lines. Failure to convert
the rights by the established deadlines will trigger an administrative
penalty of RUB 20,000QL00,000. The penalty is established with
effect from 1 January 2013. As the civil circulation of land plotd he
on the right of perpetual (indefinite) use is restricie@.g., such land
plots cannot be sold, leased, mortgaged, or assiyndw: disposal of
such land plots by legal entities (that do not fall under the above
categories) will always require the @riconversion of the right of
perpetual (indefinite) use into another title (e.g., for commercial legal
entities- into lease or ownership).

13.1.6 Acquisition of Rights to Land Plots for Construction Purposes
(Other than Residential Construction)

Law 171 and Festal Laws No. 217, No. 224 and No. 234, all of 21

July 2014, amended the Land Code significantly in the part of
provision of land plots for construction and roonstruction

purposes. As stated above, amendments to the Land Code as per Law
171 are effectig from 1 March 2015. However, in accordance with

Law 171, the provisions of the Land Code which existed before 1
March 2015 should apply (until 1 March 2018) to the process of
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granting land into lease or perpetual (indefinite) use or uncompensated
use if t started before 1 March 2015.

As of the date of this guide, acquisition of rights to state or
municipally owned land plots is carried out in accordance with the
procedures currently envisaged in the Land Code. In particular, the
Land Code distinguishes onkinds of proced: (1) at public auction
(for construction purposes land plots are granted only for lease), and
(2) without a publiauction at a resolution of the authorized body
(only in exceptional cases stipulated in the Land Code for lease or
ownesship depending on the basis for such granting).

As a general rule land plots are granted into ownership or lease only at
public auctions. The Land Code describes in detail how such auctions
should be prepared and conducted. It should be noted that ifthe m
permitted use of the land plot is for construction of
buildings/structures, then such land plot may be granted only on lease
for twice the term established by the competent federal authority for
carrying out engineering survey works, architecture stantion

planning and construction of building/structures. Thus, by Order
No0.137/pr of 27 February 2015 the Ministry of Construction, Housing
and Utility Infrastructure of the Russian Federation adopted
regulations on the standard lease periods for plaiit plds, the
maximum being 54 months

An auction can be held only through live bidding. Upon adoption of
the relevant law, suchuctions will be held through electronic fon

line) bidding. An auction can be initiated by a person interested in
acquiringthe land plot in question, but if the target land plot has not
been formed, such interested party should prepare the layout plan of
the land pld¥ (if the territorial landsurveying plan is not formalized)

8Apart from land plots located within th®undaries of cities with federal staturs
within the boundaries of settlements. In these cases the layout plan of the taad plo
prepared by the authorized body.
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and arrange for the cadastral works to be perfdromethe target land
plot.

Starting from March 1, 2015 the rights to state or municipally owned
land plots can be granted without an auction only in exceptional cases,
envisaged in the Land Code (irrespective of the existence of the
territorial planning douments and towplanning rules and

regulations and formation of the land plot). The most common case is
state or municipally owned land plots being granted in ownership or
lease to the owners of the building / structures located on such land
plots. Othercases of granting state or municipally owned land plots
without an auction are much rarer. Such land plots can be granted:

1 in ownership or on lease to a legal entity that entered into an
agreemenon complex development of the territory
(developing transp utility and social infrastructure
facilities as provided for by Article 46.4 of the Russian Tewn
Planning Code);

1 on lease

o] further to aresolution of the Russian Government or
higher public official of the Russian constituent entity
(for implementatiorof major investment projects) and
these grounds, unlike most of the new rules, are
commonly viewed as vague and unspecific;

o] to the party to a concession agreement (i.e., to the
concessionaire);

o] to an entity that has entered into an agreement on
developmenbf a builtup area (residential
development , replacing condemned buildings);

o] for a new term to the lessee to whom the land plot
was initially granted without an auction;
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o] to the owners of wompleted structuresonly once
for compldion of constructiongeel3.1.8below).

1 in some other cases.
13.1.7 Exclusive Right

As mentioned in Sectioh3.1.6above, the owners of buildings and
structures that are located on land plots owned by the state, a
constituent entity of the Russian Federation or by a municipality have
an exclusive right to buy or leaseethnderlying land plots (Article

39.20 of the Land Code). With regard to facilities erected on such land
plots after the Land Code had become effective, this rule means that
an owner of the facility, upon state registration of title (see Section
13.4below), may opt either for extension of the lease, extension of the
lease and subsequent acquisition of the land plot into ownership, or
immediate acquigon of the land plot into ownership. Possession of a
valid lease contract does not preclude the owner of the facilities from
acquiring the underlying land plot into ownership before the expiry of
the lease. The Land Code does not establish a deadlimeitly the
owners of the facilities should exercise their right. With regard to
facilities erected before the entry into effect of the Land Code, the rule
is generally the same, although when the underlying land plots had
been granted on the right of pengegt(indefinite) use then in

accordance with the Land Code Implementation Law, as amended, the
owners of facilities located on such land plots must purchase or lease
such land plots before 1 July 2012 (in the case of land plots under
transportation, commirations and utilities route® before 1

January 2016).

Under Russian law, if a land plot is required for state or municipal
needs such land plot may be expropriated by state or municipal
authorities with compensation to the owner for the land plot. The
procedure for expropriation of land plots for state and municipal needs
is described in detail in the Civil Code and the Land Code as amended
by Federal Law No. 498Z of 31 December 2014 with effect from 1
April 2015.
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13.1.8 Unfinished structures (construction in progress)

Further to Article 239.1 of the Civil Code (effective from 1 March
2015) adopted to support the new provisions of the Land Code on
granting public land for construction purposes which came into effect
from 1 March 2015, a building located ontate or municipally

owned land plot and which is not completed (an unfinished facility)
can be withdrawn pursuant to a court order and sold at public auction
upon the expiry of the land lease agreement (this rule applies to land
lease agreements concludster 1 March 2015) unless the owner
proves that it was unable to finish the facility due to reasons
speifically provided by the lawThe Land Code provides for granting
the state or municipally owned land plot on lease without an auction to
the owner othe unfinished building, which acquired its ownership
right to such building at public auction or (if the withdrawal has not
been initiated or satisfied) to the initial owner of the unfinished
building. The land lease right is granted only for completioihe
building and on the condition that such land plot has not been
provided on the same basis to any of the owners of such unfinished
building before.

13.2 Other Real Estate
13.2.1 Ownership

Russian legislation permits both Russian and foreign nationals and
legal enities to own real estate (apart from land plots) such as
buildings, premises (such as parts of buildings), structures and other
facilities. In general, the rules relating to the use, disposal, and sale of
real estate are set forth in the Civil Code, wigolrantees the

freedom to sell, rent, and carry out other transactions with real estate.
Title to real estate is usually acquired through a-gatehase

transaction or by means of new construction. For legal entities formed
in the course of privatizatioof state or municipally owned

enterprises it is usual that title to buildings and structures was obtained
as a result of such privatization.
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In the past Russian courts have largely treatedmalehase

transactions with buildings and structures thateaecomplete at the

moment of execution of a sale and purchase agreement or were not
registered in the name of the seller as invalid (on different grounds).

In these circumstances parties wal
real estate had to enter eitlito preliminary sale and purchase

agreements (to be followed, upon completion of such buildings and
structures and registration of thi
purchase agreements) or investment agreements, both types of
agreements beingfarr om fAisafe havensodo for bo
enforceability.

However, the Plenum of the Supreme Arbitrazh Court in Resolution

No. 54 dated 11 July 2011 AOn Cer |
Arising from Agreements on Real Estate to be Developédatquired

in the Future, o0 explicitly confir]
agreements with regard to such #ff.
registration of title transfers from the seller to the buyer, i.e.,

acquisition of ownership rights byelbuyer would be possible only

after putting a real estate facility into operation (to be evidenced by a
commissioning permit issued by the local administration) and state
registration of the sellerds titl
investmentontracts executed in the past, if they meet certain criteria,
should also be construed as contracts for the sale and purchase of
Afuture real estateo.

In accordance with the Civil Code, property rights arise after their
state registration, if such statgistration is required by law. State
registration of the ownership right to real estate and encumbrances of
such right is governed by Federal Law No.-2Z A On St at e
Registration of Rights to Real Estate and Transactions Therewith of
21 Jul y neAded (th@Registsatioa Law). At the request of

a legitimate acquirer of title (or at the request of both parties under a
salepurchase agreement), the authority in charge of the state
registration of rights to real estate must state register thanidéssue

an ownership certificate evidencing the registration of title (see
Section13.3below).
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For all owners of real estate, the ownershiptrigis to be state

registered in accordance with the procedure set forth in the
Registration Law. The exceptions to this rule relate to rights to real
estate that were acquired prior to the adoption of the Registration Law.
The owner of such real estatenist obligated to state register its rights
unless it wishes to enter into any transaction involving its real estate
(e.g., lease, mortgage, sale).

Obtaining an ownership certificate is a fairly straightforward process,
as long as an applicant seeking ttaibsuch a certificate can clearly
demonstrate that the real estate in question was purchased,
constructed, or privatized in accordance with the procedures
established by law. As a general rule, before an ownership certificate
is issued such real estat@shbe recorded in the State Cadastre of
Immovable Property (described in more detail in Secti@3below).
Recording real estate in the Statel@stre of Immovable Property and
state registration of ownership rights with the Register (as defined in
Section13.3below) are designed as a dm@onewindow) process.

Title to real estate acquired through privatization sometimes cannot be
registered as a result of deficiencies in the underlying privatization
documentation. In the past, stat@ned real properties were granted

to stateowned engrprises for economic management or use. During

the privatization process of the early 1990s such real properties were
usually transferred into the ownership of those enterprises, which were
formed on the basis of Soviet stat@ned enterprises that opezdt

and used such real propertypé es on
rights. A newly privatized enterpl
properties from the statawvned enterprise, provided that the real

properties as recorded on the balance sheet of tiesosined

enterprise were easily identified in the privatization plan of the newly
formed (privatized) enterprise. The problem of title registration is not
unusual for legal entities that are the legal successors to such Soviet

era stateowned enterprise§uch legal entities may, however, register

title by virtue of having held and used property for 15 years in good
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faith, openly and without interruption (acquisitive prescription) on the
basis of a court order.

13.2.2 Common Property

Until recently, the regime afommon ownership (a situation where

real estate properties belong to several owners) was applied only with
regard to owners of premises in a malpartment building, while the

situation for norresidential buildings remained unregulated.

Considering dispies between owners of premises in-nesidential

buildings (i.e., office, warehouse, retail, administrative buildings, etc.)

the courts (including the Presidium of the Supreme Arbitrazh Court)
frequently refused to apply the law by analogy, and on this ba
refused to recognize a c¢l aimant ds
residential buildings. The Plenum of the Supreme Arbitrazh Court

took an entirely different position in Resolution No. 64 dated 23 July
2009 nAOn Certain MatteRegarddg ncer ni i
Di sputes Between Premises6 Owners
Common Property in a Buildingodo (R«
indicating that in the absence of direct regulation the owners of

premises in a neresidential building must be gied by legal

analogy, that is, by the rules governing common ownership in-multi
apartment buildings. Thus, a line was drawn under thetiemg lack

of clarity.

Pursuant to Resolution No. 64, the owner of separate premises in a
nonresidential building ahays has a share in the right of common
ownership to comon property of the buildingindependently of
whether or not such right is registered in the Register (please refer to
Section13.3for the definition).

Resolution No. 64 embraces the concept of common property in a
nonresidential building, including the following: premises designated
for serving more than one unit of premises in the building, also
landings, stairs, halls, lifts, lift shafts and other shafts, corridors,
technical floors, attics, basements housing engineering
communications or other equipment serving more than one unit of
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premises in the buildgn(technical basements), roodsipporting and
nonstructural constructions of the building, mechanical, electrical,
sanitary and other equipment located externally or inside the building
and serving more than one unit of premises. This definition is an
almost verbatim repetition of tleescription of common property in a
multi-apartment building given in the Housing Code of the Russian
Federation, with the exception that the Plenum of the Supreme
Arbitrazh Court does not directly add the underlying plot of land to
the common property @& nonresidential building. Applying legal
analogy to complex relations lends clarity to a fundamental question,
but inevitably leads to the emergence of certain new ambiguities.

It is not clear whether underground gearks housing engineering
communicabns are deemed to be technical basements (which, in
accordance with the definition, are common property).

13.2.3 Lease

Foreign legal entities and individuals may be granted leases to other
real properts (apart from land plots). Like leases of state or
municipality-owned land plots, leases of other real properties in state
or municipal ownership are usually based on a standard local form.

The Civil Code provides a lessee with certain basic rights. When a
property is leased it must be in the conditiopwgated by the lease.
Thereafter, unleshe lease specifies otherwise, the lessor is liable for
the repair of defects of the premises. If the lessor fails to carry out the
necessary repairs, the lessee can opt either for a reduction of the rent
or termindion of the lease and compensation of the losses incurred. A
lessee that properly fulfills its obligations under a lease has a pre
emptive right to renew the lease (i.e., enter into a new lease for the
same premises, but not necessarily on the terms pféiceding

lease) unless this right is expressly excluded by the lease contract.

The lease survives the change of ownership over the leased property

except in the event of some foreclosures that meet certain criteria. The
lease of buildings and structurassumes the right to use (either in
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lease or under another right of usage) the land plot which underlies
such buildings and structures and which is necessary for their
operation and use. As with the lease of land plots, the lessor and the
lessee may termate the lease (i) by mutual agreement, (ii)
unilaterally in circumstances stipulated in the lease, or (iii) by a court
order in the circumstances provided by the Civil Code or in the lease.

Lease agreements for one year or longer must bersgittered ad

as provided by Article 433 of the Civil Code are deemed concluded
upon such state registratidn.2015 Article 433 was amended to

provide that unless the law provides otherwise, transactions which are
subject to state registration are deemed concltatetird parties

upon such state registration (and for the parties to the transactions they
come into effect pon execution unless the transactimcuments

provide otherwise)However, Part Il of the Civil Code (Article 651)

still provides that a leas@mes into effect upon its state registration
without distinguishing between the effects of state registration for

third paties and parties to the lea3derefore, in accordance with a
conservative interpretation of the law, even for the parties to a long
term lease such lease comes into effect only upon its state registration.

Lease agreements fads than a year (that is, less than any®&8b
period)do not require state registration and become valid when
signed. To avoid the obligation of state registration, which can be a
time consuming process, leases are often concluded for less than a
year and renewed on a regular basis. If the procedure is lyroper
described in the lease, such renewal of the lease is regarded as
conclusion of a new lease for a period of less than a year.

13.3 State Registration of Rights to Real Estate

The right of ownership of, and other proprietary interests in, real
properties, theicreation, encumbrance (e.g., mortgage, leasehold for a
term of one year or more, easement, etc.), transfer and termination are
subject to state registration. Rights to real estate (rights in rem) come
into existence only upon their state registratiore Registration Law
stipulates procedures for the identification and registration of rights to
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real estate. In many cases, registration of title is a prerequisite for the
validity and enforceability of transactions involving real estate.

Before 1 March 201,3such transactions with real estate as
sale/purchase of residential premises, sale/purchase of enterprises,
annuity contrais, gift contracts required state registration to be valid
and effective. From 1 March 2013, said transactions do not require
stateregistration and are deemed concluded from the moment the
agreement is signed by the parties. However, where such transactions
provide for a transfer of title (e.g. sale/purchase of residential
premises), the acquisition of titte must be state registered.

Lease transactions (in addition to rights or titles) with real estate made
for a term of one year or longer are subject to state registration, and
become effective only upon such registration. The state registration is
evidenced by a registration stampalease agreement.

Due to recent amendments to the Registration Law and Cadastral Law
(as defined below), an application for state registration of a right to
real estate or a real estate transaction and an application to register a
real estate property thi the State Cadastre of Immovable Property
may be submitted electronically from any place within the Russian
Federation. However, in accordance with RF Government Resolution
No. 2236r of 1 December 2012 these statutory norms should be fully
implemented ad the relevant services should be fully available on the
territory of the Russian Federation by December 2018 (in practice this
may happen earlier in certain regions of the Russian Federation,
including Moscow). Therefore, currently the registration pseds

carried out by the registration authorities at the location of the real
estate in question.

Additionally, in an attempt to simplify the document submission
process the Registration Law was changed to provide that applications
for state registrationfaights and encumbrances (restrictions) of such
rights can be filed in hard copy (paper) and electronically not only

with the state registration authorities directly but also through
multifunctional governmental and municipal service centers (MFCs).
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Underthe Registratin Law, state registration of a right to real estate
and/or registration of a transaction with real estate takes ten business
days, although in practice this term may be extended up to three
months as a result of suspension or refusal o$tragion. The

grounds for suspension or refusal of registration of rights/transactions
are specified in the Registration Law. Refusal of state registration can
be contested only in court.

The Russian real estate registration authorities widely advtdrése

intention to reduce the registration period and make the registration
procedures simpler and more transparent. In particular, the registration
period of seven business days is stated in newly adopted Federal Law
No.218FZ AOn St at e eRae giEssttraatteioo no fo fl 3R
(the ANew Registration Lawo) whi cl
Law from 1 January 2017The registration authorities maintain the

Unified State Register of Rights to Real Estate and Transactions

Ther ewi t h (t hahindicRtesdhe Bidtoey ar the cunehti

legal status of a real estate object. The Register also records various
iregistrabl ed encumbranc-esn over r
leases, mortgages and easements) and restrictions (such as freezing
orders ag@mst, or court disputes relating to, the real state object and

certain injunctions), and from 1 March 20d3the objections of ex

owners to the state registered ownership right of a new owner

provided that such eawner applies to court with the relevakdim

within three months after the registration of the objections. However,

the law is silent as to the period within which arosner can apply

to the registrar with its objections.

The registration authority issues a certificate in a statutorily defined
form that certifies by which right an object of real property is held by

a legal entity or individual, and which encumbrances and/or
restrictions, if any, are established with regard to such object.
Information on stateegistered transactions with immdoke property

is also included in the Register. Basic information on the right
holder(s) and restrictions (encumbrances) of such rights is open to the
public, and can be provided for a fee within five business days to any
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person submitting a written applican to the registration authority. It
is possible to apply for information from the Register electronically.

Prior to state registration of title, land plots and real estate objects
(buildings, structures, premises) must also undergo cadastral

registratiom. However, applications for cadastral recording of real

estate objects and state registration of rights to such real estate objects
may be submitted simultaneously. The procedures and rules for the

state cadastral registration of land and buildings (diokypremises

as parts of buildings) are outlined in Federal Law No-R2ZL A On t he
State Cadastre of I mmovable Propetl
Law), as amended effective from 1 March 2008. Under the Land

Code, only land plots that have undergetae cadastral registration

can be bought or sold or subject to other transactions. The State

Cadastre of Immovable Property is established pursuant to the

Cadastral Law and contains detailed information on all real properties,
including land plots, builidgs, structures, premises and other

facilities. Information contained in the State Cadastre of Immovable
Property is openly available to the public.

As a single source of information on real estate available in electronic
format, the State Cadastre of Irmwable Property became operational
from 1 January 2013. The Cadastral Law provides for a unified system
of state cadastral registration of all basic types of real estate, including
land plots, buildings, premises, unfinished construction, complex
immovableproperty objects, territorial and functional zones and zones
with usage conditions.

With effect from 1 March 2009, the government agency that performs
state registration of rights to real properties (formerly named the
Federal Registration Service) haeeh renamed the Federal Service

for State Registration, the Cadastre and Cartography (Rosreestr) and
also became responsible for cadastral registration of real estate
(including land plots). The Cadastral Law does not apply to forests,
perennial plantatias) bodies of water, subsoil resources, marine
vessels or aircraft.
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Further to the New Registration Law, starting from 1 January 2017 the
cadastral recording and registration of rights to real estate facilities are
to be consolidated into a unified systefmexording and data
managementthe EGRN (Unified State Register of Real Estate). The
Unified Register will include data on real estate facilities and their
boundaries as well as information on existing rights and
encumbrances. The New Registration Lasvles that starting from
2017 applications for cadastral recording and registration of rights to
real estate can be submitted to any authorized registration office
throughout Russia, irrespective of the region where real estate
facilities are located. ThNew Registration Law also sets new terms

for cadastral recording and registration and their suspension;
establishes new procedures for submission of documents and
introduces other changes in the existing system of cadastral recording
and registration.

13.4 Classification of Real Estate

There is no official legislative classification of real estate (properties)
in Russianaw. In practice, real properties are classified on the basis
of their intended use (e.g., residential or#esidential for buildings,
agricultural or industrial for land plots, etc.). The designhated use
should be identified in the lease, the certificate of ownership, as well
as in the technical documentation and cadastral documents.

Buildings, structures and other facilities require variobiégatory

state permits and approvals. The Town Planning Code of 29
December 2004, as amended (the Town Planning Code), stipulates the
documents to be obtained and procedures to be followed for carrying
out construction. Construction activities are alseagned by regional

and municipal legislation, such as, for instance, the Town Planning
Code of the Cityf Moscow (as amended), adopted by Moscow City
Law No. 28 of 25 June 2008, which came into effect on 10 July 2008.
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13.5 Payments for Real Properties

Under Russian Federal Law No. 19/Z On Currency Regulation and
Currency Control dated 10 December 2003 (the Currency Regulation
Law) as amended, payments for real estate-(saiehase, lease, other
transactions) are permitted both in Russian rubles and igforei
currency provided that payments in foreign currency meet the
requirements for such payments stipulated in the Currency Regulation
Law and other currency control normative acts and regulations.
Payments between Russian residents can be carried outas ouly.
Where a seller or buyer, or both the seller and the buyer (or the lessor
and the lessee) are foreign legal entities, settlements in foreign
currency are possible. Settlements between foreign residents
(including legal entities and individuals)rche carried out through
foreign (nonRussian) bank accounts. However, transactions with real
properties may trigger Russian tax consequences even if carried out
outside Russia.

13.6 Residential Real Estate

Up until the early 1990s most apartments in the Rogséaleration

were state or municipally owned. However, most apartments have
since been privatized and many new residential developments have
been constructed by investors and most of these apartments are in
private ownership. Relations arising in connattiath residential real
estate are regulated by the Housing Code of 29 December 2004 (the
Housing Code), which came into effect on 1 March 2005. The
Housing Code (as amended) defines categories of residential property,
which include a residential house (@@e), an apartment in a mullti
storey (multiapartment) building or a room in such an apartment, as
well as various forms of rights to residential real estate. The Housing
Code provides for use of residential property for residence by
individuals. Residetal premises may be also used by individuals for
their professional and entrepreneurial activities (as an individual
entrepreneur) provided that such activities do not violate (i) the rights
and legitimate interests of other individuals; and (ii) stayutor
requirements established for the residential premises.
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13.7 Mortgage of Real Properties
13.7.1 General

A mortgage arises either by virtue of law or a mortgage agreement.
Mortgage rignts must be state registered and are invalid without such
registration.

Federal LawNo. 102FZ On Mortgage of Immovable Property of 16
July 1998, as amended (the Mortgage Law) stipulates the following
essential terms of a mortgage agreement: (i) description of the
mortgaged property (described to the extent sufficient to identify it),

its location, and valuation; (ii) nature, scope and maturity date of the
obligation secured by mortgage; (iii) the right on which the mortgaged
property is held by the mortgagor; and (iv) the name of the registration
authority that r eighttstheemoréggdgedd he mor 1
property. When requested, and subject to the payment of state duty,
local offices of the state registration authority (as of 1 March 2009
named the Federal Service for State Registration, the Cadastre and
Cartography) can providefrmation on whether a specific real
property is mortgaged. Such information is provided in the form of an
extract from the Register.

According to the Mortgage Law, the following types of real properties
can be subject to a mortgage:

1 Land plots (includinggricultural land plots). However, land
plotsthat have been withdrawn from or are limited in
circulation, and (with a few exceptions provided by the
Mortgage Law) the land plots held by the state or
municipalities cannot be mortgaged;

1 Enterprises i.e., coplexes of immovable and movable
properties registered as a single real estate property;

1 Buildings, structures and other immovable property used for
business activities;
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1 Residential buses, apartments and parts thereof consisting of
one or several separateoms;

1 Cottages, garages, and other structures for personal use;
1 Aircraft, space objects, sea and river vessels; and
1 Lesseebs | ease rdifgthd st teo artad nt

mortgage of leasrights does not contradict federal law and
the nature ofleasee | at i ons. 0

Buildings and structures can only be mortgaged together with the land
plots underlying these buildings and structures or together with the
lease rights to such land plots.

The existing mortgage of a land plot is automatically extended to
covera building or structure erected on such land plot by the
mortgagor, unless otherwise provided by the mortgage agreement.
This provision 6the Mortgage Law entitles a mortgagee to extend the
mortgage over a land plot to all buildings and structures thgtba
developed on it, without the need for a subsequent addendum to the
mortgage agreement.

The terms and conditions of a mortgage may restrict the owner or

userds capability to dispose of t|
to charter capital and/dease to third parties. The disposal of
mortgaged property generally requi

the mortgage agreemenbpides otherwise. Notwithstanding such
consent, the mortgage survives the change of ownership over the
mortgaged properfyor the change of holder of such property, unless
and until the primary obligation secured by the mortgage is
performed. Following this, the property must be released from
mortgage. The release of property from mortgage is performed
through the procedui cancellation of the mortgage entry in the
Register.
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The Mortgage Law provides that, unless otherwise provided in the
mortgage agreement or by federal law, a building, structure or any
other norresidential property and an underlying land plot, as veel a
residential house or an apartment that was purchased or constructed
with loans from banks or other lenders is deemed to have been
mortgaged from the date of state registration of the ownership right of
the relevant purchaser/investor to the respectoreresidential or
residential property (and the underlying land plot). With regard to
residential property the Mortgage Law further provides that
foreclosure by the mortgagee on a mortgaged residential house or
apartment and disposal of such property titaies grounds for
termination of the occupancy rights of the mortgagor and the family
members residing together in such residential house or apartment,
provided that this residential house or apartment was mortgaged under
a mortgage agreement to secure tteturn of a loan granted for the
purchase or construction of such residential house or apartment, or a
loan granted to refinance a previous construction / acquisition loan.

The implications of these provisions of the Mortgage Law are that a
mortgagee aanow demand that a mortgagor vacates the mortgaged
property if the mortgagee intends to foreclose on it. However, this rule
would apply only if the mortgaged property were mortgaged to secure

the repayment of a loan taken out by a mortgagor to purchase or

construct a property or to refinance a previous construction /

acquisition loan. It is also important to note that those individuals who
occupy mortgaged property pursuani
agreement (under Russian law, a specific type of a régtkase

where the lessee is a private individual) cannot be evicted upon
foreclosure on the mortgaged property. Such a lease or hiring

agreement concluded prior to the mortgage agreement or after the
mortgage agreement wit lmemarhie mor t g:
force and can be terminated only under specific circumstances

provided for by the Civil Code or applicable housing legislation.
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13.7.2 Foreclosure on mortgaged property

There are two types of foreclosure on mortgaged property: in court
and outof-court. With regard to oubf-court foreclosure, prior to 7

March 2012, the parties could enter into a contract for the transfer of
the mortgaged property to the mortgagee to discharge the secured
obligation only after an event of default under the secured dibliga

had occurred. In the absence of such contract, a mortgagee could not
automatically acquire rights to the mortgaged property if an event of
default occurred, and in most cases the mortgaged property had to be
sold at a public auction, with the procedasn being used for

repayment of the debt.

With effect from 7 March 2012, the transfer of the mortgaged property
to the mortgagee after an event of default has occurred is possible if
the parties stipulate so in the mortgage agreement. There are three
metods for ouwof-court foreclosure: (i) a sale at a public tender; (i) a
sale at an open auction (subject to some exceptions where a sale at a
closed auction is also possible) and (iii) appropriation of the
mortgaged property by a mortgagee.

Out-of-court foreclosure on mortgaged property is prohibited with
regard to certain classes of immovable property (such as immovable
properties owned by the state and municipalities and residential
properties owned by individuals). The Russian Civil Code amended as
perLaw 367 (as defined below in SectibB.7.5 establishes

additional cases applicable to real estate wherefetburt

foreclosure is not allowed:

(a) residentiaproperty which is the only residential property
owned by an individual. However, after establishing grounds
for foreclosure, the parties may conclude an agreement on
out-of-court foreclosure;

(b) pledged property is of significant historical and culturatieal
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(© a pledger is an individual recognized in the established by law
manner as a missing person;

(d) pledged property is pledged under a preceding and subsequent
pledge agreement that provides for different procedures for
foreclosure;

(e) pledged property is pleddeo different pledgees to secure
different obligations.

The above lisis open and the law may provide for other grounds that
prohibit outof-court foreclosure.

By general rule, oubf-court foreclosure of the pledged property
should be completed througluction, to be held in accordance with

the statutory requiraents or an agreement between a pledgee and
pledger. However, under the new rules, if a pledger is engaged in
business/entrepreneurial activities, the agreement between the pledger
and pledgee magliso provide for foreclosure by means of (a)
appropriation of the pledged property by the pledgee; and (b) the
pledgee selling the pledged property to a third person. However, in
both cases the pledged property is to be assessed at no less than its
marketvalue. If the outstanding amount of the secured obligation is
less than the market value of the pledged property the difference is to
be returned to the pledger.

13.7.3 Mortgage certificates

A mortgage certificate can be issued to the mortgagee at any time after

the state registration of the mortgage and until termination of the

secured obligation. Mortgage certificates can be transferred to a
depositary for registration and custody, which is evidenced by a

respective note on the document. Such a note shouldiatdose if

the custody is temporary (in whicl
any time require that registration and custody of its certificate is

canceled) or obligatory. The type of custody can be chosen by the

issuer or by the subsequent holdethe mortgage certificate.
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13.7.4 Mortgage agreement vs mortgage certificate

The Mortgage Law protects the position of mortgage certificate
holders by providing, inter alia, that in case of discrepancies between
the provisions of a mortgage agreement / mainesgesit containing

the secured obligation and the provisions of the respective mortgage
certificate, the provisions of the mortgage certificate have priority
unless at the time of acquisition of such certificate its acquirer was
aware or should have been awvaf such discrepancies.

13.7.5 Pledge

Federal Law No. 36FZ of 21 December 2013 (Law 367) introduced
certain amendments to Part 1 of the Russian Civil Code regarding
pledge. Save foa few provisions, the amendments have been
effective since 1 July 2014. Afténis date the provisions of the
Mortgage Law apply to the extent that they correspond to the new
provisions on pledge of the Russian Civil Code.

The amendmentsimrd uce a new concept fArank
which will allow pledgees and pledgers to chasgeiority pledges by
agreement. The object of pledge may be pledged to several pledgees
whose pledges will be of the same seniority and who will have equal

rights to the pledged property (ptedgees).

Law 367 specifically states that provisions of the tgage Law and
Registration Law regarding state registration of mortgage agreements
do not apply to mortgage agreements made after 1 July 2014. This
means that a mortgage agreement is valid from the moment of its
signing by the parties, however, the morigag an encumbrance
becomes effective only after its state registration. Currently,
registration procedures of mortgages have certain specifics. For
instance, a registration period may not exceed one month from the
documents submission to the registra@mthority. However, the
mortgage of land plots and buildings is to be registered within fifteen
working days and the mortgage of residential property within five
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working days. State registration of a mortgage certified by a notary is
carried out within fie working days.

13.8 Amendments to Part | of the Russian Civil Code in
20137 2015

In furtherance of Presidential Decree No. 1108 dated 18 July 2008, the
Supreme Arbitrazh Court of the Russian Federation prepared a draft
bill introducing many amendments to thesRian Civil Code, which,

if Russian lawmakers were to adopt the bill in the form of the current
draft, would result in significant changes of many fundamental
provisions of Russian real property law and, in particular, would affect
the existing provisionef the Russian Civil Code on real estate leases
and ownership title to buildings and land. They would also introduce
new types of title allowing holders to develop and use immovable
property. Amendments to the Russian Civil Code are introduced in
blocks. The amendments related to real estate in 22023 revised
provisions of Part 1 of the Russian Civil Code.

The first amendments to the Civil Code (Part 1, Chaplietsiere
introduced by Federal Law No. 3GZ of 30 December 2012 (Law

302), most of them areffective from 1 March 2013. The amendments
include a general provision on state registration of rights to property if
such state registration is envisaged by other laws. The amendments on
state registration of real estate rights repeat the requirefehis
Registration Law.

Subsequent amendments to the Russian Civil Code related to real
estate were introduced by the following laws:

1 Federal Law No. 106Z of May 7, 2013 (Law 100). Under
Law 100, general provisions on transactions, representation,
termsand the limitation period were amended. In particular,
now trarsactions that are made in breach of law are deemed
contestable, not invalid as before. The three year period for
the effectiveness of a power of attorney was abolished.
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Currently, a power ofteorney may be issued for any term.
The amendments became effective 1 September 2013;

1 Federal Law No. 14FZ of July 2, 2013 (Law 142). Law 142
deals with ofects of civil rights. The amendments refined
definitions of a thing (separable and reaparable¢hings),
securities and other objects.
estate complexd has been intro
Law 142 became effective 1 October 2013;

1 Law 367 (as defined in Sectid3.7.5above) deals with
amendmerd regarding pledge and is described in more detail
in Section13.7.5above and

1 Federal Law No. 9%Z of 5 May 2014 (Law 99) deals with
numerous amendments regarding legal entities which to
certain extent affect real estate transactions.

1 Federal Law No. 4FZ of 8 March, 2015 came into force on
1 June 2015 anidtroduced a numlveof amendments dealing
with general regulation of commercial agreements: new types
of security (suretyship securing the due discharge of non
monetary obligations, independent guarantee, security
deposit); precontractual liability for bad faith negotiatis;
warranties and indemnities and remedies for their breach.
These updates are to be considered while drafting and
entering into any type of real estate agreement.

1 Federal Law No. 25&Z of 13July 2015 gives municipal
authoritieghe right to acknowledgdeuildings and facilities as
Aunaut horized structureso (i . e
constructed without the necessary approvals or permits) out of
court if such buildings or facilities were built on land plots
granted in violation of the established pgdare or contrary to
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town-planning and construction regulations. Under Russian

| aw, no transactions are per mi
structureso and the developer
does not acquire ownership title to it.
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14. Privatization

14.1 History of Privatization

The privatization process in Russia can be roughly summarized as

having occurred in three progressive stages. The first stage of
Afvouahsersted privatizationodo | ast e
included massive pratization of state propegrtThis first

privatization scheme allocated vouchers to Russian citizens, with

these vouchers later being exchanged for shares in the charter capitals

of newly established (privatized) open joint stock compaties.

Although at this early stage the counagked experience in all

privatization matters, and the first Privatization Law of 3 July 1991

was perhaps inevitably undevel ope:
privatize companies through the allocation of vouchers resulted in a

very large percentage of statened entities being transferred into

private hands.

The second stage of privadtion lasted from 1995 to 1996, and
focused on obtaining large payments for significant enterprise stakes.
The principal objectives of this stage were to replenish the state
budget and to attract domestic and foreign investments into Russia.
Unfortunately, these objectives were never achieved because:

1 most of the financially viable and attractive businesses had
already been privatized during the first stage;

87 Previously there was a legal organizational form in Russia called an open joint
stock company, which is referred to in the Current Privatization Law. From 1
September 2014 this form ceased to exist and has beaneély public and
nonpublic joint stock companies, however the Current Privatization Law has not
yet been amended accordingly. That said, we note that references to open joint
stock companies in the Current Privatization Law are likely to be replaced wit
references to public joint stock companies. Although it is possible that lawmakers
will decide to incorporate references to faublic jointstock companies into
some articles of the Current Privatization Law. For more information on public
and nonrpublic joint stock companies please see Sectidn
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1 domestidargescak investors did not yet exist; and

1 foreign irvestors were still wary of larggcale capital
injections into Russian entities (particularly due to the volatile
political environment in the Russian Federation at the time).

As a result of the difficulty imttracting investment during the second

stage of privatization, sophisticated privatization schemes (e.g. the

il oans for sharesd scheme) were i
number ofRussian businessmen acquiring state property at artificially

low prices. Further changes in privatization law eliminated the legal
grounds for such schemes and they cannot be used any more.

The next Privatization Law of July 1997 established a special right
(Agol den shareo) of the state autl
management of those joint stock companies where such a right was
provided during privatization. This right was realized by nominating
representatives of the relevant state authorities to the board of

directors and audit committee of such joint stock congsni

participation in the general meetings of shareholders and veto rights

on certain issues on the agenda of the general meetings of

shareholders.

The Privatization Law of July 1997 provided for a single fundamental
sanction for failured abide by therivatization rules, i.e. that the
corresponding transaction could be declared void and the relevant
property could be returned to the state. The statute of limitation for

such claims was ten years from the consummation of the transaction.
Later, in 2005the statute of limitations to challenge a void transaction
(including past privatization deals which were still open to challenge

in July 2005 on the grounds of t hi
reduced from ten to three years.

14.2 Current Status

The currenPrivatization Law entered into force in April 2002 (the
Current Privatization Law). In contrast to previous legislation, the
Current Privatization Law allows the privatization of land plots
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associated with real estate objects. In addition to the usuabdsedf
privatization recognized in other jurisdictions such as the sale of state
owned property and shares in jegtbck companies at tenders and
auctions, the Current Privatization Law allows reorganization of
unitary enterprises into jorgtock compaies and contribution of
stateowned property to the share capital of jestdck companies.

The Current Privatization Law also established a number of new
methods for sale of privatized property, including, for example, the
sale of shares outside the Rasskederation. At the same time, some

of the previously weltknown and widely used methods of

privatization (such as the sale of shares in jsiotk companies to

their employees, or the buyout of leased state property by the lessees)
have disappeared the Current Privatization Law. In doing this the
Russian Government is trying to
of privatization, which appears to be a reasonable anddotigipated
change based on the inadequacies of previous privatization attempt

In 2010 a number of amdments were made to the Current
Privatization Law, which were mainly connected with the following:

1 approval of a onethree year plan (program) for privatization
(previously this term was for one year only);

1 making the privatizatin process more transparent (certain
documents such as the plan, decisions, conditions and results
of privatization, are to be publicly available);

1 determination of the starting price of the properties;
1 privatizaton procedures in electronic form.

In 2011the Current Privatization Law was further amended. The main
goal of the 2011 amendments was to facilitate privatization of state
unitary enterprises (SUE), which can now be reorganized into limited
liability companies or joinrstock companies depending thre amount

of charter capital, average number of employees and the amount of

252 Baker & McKenzie

el



Doing Business in Russia

profit. Therefore, all provisions of the law that previously dealt only
with joint-stock companies have been amended accordingly to affect
limited liability companies as well.

Oneof the most important amendments introduced in 2011 was that a
privatizedSUE cannot buy its own shares or participatory interests,
nor is it entitled to have provisions concerning the preemptive rights
of a privatized SUE in its charter. This provisioasndesigned to

attract outside investors.

Al so, new requirements for the pr
added to the Current Privatization Law in 2011. These requirements

are to ensure the credibility of a prospective buyer. For instance, one

of the newrequirements is that a person or entity cannot participate in

a public sale unks such person pays a depds#t.of 2015 the deposit
amounts to 20 percent of the starting price.

In 2013 the Currerfrivatization Law was amended to eliminate
formerly exsting restrictions on privatization of certain types of

S U E @ sitilities, power supply network facilities, thermal energy
sources, heat supply networks, hot water systems and parts thereof
(although the restriction on privatization of cold water systems
remains in force).

Specific requirements applicable to privatization of such assets were
set out and obligains of new private owners of such facilities to
modernize and overhaul them were established. The relevant
obligations follow the assets upon thdisposal to subsequent owners.

The plan (program) for privatization of federal property and the main
guidelines for privatization of federal property for 202@16 were
adopted in 2013.

According to the planpfogram) for privatization, the Russian

Feder#éion intends to cease its participation in fameral enterprises
by 2016. This does not concern natural monopolies, defense industry
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companies, strategic companies and certain other entities and
enterprises which are subject to special privatizatiorsrule

In 2014 the following matters were excluded from the scope of the
Current Privatization Law:

1 alienation of stat®@wned movable assets (save for shares and
participationinterests) title to which was obtained by the state
as a result of law enforcemgmiocedures or by way of legal
succession; and

1 alienation of federal property to private persons in exchange
for their privateproperty used in connection with the Sochi
2014 Winter Olympics.

The current legislation on privatization clearly demonstrates the
har moni zation of privatization pr ¢
methods of privatization.

14.3 Recent developments

Recent changes to the Current Privatization Law in 2015 are mostly
centered around making the privatization process more transparent
throughuse of information technology. Among other information, the
Government is obliged to publish reports regarding privatization each
year on the Interet. Entities listed in plans (programs) for

privatization are obliged to publish their beké&eping reports

guarterly. Potential buyers of state or municipal property are to be
informed of previous tenders for the sale of such property during the
previous year and of the results of such tenders.

Finally, special rules for privatization of stade/ned assets thate
subject to concessicagreements came into force on 1 February 2015.
According to such new rules, private concessionaires will have a pre
emptive right to purchase the statened assets used under
concession agreements, if such assets have beedddchto a plan
(program) for privatization.
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15. Language Policy

Under Article 68 of the Constitution of the Russian Federation, the
state language thughout the territory of the Russian Federation is
Russian. All official election materials, legislation, anber legal
acts, must be published in the official state language.

In addition, the Constitution upholds the rights of each of the

individual republics within the Russian Federation to establish its own

state language. Thus, regional state bodies aadlitmstitutions of
sefgover nment within Russiabs 21 re¢€
state business in two | anguages: I
language.

There are a few oth@rinciple legislative acts dealing with language
policyinRussia,imddi ti on to Russiabs Cons!H
Federal Law On the State Language of the Russian Federation, the
Federal Law On the Languages of the Nations of the Russian

Federation, the Federal Law On Protection of Consumer Rights, and

the Civil Codeof the Russian Federation (Article 1473). According to

the abovementioned laws:

® All Russian state and municipal bodies, and all companies
operating in Russia, including those owned by foreign
investors, are required to use Russian in their activities, for
example in bookeeping, tax reporting and office paperwork.
Official paperwork in the national republics within Russia
may al so be conducted in those
Paperwork in the sphere of commerce may be also conducted
in a foreign langage as provided in respective agreements
between commercial partners.

(i) The names of companies operating in Russia must be either in
Russian or expressed in Russian transliteration. It is normally
permitted to also have a company name in a foreign language
and/or the state language of a national republic within the
Russian Federation in addition to the mandatory Russian
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name. The company name of a legal entity in Russian and in

the languages of nations of the Russian Federation may

comprise borrowed foreigmords in a Russian transcription

or in a transcription of the languages of nations of the Russian
Federation, except for the terms and abbreviations reflecting
the | egal entityds |l egal form.
inconsistent with the requirements of taev may be refused
registration.

Use of the word ARossiyad (Russi a’
(Russian Federation) in Cyrillic, or a derived name, for example
ARossiyskiyo (Russian) in Cyrilli
a special permit from thilinistry of Justice of the Russian

Federation, and exposes such company to certain tax consequences.

Only those companies that have branch and/or representative offices

in more than half the constituent entities of the Russian Federation,
companies whiclare qualified among the largest taxpayers,

companies dominant in a market with a more than a 35% market

share, or companies in which more than 25% of the shares or of the
charter capital is held by the Russian Federation, can apply for such a
permit. Howeer, use of words denoting ethnicity rather than the

of ficial country name, such as @RI
(transl ated into English also as |
as was clarified by the Russian Supreme and Supreme Arbitrazh

Coutts.

(iii) All advertising in the Russian Federation must be either in
Russian or in the particular state language of the individual
republic in which the advertising appeatrs.

(iv) Under the consumer protection regulations a consumer should
be informed in a clear aratcessible manner in the Russian
language about the manufacturer (seller), the operating mode
of its work and the goods (works, services) it produces or
sells.
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(V) Foreign languages or state languages of individual republics
within the Russian Federation mbg used in addition to the
Russian language, in which case the communications in
Russian and in the other language must be identical in their
content, sound and form of presentation. When using Russian
as the state language of the country, it is prohilidiacse
words or expressions that are not consistent with the norms of
the Russian literary language, except foreign words that do
not have commonly used Russian equivalents.

There are a few exceptions to the requirement of mandatory usage of
the Russiandnguae outlined above. For example, trademarks and
service marks expressed in the original @Rarssian) language of the
trademark and registered in Russia may be used without being
accompanied by a Russian equivalent.

In cases provided for in specifictaof Russian federal laws, a person
who does not understand Russian is entitled to an interpreter. For
example, it is guaranteed for those foreigners who are subject to
criminal proceedings in Russia to have a Russian interpreteoffree
charge.

There isno single state authority responsible for enforcement of the
Russian language policy in the territory of the Russian Federation.
Some of the aspects of thadpage policy, in particular violation of
Russian language norms in advertising, are oversedreliussian
Antimonopoly Service. The Russian Antimonopoly Service may
penalize a company in violation of the applicable language rules with
a fine and/or issue it an order requiring it to cease and desist from
violating the law.

Baker & McKenzie 257



16. Civil Legislation

Theadoption of the Civil Code of the Russian Federation in 1994 was
one of the | andmarks in Russiaodos |
fundamental work which followed the example of the civil codes of
Germany, the Netherlands, Italy and Switzerland. Howexrdike

many other continental European jurisdictions where civil codes are

equal in their legal status with any other civil laws, the Russian Civil

Code prevails over other laws (including other federal laws) in the

case of inconsistencies.

The Civil Cade regulates virtually all elements of private law, with the
notable exceptions of family law, housing law and transportation law,
and consists of four parts.

Part | of the Civil Code came into effect on 1 January 1995 and Part Il
on 1 March 1996. Togeth#rese two parts serve as the legal basis for
virtually every transaction in the Russian Federation.

Part | of the Civil Code provides the basics of Russian civil law and
for such rights as the rights to own and inherit property; to engage in
entrepreneual activity; to establish independent legal entities, and
provides for the protection of nanaterial attributes, in particular,
defense of honor, dignity and business reputation. Part | also defines
basic concepts of civil law such as a legal entity, I5&es,

transaction, obligation, power of attorney and contract. Part | of the
code provides that parties are free to enter into a contract, whether or
not such type of contract is expressly recognized by law. Parties are
free to conclude contracts contaig elements of different types of
contracts. Parties are free to agree on the terms of the contract they
enter into unless the contractual terms are mandatory under Russian
law. Part | further provides the rules for entering into contracts, such
as an ofér to make a contract and acceptance of the offer, conditional
acceptance, option to enter into an agreement, late acceptance,
conclusion of contracts at an auction and contract negotiations. The
parties to an agreement may use contractual representations,
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warranties and indemnities in businés$usiness transactions,
shareholde&and share purchase agreements.

Part | also provides for various instruments to secure the proper
performance of a contract, such as pledge, surety, independent
guaranty, earrgt money, security deposit, withholding of property,

and penalty (fine). The parties to a contract may agree to any of the
above to secure the performance of the contract, as well as other
security not specifically listed in the Civil Code. Part | of thdecalso
provides for the general grounds for alteration and termination of
contracts. A contract may be altered or terminated by mutual
agreement. If there is no agreement, a contract may be altered or
terminated if there is either a material breach efdbntract or if there

is a substantial change in those circumstances that were the basis for
the parties to enter into that contract. A party to a contract may also
unilaterally refuse to perform its obligations if such right is established
by law or thecontract. The use of such right may result in the need to
pay compensation to the other party.

Part Il of the Civil Code further expands on the law of obligations. It
contains provisions governing certain types of contracts: sale and
purchase; swapcontd ; donati on; annuity;
agreement; provision of services; transportation; forwarding; loan;
bank deposit; bank account; settlement; storage; insurance; agency;
trust management; franchising and simple partnership contracts. In
addition, Rrt Il of the Civil Code provides for nezontractual
obligations such as agency without authority, torts (including product
liability), unjust enrichment, public contest, and public promise of a
reward.

Many provisions of the Civil Code required the admpif additional
legislation. Such legislation includes the Federal Law On Joint Stock
Companies, the Federal Law On Limited Liability Companies, the
Federal Law On State Registration of Legal Entities and many other
laws. Instances remain, however, whapgropriate lower level
legislation has not been adoptdtie absence of a direct multimodal
transport law being one such example.
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Part Ill of the Civil Code entered into force on 1 March 2002,
covering the law of succession and conftitiaw rules. P lll,

Chapter V of the Civil Code (the Inheritance Law) details the rights of
citizens to dispose of their property by devise, establishes priority
categories of heiratlaw (i.e. those who inherit absent a devise), and
provides for other forms of inhigance. Legal entities and the state
may act as heirs. In addition to regular wills (which should be
executed in writing and notarized), Chapter V provides for
confidential wills and wills made in a simple written form.

Part 1ll, Chapter VI (Internationd&rivate Law) regulates transactions

Afcomplicated by a foreign el ement
citizen or with a foreign | egal el
el ement . Generally, the parties

a foreign element are free to choose any law (either Russian or

foreign) as the law governing their transaction; however, the law so
chosen will not apply if it contravenes the public order ofRhasian
Federationorsocallals u-ma&mdat ory ramlawves dé of R

Part Ill, Chapter VI of the code recognizes that foreign law may be
applicable in Russia regardless of whether or not the choice of
Russian law as applicable is honored in the respective foreign country.
If the application of foreign law dependsanpreciprocity, it shall be
presumed that reciprocity exists. If the parties did not choose the law
applicable to their transaction, the applicable law will be determined
on the basis of the default rules of the Civil Code (Part Ill, Chapter
VI). Generally these conflicbf-law rules are based on the idea that a
transaction should be regulated by the law of the country that has the
closest connection to the transaction. The code contains caniflict

law rules relating to both contractual and fwamtractué(e.g. tort)
obligations. Special provisions in the code determine the law
applicable to international consumer transactions; assignment of
rights; obligations arising from unilateral transactions; interest accrued
on monetary liabilities; product and gie liability; liability for

unfair competition; unjust enrichment.
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Part IV of the Civil Code, covering various intellectual property
issues, came into force on 1 January 2008. These issues are discussed
in more detail in a separate chapter of this broelon 1P.

In 2008 the President of the Russian Federation by decree launched a
full-scale reform of the Civil Code aimed at making the code more
flexible, upto-date and attractive to foreign investors. As mentioned
earlier, the Civil Code is one of thenfdamental Russian laws

underlying other Russian legislation and will therefore affect all
companies doing business in Russia

A lot of important changes were introduced into the code in-2013
2015.

By way of example, on 1 March 2013 the law introducingfitisé set

of changes to the Civil Code, which concern in particular the state
registration of property, the principle of good faith in business and
abuse of rights, came into force. According to these changes, from
March 2013 there is no need to registansactions with real estate,
instead only rights to real estate will require state registration. These
changes were designed to end a burdensome system of double
registration under which, for instance, the sale of an apartment
required simultaneous retiation of the sale and purchase contract as
well as of the transfer of title to the new owner.

The principle of good faith in conducting business affairs was
introduced into the Civil Code as one of the main principles of civil
legislation. This is aimedt bringing Russian law closer to European
rules where courts have greater flexibility in evaluating the business
conduct of the parties. This will mean that bona fide participants of
commerce should be better protected. For instance if a codpany
rightsare violated by the bad faith actions of a counterparty, the
company will be able to seek protection even if that counterparty did
not formally breach the terms of the relevant contract.

Acting in circumvention of the law is now to be classed as an alfuse
rights. From now on such abuse of rights may result in the need to pay
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damages to those whose own rights are violated by such abuse as well
as possibly more serious consequences such as invalidation of
transactions concluded with an abuse of rights.

Other significant changes of 2013 include abolishment of the
mandatory requirement for an international transaction to be in
writing, change in rules on challenging transactions making it less
easy to challenge a transaction purely on formal grounds, and
introduction of new rules which envisage that a power of attorney can
be irrevocable.

In 2015 several new concepts were introduced, such as insolvency of a
citizen, alternative and optional obligations, a fine for failure to

perform under a court rulingiddrent), the secalled option

agreement, intecreditor and framework agreements.

Further changes to property rights and rules of succession are
expected to follow.
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17. Intellectual Property

17.1 Regulatory Environment

Russian IP legislation consists for the nuestt of the Civil Code of

the Russian Federation, specifically Part IV put into force by Federal

Law No.230-FZ, dated 18 December 2006. Part IV of the Civil Code

along with Federal LawNo.232#Z A On Enacting Part
Code of the Russian Feda t i on, 0 dated 18 Decem
replaced or amended all preceding individual IP laws as of 1 January
2008. Part IV of the Civil Code is a codification of nasting IP

laws, which have been compiled as chapters in Part IV of the Civil

Code with sora significant amendments. Partdlll of the Russian

Civil Code also set out certain general provisions pertaining to legal
protection of IP rights. Federal Law N#8b-FZ, dated 12 March 2014,
introduced a vast set of amendments to Part IV of the CivieQuoakt

of which entered into force on 1 October 2014 and the second part

on 1 January 2015.

Any foreign legal entity or individual may seek protection for
its/his/her intellectual property rights in Russia, provided that the
requirements of the law asatisfied. Russia is a signatory to major
international treaties on intellectual property rights, including the
Universal Copyright Convention, the Berne Convention for the
Protection of Literary and Artistic Works, the Paris Convention for the
Protectionof Industrial Property, the Patent Cooperation Treaty, the
Madrid Agreement on the International Registration of Trademarks,
the Protocol to the Madrid Agreement, the Singapore Treaty on the
Law of Trademarks, the Trademark Law Treaty, the Patent Law
Treal, the Rome Convention for the Protection of Performers,
Producers of Phonograms and Broadcasting Organizations, the
Brussels Convention for the Protection of Producers of Phonograms
Against Unauthorized Duplication of Their Phonograms, the Nairobi
Treatyon the Protection of the Olympic Symbol, the Budapest Treaty
on the International Recognition of the Deposit of Miorganisms

for the Purposes of Patent Procedure, the Strasbourg Agreement
Concerning International Patent Classification, the Locarno
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Agreament Establishing an International Classification for Industrial
Designs, the Nice Agreement Concerning the International
Classification of Goods and Services for the Purposes of the
Registration of Marks, the WIPO Performances and Phonograms
Treaty, the WPO Copyright Treaty and the WIPO Beijing Treaty on
Audiovisual Performances.

17.2 Patents

An invention is atechnicalsolution in any field related to a product

(inter alia, to a device, substance, microbial strain, or cell culture of

plants and animals) orraethod/process. Patent protection is given to

an invention if it is novel, inventive (nesbvious from prior art) and
industrially applicable. The maximum duration of patent protection

for an invention is 20 years from the application filing date, subject
payment of annuities. The term of a patent for an invention related to a
medicine, pesticide or agrochemical, the use of which is subject to
obtaining special permission (Marketing Authorization), may be

extended at the request of the patent owner par@d not exceeding

five years. The right to obtain a patent belongs to the inventor, his/her
empl oyer (in case of an employeed:
patent application is filed with the Federal Service for Intellectual

Property, Patentsaridr ade mar ks (A Rospatento) .

A utility model is atechnicalsolution pertaining to a device. Utility

model protection is similar to that of inventions, with certain

limitations and restrictions. A utility model is granted patent

protection if it is novel andhdustrially applicable. The term of a
utility model 6s patent protection
filing date, subject to payment of annuities, and may be extended for

an additional period not exceeding three years. One application can
cover onlyone device, variants have not been possible since 1 October
2014.

An industrial designis an artistic and construction solution that

determines the outer appearance of a product of industrial or
handicraft origin by itsmages An industrial design is gréed patent

264 Baker & McKenzie



Doing Business in Russia

protection if its essential features as present on the images are novel
and original. An industrial design is deemed novel if the combination
of its essential features from the images is not known from
information publicly available in the watlbefore the priority date of

the industrial design. An industrial design is considered original if its
essential features from the images evince the creative character of a
productdés distinctive features.
patents grated prior to 1 January 2015 lasts for 15 years, subject to
payment of annuities, and with the possibility of extension for an
additional period specified in the application, but not exceeding ten
years. Starting from 1 January 2015 the initial term of sivohl

design patent validity lasts for five years, extendable four times for an
additional five years (25 years in total).

Russia has two valid patent systems for inventions: national and
regional. The regional patent system is based on the Eurasiah Paten

Convention of 1995 (the fAiConvent.i ¢

patent to cover eight countries that are members of the

Commonwealth of Independent States. Russia is a member state of the

Convention. Both Russian and Eurasian patents for inventiornisecan
obtained to protect an invention in Russia. Utility models and
industrial designs are not covered by the Convention and can be
protected only under national patent law.

A granted Russian patent may be invalidated on a limited number of
grounds, such abke patented invention, utility model or industrial
design not complying with the conditions of patentability established
by Russian patent law; the patented invention, utility model or
industrial design not being sufficiently disclosed to enable
implemenation by a skilled person; the patent being issued when
there were several applications for identical inventions, utility models
or industrial designs having one and the same priority date; the patent
indicating as the author or patent holder a persobeiog such or

without an indication in the patent of the author or patent holder.

A patented invention or utility model will be deemed used in a product
or by a method if the product contains, or the method uses, each
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feature of the patented inventionudility model stated in an
independent claim of the invention or utility model, or a feature
equivalent thereto. Equivalence of a feature is generally assessed
according to the criteria of identical or adequate replacement and
achievement of the same teatal function/effect.

Patent rights are protected by the remedies contained in the Civil Code
of the Russian Federation (see secfidrilbelow) am are applicable

at the request of right holders and/or exclusive licensees under the
authorization thereof.

Preliminary or interim injunctions are available but rarely granted in
patent cases at present. It is more realistic to obtain preliminary or
intelim injunctions in case of a repeated infringement that has already
been proven in other litigation in respect of the same patented product
or process.

There are also criminal and administrative proceedings available for
patent disputes but these are raredgd.

Summary of specific issues of patent litigation in Russia

It is necessary to have all information and evidence at hand before
initiating the action since:

i there is no discovery;

1 courts frown upon requests aimed at obtaining information
from third paties;

1 once initiated the proceedings move quickly;

1 judges rely heavily on forensic examination results, thus it is

necessary to engage suitable experts to recommend for the
forensic examination.

Patent invalidity is not a defense in patent infringement actions since
these are two different types of action. The Chamber for Patent
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Disputes of the Russian Patent Office handles invalidity actions.
Russian courts handle patent infringement suits. &t tha patent is
invalidated partially or in whole a patent infringement court case may
be dismissed or reconsidered.

It is necessary to be careful in drafting claims as ambiguous claims
may be rejected by the court even if the plaintiff has sufficient
evidence to prove infringement.

The IP court, which has operated in Russia since 2013, currently
considers patent disputes as a third (cassation) court instance (see
Sectionl7.12below).

Under Russian law it is possible to assign or license an invention,
utility model and industrial design protected by a patent to another
person. Such assignment and license agreements must be recorded
with Rospatentfailing which the transfer (grant) of the rights is

deemed not to have taken place. These agreements enter into force as
of the date of such recording. The patent owner has the sole right to
use an invention, utility model or industrial design that isquteid by
such a patent. Wi thout the patent
allowed to use a patented object in any way, including importation,
manufacture, application, offer for sale, sale or other introduction into
commercial turnover, or storage for thisrpose. Infringement of

patent rights may entail civil, administrative or criminal liability in
accordance with the applicable legislation.

17.3 Trademarks, Service Marks, Trade Names and
Appellations of Origin of Goods

Under Part IV of the Civil Codétademarks (and service marks)

are designations individualizing goods or services of legal persons and
individual entrepreneurs. A mark may be represented by a word or
words, pictures, thredimensional signs and other designations or
combinations thereof. A traderk may be registered in any color or
color combination.
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Legal protection of trademarks and service marks is granted by virtue

of their registration with Rospatent or by virtue of international

agreements to which the Russian Federation is a party.aRsissi

if Hofsitl ed jurisdiction. Although u
trademarks do not enjoy legal protection, extensivdiling use may

help to demonstrate acquired distinctiveness if the trademark is

inherently nordistinctive.

It is advisable t@onduct a preliminary search of senior rights among
registered trademarks and pending applications designating similar
goods and services prior to any use or filing of a trademark for
registration. The Russian trademark legislation does not provide a
formal opposition procedure. Trademarks maybe challenged by third
parties only after registration, however it is possible to submit an
Ainformal oppositiondo with object.i
while the undesirable trademark is still pending. Alllagtions are
examined by Rospatent for compliance with formal and substantive
requirements, including absence of conflict with a prior right. A
coexistence agreement with the holder of a prior right (or its written
consent to registration) may help to mame a provisional refusal.

Trademark protection is granted for ten years from the filing date of
the application, and may be renewed during the last year of validity
for a subsequent teyear period. Unless it is renewed a trademark
registration lapsed.rademark protection may be terminated upon a
request from an interested party in respect of all or part of the
designated goods and services due tousm The request for
cancellation may be filed before the IP Court with respect to
registered trademigs or service marks that, as of the date the
cancellation request is filed, have not besadiin Russia for a
consecutivehreeyear period... Any changes which might affect the
registration, such as changes of name and/or address of the trademark
owner,assignments, mergers or other transactions, must be recorded
as soon as possible.

Extensively used trademarks and unregistered signs may be
recognized as weknown marks in Russia. Legal protection of a well
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known trademark is perpetual, retrospectivd ander certain
circumstances not limited to goods and services in regard of which the
registration has been granted. Therefore, the procedure of recognizing
a trademark welknown may be used in order to ban use of identical

or confusingly similar tradennies owned by third parties for other

goods and services, without it being necessary to have the renowned
trademark registered in all classes of goods, thus risking cancellation
based on nonse. Trademark and service mark assignments and
licenses must beegistered with Rospatent. In the absence of such
registration the transfer of the respective rights to the trademark is
deemed not to have taken place.

Trade namesare protected by the Civil Code. Part IV of the Civil

Code contains a special section conugy legal protection of trade
names. Trade names{sca | | ed Acommer ci al desi ¢
designations which individualize trading, industrial or other types of
enterprises owned by legal entities and individual entrepreneurs.

Trade names differ from cqmany names in that they do not require
registration and are not subject to obligatory incorporation into the
foundation documents of the trade name owners. The owner of a trade
name enjoys an exclusive right to its trade name and may use it by any
lawful means. The exclusive right to a trade name arises if the
designation which is used as a trade name possesses sufficient
distinctiveness and its use has gained notoriety within a certain
territory. The scope of protection of a trade name used for the purpose
of individualization of an enterprise located in the Russian Federation
is limited to the territory of the Russian Federation. An exclusive right
to a trade name terminates if the owner of the trade name fails to use it
during a continuous ongear period A trade name owner may grant

the right to use its trade name to another person under a lease of
enterprise agreement or a franchising agreement.

An appellation of origin of goods is a hame constituting or

containing a current or historical denominatidrma@ountry,

settlement, locality or other geographic unit (hereinafter referred to as

a fAigeographic unito) or a derivat.i
become known as a result of its use with respect to goods, the specific
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features of which are mainly exclusively determined by natural
conditions or human factors which are characteristic of such
geographic unit. A designation which, though representing or
containing the name of a geographic unit, has entered into the public
domain in the Russian Fedgoa as a designation of goods of a

certain kind (has become generic) and is not related to the place of
manufacture of said goods, may not be deemed to be an appellation of
origin of goods. Legal protection is given to an appellation of origin of
goods baed on its registration with Rospatent. An appellation of

origin of goods may be registered in the name of one or more persons.
The person or persons that have duly registered an appellation of
origin of goods obtain the right to use such appellation,igeohvthat

the goods manufactured by such person(s) satisfy the criteria
mentioned above. The right to use an appellation of origin of goods
may be granted to any legal entity or individual which produces goods
with the same specific features within the samrritory. The

protection is granted for ten years from the date of filing the
application, and may be renewed for subsequengdan period. The
owner may not grant licenses for use of the appellation of origin of
goods.

Infringement of rights to a toeemark, service mark or appellation of
origin of goods may entail civil, administrative or criminal liability.

17.4 Company Names and Trade Names (Commercial
Designations)

Company names are designations that identify or distinguish different

legal entities wheronducting their commercial activities. Legal

protection of company names is provided by the Civil Code and the

Paris Convention for the Protection of Industrial Property, to which

the Russian Federation is a party. In the Russian Federation a
companynam consists of two parts: the
legal structure and the distinctive name of the company. A company

may use the official name of the Russian Federation or any words

derived therefrom in its company name only with the consent of the
Russian Government. The right to a company name arises from the
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moment of state registration of the legal entity. The owner of a
company name is allowed to use its company name exclusively, and to
prohibit others from its unauthorized use. The owner ofnapamy

name may not alienate its company name or grant the right to use it to
another person. A legal entity may not use a company name that is
identical or confusingly similar to the company name of another legal
entity if both entities are engaged in danibusiness activities and the
company name of the former legal entity has been incorporated in the
state register of legal entities prior to state registration of the latter. A
legal entity illegally using the company name of another legal entity is
obliged to cease such use at the request of the company name owner
and to compensate for any losses caused. A company name owner
may use its company name or its individual elements as a part of its
trade name or a trademark (service mark) belonging to theacogmp
name owner. A company name incorporated in a trade name or a
trademark (service mark) is protected regardless of the protection of
the trade name or the trademark itself.

17.5 Domain Names

Part IV of the Civil Code of Russia does not list domain nhames among
objects of intellectual property, nor does it contain a legal definition of
a domain name. A registered domain name by itself is not considered
as a prior right impeding registration of a trademark, unless at the date
of trademark pplication the websites famous enough for Rospatent

to find that registration of the trademark may lead to customer
confusion.

Please note thaRU domain names are registered in Russia on a

i f icometfirsts er vedo basis by sever al roe
domain nameshe registrars neither check nor require domain name
applicants to prove that they have a legitimate right to use the names

they seek to register.

Pursuant to Part IV of the Civil Code, no one may use, without the
permission of the tragimark owner, desigations that are confusingly
similar to a trademark in respect of goods and services for the

Baker & McKenzie 271



individualization of which the trademark was registered, or similar
goods. The law specifies some acceptable forms of use of a trademark
by its owner. The exclusivright to a trademark may be exercised, in
particular, by use of the trademark on the Internet, including its use in
domain names and other means of address.

In the recent years the number of disputes over domain names has
significantly increased.

Thereis no procedure similar to the Uniform Domaiame Dispute
Resolution Policy in Russia; therefore, all domain name disputes that
are not amicably resolved need to be taken to a court of law. In
practice domain name disputes are usually submitted to atbitra
(state commercial) courts (regardless of whether the defendant is an
individual or a legal entity) as claimants (owners of trademarks valid
in Russia) are either legal entities or individual entrepreneurs.

According to the recent practice of the Higlebitrazh Court®
courts should verify three criteria for finding a domain name holder
responsible for a trademark infringement:

1 whether the domain name at issue is confusingly similar to the
trademark;
1 whether the domain name holder has any rights ai leg

interests with respect to the domain name;
1 if the domain name is registered and used in bad faith.

Consequently, if the registrant of a confusingly similar domain hame
has acquired it and uses it in good faith for activities unrelated with
the goods andervices of the trademark holder, it is highly unlikely
that the court will rule in favor of the trademark owner, especially if

 Although on 6 August 2014 the Higher Arbitrazh Court was merged with the
Supreme Court of the Russian Federattba,decisions and guidelines on domain
name issues of the former are still observed by the lower courts.
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the domain name was acquired prior to the registration of the
trademark.

In addition, it is worth noting that even if ttrademark in question
hasno6t been actually used by its ¢
registration may be considered illegal and infringing upon the
trademar k owner 6s rights (in accol
Higher Arbitrazh Court).

17.6 Copyrights and Neighboring Rights

Part IV of the Civil Code protects works of science, literature and the
arts (copyright), and grants protection to the rights of performers,
phonogram producers, broadcasting and eas$ting organizations,
database compilers and pubbst (neighboring rights). Copyright
protection arises by virtue of the creation of a work of art without any
registration requirements. An author enjoys personal (moral) rights
(right of authorship, right to the name, right to public disclosure, right
topr otect the authorés reputation)
reproduction, distribution, import, public demonstration, public
performance, translation, modification, etc.). Personal (moral) rights

are inalienable from the author and cannot be assignednsferred

by agreement. The proprietary rights to a copyrighted object may be
licensed or assigned by virtue of a copyright agreement. Part IV of the
Civil Code allows for the transfer of copyright in the form of an

exclusive or norexclusive licensagreement as well as by an

assignment of copyright. The term of copyright protection for all

works, including software programs or databases, is the lifetime of the
aut hor plus 70 years after his/ hei
(right of authorshipirght t o t he name and righ
reputation) are protected perpetually. Infringement of copyright may
entail civil, criminal or administrative liability.
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17.7 Software Programs and Databases

Copyright protection also applies to software praggand databases.
Pursuant to Part IV of the Civil Code, software programs are protected
as literary works, while databases are protected as compilations.
Although registration is not mandatory for protection, an author may
optionally register and depositftware or a database with Rospatent.
Assignments of registered software and databases must be recorded
with Rospatent. A software program or a database is protected for the
lifetime of the author(s) plus 70 years after his/her (their) death(s).
The rightto use a software program may be granted under a software
license agreement.

17.8 Topologies of Integrated Microcircuits

In accordance with Part IV of the Civil Code, legal protection is

granted with regard to original topologies of integrated microcircuits,
devel oped as the result of an auth
exclusive right to use the topology as he/she sees fit, including the
prohibition of its unauthorized use by third parties. The rights to a

topology may be transferred fully or partiallydnother person under

a written assignment agreement or license agreement. Although the
registration of a topology is not mandatory for its protection, an author

may voluntarily register it with Rospatent. The exclusive right to use

the topology is effectiw for ten years from the date of its initial use or
from the date of the topologyds r

17.9 Trade Secrets (Know-How)

Rules on trade secrets (kndww) are included in the Russian Civil
Code (PartIV) and Federal LawNgB-F Z mi OTr ade Secr et s
29 July 2004, as amended (the ATr i

According to the Civil Code, information of any nature (production,

technical, economic, organizational, etc.) relating to results of
intellectual activity in the scientific and gimeering sphere and the
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methods of carrying out professional activity may be treated as a trade
secret (knowhow) and be protected intellectual property only if:

1 such information has actual or potential commercial value
being notknown to third parties;
1 there is no free legal access to such information; and
T the ownermof such information takes reasonable measures to
mai ntain such informationbs co

establishment of a special trade secrets regime with regard to
such informatn.

All these criteria must be met in order for information to be protected
as a trade secret (knewow) and recognized as intellectual property
under Russian law. If any of these criteria is not met the entity might
be unable to protect its trade secfetg. to initiate criminal or
administrative prosecution for violation of the trade secrets regime, to
claim damages, to dismiss an employee for disclosure, etc.).

Pursuant to the Trade Secrets Law, the trade secrets regime includes
the following steps andctions to be taken by an entity in order to
protect (and have others respect) its trade secrets {knowy

1 to createa list of information constituting a trade secret;

1 to limit access to the trade secret by establishing and
implementing controlling preeures;

1 to list the persons who have been given access to the trade
secret, including, e.g., employees and counterparties of the
trade secret owner;

1 to regulate th relations on use of the trade secret by
employees on the grounds of employment agreemadtbya
contractors on the grounds of civil agreements; and
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i to affix Atrade secreto mar ki
(documents) containing the trade secret with a reference to the
owner of such information with its full name and address.

The trade secrets reginmgedeemed established if and when the trade
secret owner performs all the abawentioned actions. Otherwise, the
company might be unable to prove that certain information constitutes
know-how under Russian law and, consequently, to protect its
valuable ifiormation as valid intellectual property.

1710 Empl oyeebs Devel opment s

As a general rule of Russian law, an employer obtains rights
(including the exclusive right) to the intellectual property created by
an employee strictly within his/her employment dutieser€fore, to
ensure that all rights are owned by the employing company, it is
essential to ensure that employment agreements and other relevant
documents with Russian developers are drafted in such a way that all
rights in and to the intellectual propertgated by the developers are
fully and duly vested in the employer and are consequently wholly
owned by the employer without any limitations or encumbrances.

In most cases employees create patentable intellectual property and
copyrighted works.

The amounbf remuneration for creation of intellectual property and

its payment to an employee is established in an agreement between the
employee and the employer. Should the employee and employer fail

to reach such an agreement, the amount of such remuneration and
other payment terms may be established byurtat the request of

either party.

The Russian Government adopted rules on the calculation of
remuneration payable to employee inventors who have created
patentable solutions, including an invention, utifitpdel, or
industrial design.

276 Baker & McKenzie

n



Doing Business in Russia

Specifically, these rules entitle the employee inventor to receive a
payment equal to 30% of his/her average monthly salary (for the last
12 month preceding the creation) for the creation of an invention, and
20% of his/heaverage monthly salary (for the last 12 month
preceding the creation) for the creation of a utility model or an
industrial design. In addition, the employee inventor is entitled to
receive an average monthly salary for eacimb2ith period during
which theinvention, utility model or industrial design is used by the
employer. The employee inventors are also entitled to 10% of the
licensing fees the employer receives under a patent license, and to
15% of the remuneration received by the employer as consaera

for the assignment of the patent.€Ble rates of remuneration apply

the absence of a specific agreement between the employer and
employee covering these issues.

To ensure that all rights to the intellectual property created by
employees are vest@uthe employer the latter should take the
following steps:

1 draft an employment agreement as well as other employment
documentsi(e. job descriptions) to ensure that any
intellectual property which has to be, or might be, created by
an employee would falhto the scope of his/her employment
duties;

1 ensure that the employment agreement envisages that the
remuneration for creation of intellectual property is included
into the employeeds salary or,
the employer enter into aastdtalone agreement on the
remuneration (it is highly advisable to enter into such
agreements with employees who are likely to create
patentable solutions in order to avoid application of the rules
on remuneration established by the Russian Government);

i the employer sbuld take timely measures provided by the
Russian Civil Code (Part V) to keep the ownership to the
intellectual property created by its employees (i.e. keep the
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created intellectual property confidential, file a patent
application with Rospant, start to use the created intellectual
property, etc.).

17.11 License and Franchise Agreements

Under a general rule of Russian law, a grant of the right to use
intellectual poperty in Russia may be in the form of a license or
franchise agreement made in tiviy and signed by both parties.

The grant of rights to registered patents or trademarks under a license
agreement or a franchise agreement is subject to mandatory state
registration with Rospatent. Without such registration with Rospatent
the license/frachise would be considered invalid in Russia.

The grant of rights under a license/franchise agreement can be
registered on the basis of a notification executed by both licensor and
licensee (franchi and franchisee) and filed with Rospatent. Such
notification must contain the essential terms of the relevant agreement.
Alternatively, to register the grant of rights to use intellectual property
under a license / franchise, the parties can file a notarized extract from
the relevant agreement or the agreenmeits entirety with Rospatent.

At the moment the safest approach is to file the entire agreement for
recordal with Rospatent, since there might still be questions as to the
enforceability of those license and franchise agreements or parts of
them or amedments thereto that have not been submitted to and
registered with Rospatent.

License and franchise agreements between an international
licensor/franchisor and a Russian licensee / franchisee may be

governed by noiiRussian law. However, certain mandatBuyssian

law provisions and requirements would be applicable to license and
franchise agreements irrespective
instance, a license/franchise agreement must provide a detailed
description of the licensed intellectual proggg.g. registration

numbers of the licensed trademarks) and specify the scope of rights
granted to a licensee. From the Russian law perspective the right to
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use intellectual property that is not specifically provided in a license
agreement is consideredtrgranted.

Under Russian law, a franchisor is subsidiarily or even jointly and
severally liable with a franchisee with regard to claims brought against
the franchisee in respect of the quality of franchised goods and/or
services. The scope of such lialyildiffers depending on whether or

not the franchisee manufactures those goods in connection with which
a claim is brought under the franchise agreement. For a trademark
license, a trademark licensor would be jointly and severally liable with
a licensee irconnection with claims brought against the licensee in
connection with its manufacture of goods and rendering of services
under the licensed trademark.

17.12 IP Enforcement. IP Court

Infringement of intellectual property rights entails civil, administrative
or criminal liability.

Criminal and administrative actions are initiated by the police, the
customs, the Federal Antimonopoly Service, or by the mark owner
filing a complaint with one of the above agencies. To qualify for
criminal proceedings, the infringemiemust have caused substantial
damage to an IP right/trademark owner or consumers. The authority in
charge will investigate the case and pass their findings on to the court.
The decision of the court of first instance may be further appealed in
the courtof appeals and in the cassation court.

In Russia legal entities cannot be held liable foriminal offense.
Criminal charges may be lodged against the director(s) of the entity
responsible for infringement of copyright and related rights (article
146 ofthe Criminal Code), patent (article 147 of the Criminal Code),
trademarks, service marks and appellations of origin (article 180 of
the Criminal Code). Depending on the scale and gravity of the crime,
the court hearing the criminal case may adjudge a lpongist in the

form of a fine, mandatory community service, correctional labor or
imprisonment.
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Administrative sanctions (fines, confiscation of infringing goods) are
applicable both to individuals and legal entities. The sanctions applied
to legal entitiesare stricter than those applied to individuals. If a legal
entity repeatedly or grossly infringes IP rights, the court may decide to
liquidate it.

A civil claim may be filed in a criminal trial, but to obtain damages in
case of administrative liabilityhe trademark owner must file a civil
lawsuit in parallel.

Remedies under civil proceedingiclude:

1 Declaration: recognition of the right when a person either
denies ootherwise does not recognize the exclusive rights
and by doing so violates the intesesf the right holder;

1 Injunction: stopping the actions that infringe the right or
create the threat of infringement;

1 Payment oflamages od alternatively for patent, trademark,
appellation of origin, copyright and related rights holders
of monetary compensation in the amount:

0 from RUB 10,000 to 5 million, or

o] of double the royalties that would be due under
similar drcumstances;

1 Seizure of material utilized by the manufacturer, importer,
holder,carrier, seller, distributor or nésona fide acquirer;
and

1 Proclamaibn: publication of a court decision on an

infringement.

The Court for Intellectual Property Rights ( il P Cour t 0)
IP-dedicated civil judicial body in Russia. It became openai on 3
July 2013. It has exclusive jurisdiction to consider disputes involving
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intellectual property rights and acts both as the court of first instance
and the court of cassation.

1 As the ourt of first instance, the IP Court resolves disputes
involving challenges of acts of federal state authorities in the
IP area as well as various disputes related to granting or
terminating the legal protection of IP, including decisions of
the federal antimonopoly authority on recognizing actions
related tahe acquisition of exclusive rights to the means of
individualization of legal entities, goods, works, services and
businesses as unfair competition;

1 Within its capacity as the court of cassation, the IP Court
considers cases it had previously resolved esurt of first
instance as well as cases related to the protection of IP
resolved by other arbitrazh courts across the country;

1 The court is authorized to resolve all disputes mentioned in
federal legislation regardless of the parties involved in the
ca®;

1 Judicialdecisions passed by the IP Court as the court of first

instance can not be appealed other than by way of cassation
appeal and come into force immediately after adoption.

The IP Court resolves IP disputes collegially in the first instance and
in cassation, while the Presidium of the IP Court reviews cassation
appeals in cases considered by the IP Court in the first instance.

1713 Ru s s i a 0 s -PMaeweghslation

In August 2013 Russia introduced countrige blocking injunctions
for the rights ownes of movies and TV shows and codified safe
harbor principles for information intermediaries.

On 1May 2015 blocking injunctions also became available to owners
of other categories of copyrighted content (with the exception of
photographs).
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Applications seking preliminary injunctions are to be filed with the
Moscow City Court. Alongside the |
be an option of filing the application through anlime form at the

website of the Moscow City Court. In both scenarios, the apylica

must prove the infringement and provide sufficient evidence of the
existence of the relevant rights. As it stands, Moscow City Court is the

only venue to consider disputes involving placement of infringing

content on the Internet.

Once the injunction igranted, the Moscow City Court appoints a
deadline for filing a claim (no more than 15 calendar days). If the
claim is not filed, the preliminary injunction will be withdrawn. The
ruling imposing the injunction will be published on the website, sent

to the applicant and the Telecom Regulating Authority
(Roskomnadzor). The adverse party is entitled to request the court to
bind the applicant to provide an indemnity to cover potential damages.

Further, the law provides for a procedure of executing injunctigns
Roskomnadzor. Roskomnadzor must identify the ISP; send a notice
with details that will enable the identification of the particular website
and work (name of the work, author, rights holder, IP address) and
record the date when it was sent out.

The ISPmust inform the customer and request immediate removal of
the infringing information within one business day. If the customer
takes no action the ISP must limit access within three business days
after the receipt of the notice by the customer. Should3XRddil to
perform such actions, this information will be sent to the relevant
network operator, who must block this website/web page within one
day.

The law explicitly states that the ISPs can not be held liable for
limitation of access to the Internetder this procedure.

Liability of Internet service providers (ISP):

There are three types of providers identified by the new law:
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i persons performing transmission of materials in networks (i.e.
access providers);

1 persons providing the possibility of placinmaterials in
networks, or information required for obtaining such materials
(i.e. website and platform operators); and

1 persons providing the possibility to access materials placed in
networks (e.g. hosting providers).

An Internet access provider can nothiadd liable if it (i) does not

initiate thetransmission, (ii) does not alter materials (except for
technical purposes), (iii) is not and could not have been aware that use
of the materials by the person initiating their transmission is illegal.

A websiteand platform operator can not be held liable if it (i) is not
and could not have been aware that use of the respective intellectual
property in such materials is illegal, (ii) receives written notice of an
infringement and expeditiously takes necessadysaffficient

measures.

With respect to persons providing the possibility to access materials
placed in networks, the law just says that the above rules apply to this
category, without any further specifications.

Notwithstanding the adyve, the new legislain states that even if the
above requirements are met by an ISP, it is still possible to file an
infringement claim against the ISP, however the relief will be limited
and will not include damages or statutory compensation.
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18. Insolvency

18.1 Overview

Russia hasdd a series of insolvency regulations and laws in place
since 1992, which have been subject to regular changes and
amendments. Russian insolvency law is rather extensive and provides
several options including reorganization and rehabilitation of an
insolvent company and debt rescheduling for natural persons as an
alternative to liquidation/bankruptcy.

In practice, insolvency is not yet widely viewed as a reliable and
transparent process for resolving deladitor issues. To date,

creditors often view ias a process used by debtors to transfer assets
and avoid creditors; hence the col
addressed in the legislation as well as the concepts of suspicious and
preferential transactions of a debtor, which may be challenged during
insdvency proceedings. One of the instruments introduced to

influence attitudes towards bankruptcy is the liability for controlling
persons (i.e. management, shareholders, participants and other persons
affiliated somehow with a debtor) responsible for thekbaptcy of a
company.

While the Russian insolvency law previoualyplied only to legal

entities and individuals who were registered as sole entrepreneurs, it is
now applicable to both legal and natural persons, including those who
are not engaged in atwisiness activities. Separate rules are applied
with respect to bankruptcy of core companies, farms, financial
organizations (e.g. banks, insurance companies, etc.), strategic
enterprises, natural monopoly entities and developers.

18.2 Legislation

Insolvency ad restructuring in Russia is governed by Part | of the
Civil Code of the Russian Federation and by Federal LawiRBFZ
dated 26 October 2002 AO0ONn Insol vert
(the Al nsolvency Lawo) . I'n additi
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regulations adopted by the government, the Ministry of Economic
Development and various state bodies, in addition to court decisions
of the Supreme Court and other courts, designed to standardize
insolvency in practice.

In 2014 the rules related to signs aehkruptcy were amended. A

debtor or creditor is empowered to file a petition with a court for
bankruptcy if the debtor 60@¥er al |
for legal entities and RUB00,000 for individuals. Bankruptcy

proceeding of strategic enteig@s and natural monopoly entities can

be initiated only if the amount of indebtedness exceeds

RUB 1,000,000.

From 29 January 2015 the tax authorities and banks are entitled to
initiate bankruptcy proceedings against debtors if their debts are at
least thee months overdue.

There are also several draft laws pending in the State Duma (Russian
Parliament) and the Russian Ministry of Economic Development
aimed at improving the legislation and resolving various issues related
to bankruptcy proceedings. In gactlar, it is planned that EGRUL

will contain information on the stages of bankruptcy proceedings.

18.3 Procedure

Insolvency procedure may be initiated against a debtor in case it fails

to satisfy creditorsé claims or t
payment, etc.) within three months from the date the above claims

and/or obligations become due. The Russian insolvency procedure can

be initiated either by creditors, authorized state bodies, current and

former employees or by the debtor itself. Credismsvell as current

and former employees can file a petition to begin insolvency

proceedings only after obtaining a court judgment that a debtor owes

them in excess of RUB00,006° 8 in relation to legal entities, or in

excess of RUB00,0008 in relation b individuals. The requirement

89 After 29.01.2015
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for a court judgment was designed to protect debtors from frivolous
filings. Its downside is that it causes delays for creditors seeking to
quickly initiate the procedure. This rule has an exception for credit
institutions, which may initiate bankruptcy proceedings without a
court judgment based on signs of insolvency of the debtor under the
condition that they file a notification with a public state registry 15
days prior to initiating such proceedings. Under current coadtioe,

the termficredit institutiom covers not only banks with a Russian
license, but banks with licenses under their law of incorporation as
well. Furthermore, tax and customs authorities are also authorized to
initiate bankruptcy proceedings withoutaurt judgment 30 days

after the relevant authority rendered a decision to collect the amounts
due from the debtor.

The law requires debtor companies and individuals to file a petition
for insolvency within a montbf determining that satisfying one
credtor would make it impossible to satisfy their other debts in full or
if the debtor is more than 3 months late in paying salaries to their
current employees and/or severance pay to former employees.

Once the grounds of the petition for insolvency have bedfied, the
debtor company enters the first phase of the procedure, which is called
supervision. Each insolvency process involves a supervision period.
Other phases, which will vary depending on the circumstances of the
insolvency, include financial rebditation, external management,
liquidation and amicable settlement.

As for natural persons, the Bankruptcy Law provides two types of
procedures debt rescheduling and seizure of property.

The information which is subject to publication under the Insaye

Law should be included in the Uniform Federal Register of

I nformation on Bankruptcy and shol
newspaper.

It is no longer permissible for tax authorities to strike off from
EGRUL those notoperating (inactive) entities whiare going
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through bankruptcy proceedings. This principle was established by the
Act of the Russian Constitutional Court, aims primarily to protect
creditoGs interests and ensure their right to receive satisfaction.

18.3.1 Supervision

The supervision stage isamly aimed at having a coesippointed
temporary (bankruptcy) administrator secure and value the debtor

companybés assets and compile a |1 ¢
completed, the first creditors®d m¢
next steps.

During the supervision stage, the
extent in the same way as before, since the temporary administrator

has only |l imited powers over the

management remains in place, unless the adndtastreceives court

approval to dismiss the management. If the management is dismissed,

the new management is appointed by the court from among candidates
proposed by a representative of t|

At the same time there are certain lirtidas imposed by law which

need to be taken into account. First, during the supervision stage the
temporary administratords approval
with companyds assets with a val u
of t he s bstofdhe dase ofecemsnencement of the

supervision, (ii) for granting/receiving loans, assignment of rights,
transferring debts, granting guarantees/suretyships, putting the
debtords assets into trust. Seconc¢
is prohbited from buying shares from its shareholders, issuing bonds

or paying dividends, from taking decisions on reorganization,

liquidation, establishment of branches or representative offices or
participation in joint ventures, associations and holding corapan

According to recent amendments, after the supervision stage has
commenced, no penalties or any other financial sanctions may be
imposed on a debtor for failure to perform its obligations. Instead, the
amount claimed by creditors accrues interest aoatance with the
refinancing rate set by the Central Bank of Russia.

Baker & McKenzie 287



At the end of the supervision stage the temporary administrator

submits a report to the court. On the basis of this report and the
decision of the credi éecionndfurtime et i n
procedures to be applied to the debtor.

The supervision stage should last for not more than seven months,
although sometimes this period is extended.

18.3.2 Financial Rehabilitation

This procedure is rarely used in practice. It could be intteduf a

debtor companyé6és creditors and t h¢
reasonable chances of the debtor avoiding bankruptcy liquidation.
During this stage the debtords mail
business is carried out to a large extent as duha supervision

stage, with certain minor exceptions.

At the financial rehabilitation stage a debtor presents a plan for
repayment of the outstanding payments (debts) which can envisage,
among other things, the writirgff of an important part of such bies.

If the debtor succeeds in repaying its debts then the bankruptcy
proceedings are terminated.

In our experience this stage can be extremely effective, especially if
you find an investor prepared to invest into and develop the business.

18.3.3 External Management

External Management is aimed at restoring the debtor company to
financi al health. The debto+r 6s mal
appointed administrator manages the debtor according to an external
management plan, which is prepared by the adtnator and

approved at the creditorsd6 meeti n¢
completed within 18 months, but in some instances this term can be
extended.
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18.3.4 Bankruptcy Liquidation

Note that in contrast to other jurisdictions where insolvency
proceedings areften used as a tool to defend a company from its
creditors ad to help it recover from a difficult financial situation, in
Russia most insolvency proceedings end up with liquidation of the
company. Thus, bankruptcy liquidation is very often ordered bgtsou
after the supervision stage.

At this stage all the debtorbés as:
the order prescrid by law. Once the liquidation is completed, the

debtor is wound up and ceases to exist. The bankruptcy liquidation

could take fom six months to six years to complete, where the actual

term largely depends on the size of the company and its business,
number and complexity of creditor
claims brought by the bankruptcy administrator.

18.3.5 Debt Rescheduling

Debt rescheduling can be applied to natural persons to repay their
debts in up to three years. The procedure may be initiated either by the
debtor himself/herself if he/she contemplates insolvency and is unable
to pay his/her debts and/or has insufficigrdperty to pay. A creditor

is entitled to fie for bankruptcy of a natural person if satisfaction of
claims of one creditor makes it impossible for the debtor to discharge
in full monetary obligations which amount to at least R&{®,000, to

other credibrs.

A court®decisions that the application for bankruptcy is justified has
consequences similar to bankruptcies of companies, namely, the
debtor may not perform its obligations towards creditors and may not
conduct obligatory payments, including payitserequired by court
decisions in force. The court decision also accelerates the maturity of
all obligations for the purposes of bankruptcy proceedings.

The starting point is thdraft debt rescheduling plan, which is to be
prepared either by the debtor,the creditor. In case no draft is
presented within 2 month after the c@sidecision to initiate
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bankruptcy proceedings, the financial manager is to propose seizure of
property.

The plan is subject to approval by the first creditaneeting by a
simplemajority. If voted in favour of, the plan is to be approved by
the court. Theourt can enforce the rescheduling plan even if it is not
approved by the creditée meeting provided that the court finds that
the rescheduling will satisfy substantially mataims (at least 50% of
registered claims) than immediate seizure of property.

The rescheduling is terminated by virtue of a court decision if all
clams have bee satisfied. Shouldot all claims be satisfied, the
creditors may file a motion with the aduo cancel the debt
rescheduling plan not later than 14 days before the end of the period
provided for repayment.

18.3.6 Seizure of Property

A competent court initiates the seizure of property of a natural person
in the following cases:

1 thedebtor and the crédrs have not proposed a draft debt
rescheduling plan;

1 the creditorémeeting has not approved the draft debt
rescheduling plan and a court has delivered a ruling on refusal
to approve the debt restructuring schedule;

1 the debtrescheduling plan has beeancelled.

The procedure to seize property procedure is to be conducted within 6
months, but this term may be extended by a court. Only the financial
manager is eitted to exercise any rights over the defdquroperty

and his/her mission is to appratbe property of the estate and to sell

it.

A debtor is discharged from his/her obligations once the seizure is
completed, unies:
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T the déotor has been found criminally or administratively liable
for illegal actions in the course of bankruptcy proceedings;

1 the debtor knowingly provided incomplete or false
information;

1 the debtor acted in breach of the law when a creditaim

arose or during its performance;

1 the debtor has been declared bankrupt within 5 years after the
previows bankruptcy.

A natural peson may not file for voluntary insolvency within 5 years
after bankruptcy. He/she is also barred from managing legal persons
for 3 years and is obligated for the next 5 years to notify a creditor
under a credit or loan agreement of the fact that he/shecleas

declared bankrupt.

18.3.7 Amicable Settlement

The creditors and the debtor company or natural person are entitled to
sign a settlement agreement at any stage of insolvency proceedings.
Such an agreement will be subject
settlement agreemeist concluded andpproved by the court, the
bankruptcy proceedings are terminated.

18.3.8 Bankruptcy manager

The Bankruptcy Law provides that a creditor should propose a
candidate to be nominated as bankruptcy manager. The nominee
should bea bankruptcy manager of a professional Russian self
regulating organization establishing and monitoring requirements and
standards for bankruptcy managers. If the court concludes that the
proposed candidate meets the legal requirements, the court approves
this candidate as bankruptcy manager. According to recent
amendments, a debtor may no longer propose a nominee for the
bankruptcy manager position, even if the debtor initiates bankruptcy
proceedings. Instead, a sedigulating organization is to be esiabed

in accordance with the guidelines which are to be adopted by the

Baker & McKenzie 291



Ministry of Economic Development. The authority of a bankruptcy
manager has recently been expanded to include the right to request
and obtain information on managers, controlling pessord data of a
classified nature.

Note that the bankruptcy manager plays a key role in the bankruptcy
procedures and it is very important who this person is. It is noteworthy
that the bankruptcy manager i s emj
shareholddg) be made vicariously liable or claim for the invalidation

of transactions entered into by an insolvent company prior to or after

the commencement of the bankruptcy proceedings.

18.4 Challenging transactions

Transactions of the debtor may be challenged utgeinsolvency

Law on the following insolvency specific grounds: suspicious and
preferential transactions. The changes adopted in 2014 have extended
the scope of persons entitled to challenge transactions beyond only
bankruptcy managers. Now a bankruptogditor with more than 10%

of the total bankruptcy claims in the register of claims has also been
given the right to challenge transactions.

Two types of transactions are defined as suspicious, namely

undervalue transactions and transactions that are deenmringe

the rights of the debtords credit
overturned by the court in insolvency proceedings if it is proven that:

1 the counterparty to such transaction provided incommensurate
consideration to the debtor; and

1 thetransaction is concluded within 1 year prior to, or after the
initiation of, insolvency proceedings against the debtor.

A transaction which is deemed to I
challenged if the following conditions are simultaneously met:
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1 the conclusion of the transaction was intended to prejudice
credtada sé rights and has resulted

1 the counterparty to the transaction was aware or should have
been aware of the aim of such transaction;

1 the transa@bn was concluded within $ears prior to, or after
the initiation of, insolvency proceedings against the debtor.

A transaction gives preference to an existing creditor and may be
challenged if such transaction concluded within 6 months (in some
cases within 1 month) prior to or aftthe initiation of insolvency
proceedings against debtor and if such transaction:

1 provides for security for an existing creditor; or

1 entails any change of prioriti
claims are satisfied; or

1 may entail satisfaction of dtas that have not yet matured; or

1 results in peferential satisfaction of claims of one creditor

over ot her creditorsoé cl ai ms.

If a transaction is invalidated under the above grounds, the court will

apply restituibn and all assets transferred under soahstaction will

be returned to the debtor and form part of its insolvency estate. The

claims of the counterparty under the invalidated transaction, which is
deemed to infringe creditorsé rigl
transactions, may only betisdied after satisfaction of all claims of

creditors of all priorities. Claims of recipients of invalidated

undervalue transactions may be satisfied in the third priority together

with other unsecured claims.

In accordance ith the recent amendments, inftation regarding

claims to invalidate a transaction and corresponding court decisions is
to be made publicly available through the Uniform Federal Register of
Information on Bankruptcy.
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18.5 Priority of Claims

Russian law envisages the following ranks of cta(ereditors):

Priority
Rank:

First Rank:

Second
Rank:

Third
Rank:

294

Current expenses, which are monetary obligations tr
arise after the application for bankruptcy has been fil
with the court, such as court expenses and bankrupt
manager expenses have priority over the claims of a
othercreditors; Russian law sets out the following orc
for settling current expenses: (1) court expenses anc
bankruptcy manager remuneration and expenses
associated with engaging other persons, whose
participation is mandatory under the Insolvency law {
claims regarding salaries and severance pay, (3)
expenses associated with engagement of persons w
participation in the bankruptcy proceedings is not
mandatory, (4) utility and maintenance charges, (5)
other current claims.

Claims connected whi bodily injuries, other injuries to
health;

Claims of employees regarding their salaries and
severance payments, royalties to the authors of item
intellectual property. Among such, claims of employe
regarding their salaries and sevara payments in the
amount of RUB 30,000 per month per person are to
settled first, followed by the remaining claims of
employees regarding their salaries and severance
payments. Should any property remain after that,
royalties to the authors of intetiial property items
become subject to payment;

Claims of all other creditors, including claims of
secured creditors, claims of state bodies (e.g. federa
regional government, tax, pension funds, etc.). The
potential claims of regional govenent in connection
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with closing mines also fall within this category.

The property available for distribution, including proceeds from the
sale of assets, will subsequently be allocated among creditors of each
rank on a pro rata basis.

Asecuredcreditdnavi ng c¢cl aims secured by t
assets may enforce its security by means of foreclosure. Such secured
claims are satisfied prior to ot ht¢
In the event of foreclosure over pledged assets a creditaeegive

70% of the proceeds from the assel
be used to cover claims of the creditors of the first and second ranks,

as well as the court and bankruptcy manager expenses. If the pledge

was to secure the deb@sobligatons under a credit agreement, 80%

of the proceeds from sale of the asset shall go to the creditor and the
remaining 20% shall be used to cover claims of the creditors of the

first and second ranks, as well as the cand bankruptcy manager

expenses.

Fornatural persons, 80% of the proceeds is used to discharge the
pledgets secured obligations, with the remaining 10% and 10%
directed towards satisfying the claims of creditors of first and second
priority and to cover court and other costs, respectively.

18.6 Treatment of Secured Creditors

Creditors whose claims are secur e
may claim to levy execution over the pledged property and satisfy

their claims at an early stage during financial rehabilitation or external
management. If #nsecured creditor exercises this option, the pledged
assets are sold at a public auction and the proceeds are used entirely to
satisfy its claims. Should the proceeds from such an auction be
insufficient to satisfy tnbuatiscredi
to be satisfied on par with the claims of creditors of the third rank

once the liquidation commences. Written consent of a secured creditor
must be obtained if the pledged assets are on sale together with other
assets. Importantly, the court isoaved to prohibit levy of execution
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over the pledged assets if this will entail inability to reinstate the
debtords solvency.

In 2015, the capacity of secured creditors to vote at creditors meetings
was expanded. Previously, secured creditors were alltyweate

during the supervision stage and during the financial rehabilitation
stage or external managements stage, provided such creditors do not
levy execution over the pledged property. Now, secured creditors are
also entitled to vote on matters of eleatiof a bankruptcy manager,

or filing for dismissal of the bankruptcy manager, as well as a right to
vote on any matters during debt rescheduling or seizure of property of
natural persons.

If the secured creditor chooses not to exercise, or waives theaigh

levy execution on the pledged assets prior to the debtor being declared
bankrupt, such assets will be sold at a public auction in the course of
liquidation. In this case, 70% of the proceeds (or 80%, if the

underlying obligation secured by the pledg@a bank loan) will be

used to discharge the pledger 6s
(regardless of any claims filed by creditors of other ranks), 20% will

be directed towards satisfying the claims of creditors of the first and
second ranks, while 10% lbe used to cover court fees and other

costs (in the case of a bank loan, 15% and 5% respectively).

18.7 Liability of Controlling Persons

Vicarious Liability

Under the Bankruptcy Law a controlling person may be found liable
for the bankruptcy of a company abe ordered to compensate
creditorsdé | osses after all the
distributed. This is possible if the controlling person issued
instructions which led the company to bankruptcy.

A controlling persoris broadly defined as a pers(an individual or a
legal entity) who can either control the delGaactivity and give
mandatory instructions to the debtor (including a member of a
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liquidation commission and an owner of more than 50% of the
debtofs shares, or who could do so withire two years prior to the
initiation of the bankruptcy proceedings).

Under law the fault of the controlling persons in causing damage to

the creditors is presumed, but this presumption may be rebutted by the
controlling person: it would not be held lialifét acted in good faith

and in the debtords interests, ani¢
bankruptcy.

In addition, the amount of the controlling peréolability may be

reduced by the court if the creditdtgsses incurred as a result of

faulty acticms/omission to act of the controlling person are
significantly | ower than the over:
remain unsatisfied.

According to recent amendments, information on claims against
controlling persons for vicarious liability are to bade public

through the Uniform Federal Register of Information on Bankruptcy,
as well as information on subsequent court decisions on such matters.

In practice there has been one hpgbfile case where the creditors
have successfully sought orders fasalbsure of assets and a freezing
order regarding the controlling perésrassets globally in English
courts in support of the bankruptcy proceedings in Russia. It should,
however, be noted that English courts need to have jurisdiction over
the case to bable to support bankruptcy proceedings in Russia.

Criminal Liability

A director may also face criminal liability, and in practice this could
be used by the authorities as an instrument for putting pressure on a
license holder in order to avoid redundancaieve fulfilment of
certain obligations of the company under subsoil licenses, etc. In
particular, under the Russian Criminal Code a director and/or other
controlling persons, including shareholders, may be held criminally
liable for:
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(1) fraudulent actios aimed at concealing the assets of the
debtor; or

(i) intentional bankruptcy (when the director intentionally takes
business actions that ultimately result in the bankruptcy of the
debtor); or

(iii) sham bankruptcy (when the director intentionally makes the
public believe that a company is insolvent).

The liability for these crimes may vary from a criminal fine to
imprisonment. Russian law does not envisage criminal liability for
companies (e.g. if a shareholder is a legal entity), but in this case their
directors ould be prosecuted.
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19. Natural Resources (Oil and Gas/Mining)

Today Russia is one of the largest mineral producers in the world.
Russian mineral resources are an important component of its wealth.

19.1 Introduction

Russia differs from other countries where theate ownership of
minerals in the ground exists and where land owners have title to all
mineral resources located below their land plots. All Russian subsaoil
resources in the ground, including oil, gas, gold and other minerals,
unless extracted, are ownleglthe Russian state, irrespective of who
holds the title to the relevant land plot or holds the relevant subsoil
license. Rights to extract subsoil resources can be granted under
subsoil licenses which, as a rule, provide that ownership rights to the
extracted resources belong to the holder of the relevant license.

19.2 Subsoil Legislation

The Constitution of the Russian Federation stipulates that sulssnil
legislation fdls within the joint competence of the federal and regional
state authorities. Howeven practical terms the regional authorities
have competence over deposits of certain commonly occurring
mineral resources and insignificant subsoil plots.

The core legal act in the mining and oil and gas domain is the Russian
Federation Law On Subsoil Resoes dated 21 February 1992, as
amended (the ASubsoil Lawo). The
legal framework for the use of subsoil resources in Russia and covers
almost all principal issues connected with geological survey,

exploration and producti@mining of underground resources.

The other principal law governing the use of subsoil resources in

Russia is the Federal WeOn Production Sharing Agreements dated

30 December 1995, as amended (the
forth the legal framework foRussian and foreign investments in the
geological survey, exploration and production of subsoil resources.
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The principal piece of legislation regulating operations with precious

metals and gem stones in Russia is the Federal Law On Precious

Metals andsem Stones dated 26 March 1998, as amended (the
APrecious Metals Lawo). The Preci ¢
general legal framework for the processing, use and disposal of

precious metals and stones, and has specific provisions on geological
survey, exploation and mining of such metals and stones.

19.3 Subsoil Users

Under the Subsoil Law both Russian and foreign companies may hold
subsoil licenses in the Russian Federation, save for licenses for
strategic deposits, which may be held by Russian companiesTbely.
licenses for offshore fields may be held only be a Russian company
that is at least 50% owned by the Russian state and which has at least
five yearso6 experience of devel op!
foreign companies are allowed to hold subsghts in respect of nen
strategic deposits, in practice there are only a few cases where a
foreign company directly holds subsoil rights in Russia. Therefore,
foreign companies usually hold subsoil rights to Russian deposits
indirectly through their Russiesubsidiaries which are allowed to hold
subsaoil rights to orshore strategic deposits.

19.4 Licenses

Russia, similarly to many other countries, has adopted a licensing
system. Subsoil licenses in Russia include: geological survey licenses,
exploration and pragttion/mining licenses and combined licenses
(geological survey, exploration and production/mining licenses).

A geological survey license may be granted for a maximum period of
5 years (#ear geological survey licenses can be granted in certain
Russian rgions) and for 10 years for eshore fields and can be
extended if needed for completion of the works. Exploration and
production/mining licenses and combined licenses can be issued for a
term equal to the life of the project, however in practice they are
usually granted for 20 or 25 year terms and can generally be extended
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provided there are no violations of the license terms and conditions by
the license holder.

Geological survey licenses are issued without a tender or auction
based on an application thfe interested party. Unlike geological
survey licenses, production/mining licenses and combined licenses
can be granted only through a tender or auction, except (i) when a
production/mining or combined license is issued to a holder of
geological rightshtat made a commercial discovery under a geological
survey license and (ii) with respect to strategic deposits (subsoil plots
of federal significance) included by the Russian Government into the
list of strategic deposits to be licensed by decision of thvefhment
without a tender/auction.

Subsoil licenses are issued by the Federal Agency for Subsoil Use
(Rosnedra). Rosnedra is in charge of granting subsoil rights with
respect to all onshore deposits, except for strategic deposits. Rights to
strategic depsits (which include all offshore deposits) may only be
granted based on a decision of the Government of the Russian
Federation.

19.5 Transfer of Subsoil Rights

Subsoil rights in Russia are not freely transferable. This means that
they cannot be sold, pledgedatherwise encumbered. However, the
Subsoil Law permits the transfer of subsoil rights in certain instances
(except for the transfer of rights to strategic deposits to companies
with foreign participation), which makes such rights transferable to a
limited extent. Such instances include: (i) transfer of subsoil rights
from a parent company to its subsidiary and vice versa and transfer
between the subsidiaries of the same parent company; (ii) transfer
following a merger of the license holder with and intotaer

company; (i) transfer following a consolidation of the license holder
with another company; (iv) transfer following a siffi or split-off of

a new company. Any such transfer of subsoil rights requires a special
decision of Rosnedra. Rights toat&gic deposits are not transferrable
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to companies with foreign participation unless otherwise is determined
by the Russian Government for a specific deposit.

The above options are often used by subsoil users for structuring their
business,aswellasforhe fisal edo of | icenses,
through a sale of the licenseebs

19.6 Strategic Deposits

In 2008 Russia introduced a ledgscussed set of restrictions for
foreign investors in respect of strategic subsoil plots (subsoil plots of
federalsignificance). Strategic deposits include the following:

1 Subsoil plots containing deposits and showings of uranium,
diamonds, higkpurity quartz, the yttrium group of rare earths,
nickel, cobalt, tantalum, niobium, beryllium, lithium, or the
platinum groupof metals (irrespective of the size of the

deposits);
1 Subsoil plots containing the following reserves, as evidenced
by the State Register of Reserves, starting from 1 January
2006:
o] Recoverable oil reserves equal to or exceeding 70
million tons;
o] Gas resems equal to or exceeding 50 billion cubic
meters;
o] Hardrock gold reserves equal to or exceeding 50
tons; or
o] Copperreserves equal to or exceeding 500 thousand
tons;
1 Subsoil plots located in the inland sea waters, territorial sea

waters, or on the contineltshelf of the Russian Federation
(the sacalled offshore deposits);

302 Baker & McKenzie



Doing Business in Russia

1 Subsoil plots that can only be developed using land used for
defense and security.

The list of subsoil plots of federal significance is published by the
Federal Agency for Subsoil Usedaimcludes approximately 1,000
strategic deposits and is updated on a regular basis. It is noteworthy
that the list is not exhaustive and any deposit that meets the above
criteria will be deemed strategic irrespective of whether it is included
into the lig or not.

19.7 Production Sharing Agreements

In the Russian Federation production sharing agreements (PSAs) are
used to provide a particular legal framework for foreign investors in
the mining, oil, gas, and other extraction sectors. The main objective
of the B5A legislation is to provide investors in these sectors with
greater stability in fiscal and regulatory areas over the long term. The
main legislation governing PSAs in Russia is the PSA Law.

Since 2003 subsoil plot development under the PSA Law has been
available only if the subsoil plot was put out to auction and the auction
failed. That is, only those plots that are not of interest to subsoil users
on standard license terms and conditions may be developed under a
PSA. Therefore the best deposits arérithisted under subsoil licenses
and the PSA regime is not very attractive to subsoil users.

Due to the above and to the PSA tax regime established at the same
time (see Sectio8.10, PSAs have, in practice, become largely
ineffective in terms of attracting foreign investment into Russia.

19.8 Export of Gas and LNG

In Il ate 2013 Gazprombébs monopoly
Starting from 1 December 28 access to the LNG export market was
granted to the following categories of exporters in addition to
Gazprom and its wholtpwned subsidiaries:
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1 subsoil users holding subsoil licenses for strategic deposits
(see Sectioi9.6above) if their subsoil license as of 1
January 2013 envisages either (a) development of an LNG
plant or (b) recovery of natural gas for further liquefaction at
an LNG plant;

1 Russian companies meeting all of the following criteria:
o] more than 50% owned by the Russian Federation;

o] holders of subsoil licenses in respect of Russian
offshore deposits; and

o] producers of LNG out of natural gas extracted from
the deposits mentioned aboveumder product
sharing agreements;

1 50%+ subsidiaries of the companies meeting the criteria set
out in item 2 above, if such subsidiaries produce LNG out of
natural gas recovered under product sharing agreements.

19.9 Precious Metals and Gem Stones

Under the Recious Metals Law precious metals include gold, silver,
platinum, palladium, iridium, rhodium, ruthenium and osmium; and
gem stones include natural diamonds, emeralds, ruby crystals,
sapphires, alexandrites, anatural pearl and unique amber

formations Artificially created materials, even if they have the same
properties as gem stones, are not subject to the Precious Metals Law.
Both lists, of precious metals and gem stones, are exhaustive.

Precious metals, with the exception of native metals, may inedef

by organizations included on a special list of companies authorized to
do so, which is maintained by the Russian Government. Following the
refining process, precious metals nteeysold on the domestic market.
Export requires a separate exporttise,which in practice is usually
granted to banks and major producers.
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It is important to note that the Russian authorities enjoy a right of first
refusal to purchase precious metals and gem stones from mining
companies. The prices for precious metals in sustances are based
on world market prices. The pricing of precious stones is carried out
by expert commissions on the basis of world market prices.
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20. Banking

20.1 Introduction

As of 1 February 2016 there were 676 banks registered in Russia. The
CentralBankdt he Russi an Federation (the
key regulatory authority for banking and is also in charge of monetary

policy.

The primary pieces of banking legislation are the Civil Code of the

Russian Federation, Federal Law No0.395 i On B &ankilg and

Activities, 0 dated 2 De€E&mibBie©Om 1 6@l
Central Bankofth®u s si an Federation, 0 dat e
LawNo.17/FZ AOn the I nsurance of Depo
Banks of the Russi am®mbere@d8, Fetdrdal on, 0
LawNo.353FZ fAiOn Consumer Credits (Loa
2013 and Federal Law No. 2552 A On Combati ng Mone
Laundering and the Financing of T

20.2 Banking and Banking Operations
20.2.1 Banking and Credit Organizations in the Russian Market

Pursuant to Federal Law No. 385 i On Banks and Bank
Activities, o0 dated 2 December 199
two main types of credit organizations: banks andanmking credit
organizations. A bank is a crediiganization that has the right to

carry out such banking operations as opening and maintaining the

bank accounts of legal entities and individuals, attracting deposits

from legal entities and individuals and placement of those funds in its

own name and ats own cost and expense. Conversely, alnamking

credit organization is an entity that is allowed to perform a limited

number of specified banking operations as set forth in its license.

Both banks and nebanking credit organizations are entitled taga

out banking operations from the moment of receipt of a banking
license issued by the Bank of Russia. Both types of credit
organizations may participate in banking groups (when the controlling
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company is a credit organization) and banking holdings (vlien
controlling company is a necredit organization).

20.2.2 Foreign Participation in the Banking sector

Although foreign banks may not currently open branch offices in the
Russian Federation, a local subsidiary or a representative office may
be established.

Foreign direct ownership

A foreign bank may establish a subsidiary in Russia in the form of a
Russian legal entity (joirgtock company or limited liability
company) (see Sectiagh?).

The total share of foreign investment in the charter capital of all banks
in the Russian banking system may not exceed 50%. If this limit is
reached, the Bank of Russia is entitled to refuse to issue banking
licenses tdRussian banks with foreign investments. Also the Bank of
Russia may restrict the increase of the charter capital byasitents

and distributions of shares (participatory interests) teresients if

this limit would be exceeded as a result.

The parttipation of foreign banks in the Russian market is subject to
certain restrictions. In particular, noesidents need the Bank of
Russiadbs prior approval iif they a
Russian bank or nebanking credit organization. Wheman-

resident acquires more than 1% but less than 10%, the Bank of Russia
need only be notified. This is similar to the regulation that applies to
Russian residents. Also, the Bank of Russia may not establish
additional requirements for the subsidiarie$ooéign banks related to
mandatory ratios and minimal charter capital. However, additional
requirements on reporting procedures, approval of management bodies
and permitted operations of the representative offices and subsidiaries
of foreign banks may dtibe introduced.
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Representative Offices

Representative offices of foreign banks and foreign citizens to be
employed there are accredited by the Bank of Russia. A representative
office of a foreign bank can be accredited for a term not exceeding
three (3)years. Accreditation becomes effective if a representative
office of a foreign bank starts operating within six (6) months after the
Bank of Russia grants such accreditation. Accreditation can be
renewed an unlimited number of times for a term not excgetiee

(3) years. The Bank of Russia may grant permission to open a
representative office to a foreign bank that meets all the following
criteria: (i) the foreign bank has been operating in its country of
incorporation for at least five (5) years; andl ifiie foreign bank has a
stable financial position. Confir.i
compliance with the latter criterion should be requested from the
relevant supervisory body in the country where the foreign bank is
incorporated along with the relevaegulatofs consent or

confirmation that such consent is not required.

Representative offices of foreign banks have limited legal capacity
under Russian law. They are allowed to study the economic situation
and standing of the Russian banking sector,amtain and develop
contacts with Russian banks, and to develop international cooperation.
While the representative office of a foreign bank may not solicit new
clients for the bank, it may provide consultancy services to existing
clients of the foreign b.

Representative offices of foreign banks are supervised by the Bank of
Russia, which may close such a representative office if its activities
threaten Russia sovereignty, political independence, territorial
integrity and national interests or are athise norcompliant with
Russian law, if the banking license of the relevant bank is revoked or
if the bank or its clients do not observe antiney laundering
regulations.
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20.2.3 Banking Activities

Under the Banking Law only credit organizations holding theveeit
license are allowed to carry out certain activities, which are called

Aibanking operationso. The [|i st
following:
1 Attraction of monetary funds for eslemand and term

deposis and placement of such funds in the nantkadrhe
expense of the relevant credit organizations;

1 Holding deposits and placement of precious metals;

1 Openingand maintaining bank accounts for individuals and
legal entities;

1 Collecting money, promissory notes and bills of exchange,

payment and settheent documents;
Providing cash services to individuals and legal entities;
Exchanging foreign currency;

Issuing bank guarantees; and

=A = =4 =

Transferrng money (including-enoney) with or without the
opening of bank accounts.

Banks and notvanking credit organiziamns are also entitled to
perform certain no#vanking operations, inter alia: providing financial
suretyship; fiduciary management; performing operations with
precious metals and stones; renting out safe deposit boxes;
participating in financial leasing epations; and providing
consultancy and other informational services. Subject to compliance
with the relevant licensing requirements (see Chapter 5) credit
organizations may act as professional participants on the securities
market. Credit organizationseaprohibited from engaging in any
industrial, trade, or insurance activities, other than derivatives
transactions (see Chapter 5).
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Corporate Lending

One of the major activities of a credit organization in Russia is
lending. While lending to Russian corpr&ntities, a number of
issues should be taken into account.

The parties to a transaction with a foreign element (i.e. a foreign
counterparty) may generally choose foreign law as the law governing
their contractual relationship. Thus, if financing is pded to a

Russian company by a foreign bank, the loan agreement is usually
governed by foreign law (usually English law and Lid#le
agreements are used). The choice of governing law for security
documents however is generally determined by where thegedp
collateral is situated or created.

It is noteworthy that Russian law does not recognize the concept of a
trust. Therefore, straightforward use of a security trustee in syndicated
secured financing may not work in Russia, where alternative
structures e used.

Although most of the currency control restrictions were removed in
2007, foreign banks should still take into account some currency
control regulations when lending to Russian corporate borrowers, e.g.
the necessity of opening a transaction passpod repatriation of

funds from export proceeds.

Payments by a Russian borrower to a foreign lender under a loan
agreement may, as the payer is a Russian taxpayer, be characterized as
Russian source income. In this case the payments by the Russian
borrover may be subject to Russian profits withholding tax at the rate

of 20%, subject to reduction or elimination pursuant to the terms of an
applicable tax treaty.

Consumer Lending
Lending to individuals is specifically regulated by Federal Law No.

3B53FZ AOn Consumer Credits (Loans),
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