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1. Introduction

UHY is an international organisation providing accountancy, business
management and consultancy services through financial business centres
in over 70 countries throughout the world. Business partners work
together through the network to conduct trans-national operations for
clients as well as offering specialist knowledge and experience within
their own national borders. Global specialists in various industry and
market sectors are also available for consultation.

This detailed report providing key issues and information for investors
considering business operations in Russia has been provided by the office
of UHY representatives:

UHY YANS-Audit LLC
2-y Volkonsky per., d.3
Moscow, RUS-127473
Russian Federation

Tel: +7 495 925-5751
Email: n.litvinov@uhy-vans.ru
Web: www.uhy-vans.com

You are welcome to contact Nikolay Litvinov for any inquiries you may
have.

Information in the following pages has been updated so that they are
effective at the date shown, but inevitably they are both general and
subject to change and should be used for guidance only. For specific
matters, investors are strongly advised to obtain further information and
take professional advice before making any decisions. This publication is
current at July 2010.

We look forward to helping you do business in Russia.

UHY YANS-Audit LLC is a member of UHY, an international association of independent
accounting and consultancy firms, whose organising body is Urbach Hacker Young
International Limited, a UK company. Each member of UHY is a separate and independent
firm. Services described herein are provided by UHY YANS-Audit LLC and not by Urbach
Hacker Young International Limited or any other member of UHY. Neither Urbach Hacker
Young International Limited nor any member of UHY has any liability for services
provided by other members.
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2. Business environment

Territory, climate and natural resources

The world’s biggest country with area of 17,075,400 km2 (approximately
6.6 million square miles), Russia occupies almost 12% of the Earth’s land
surface. In the Northwest and West, Russia borders Norway, Finland, the
Baltic States, Poland, Belarus and Ukraine. In the South, Russia borders
Georgia, Azerbaijan, Kazakhstan, China, Mongolia and North Korea. In
the East, Russia has a sea border with Japan and the United States. Russia
stretches from East to West for about 10,000 km, from North to South for
over 4,000 km, which determines a great importance of a transport
infrastructure. In this area, there is one of the world’s largest natural
resource stock (e.g., mineral and energy resources as well as wood and
fresh water). However, in a number of cases, exploitation of these
resources is becoming complicated because of adverse climate and/or
physiographic conditions.

The climate of the Russian Federation (RF) is varied but is generally
considered to be Continental. In addition, a significant part of the
territory is less favorable for agriculture or unfavorable for it at all.

Administrative and territorial division

The RF consists of 85 federal subjects (e.g., 21 republics, nine krais, 46
regions, two cities of federal significance, one autonomous region and five
autonomous districts). Under the President’s Decrees, the subjects were
united into eight federal districts (okrugs) of the RF: Central, Northwest,
South, North Caucasian, Volga, Ural, and Far East. Each district is
governed by the President’s authorised representative.

Population and labour force

According to Rosstat (the Federal Statistics Service), as of 1 January 2010,
Russia’s population amounts to 141,927,297 (the world’s ninth largest
country). Of that, 79.3% live in the European portion of the country and
20.7% live in the Asian portion.

Average population density in Russia is 8.3 people per square kilometer.
It varies from 56.9 inhabitants per square kilometer in the Central Federal
District to 1.2 inhabitants per square kilometer in the Far Eastern Federal
District.
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73.1% of the population lives in urban areas, which significantly exceeds
agricultural population.

In Russia, there are 11 cities with over 1 million inhabitants: Moscow (the
capital of Russia), Saint-Petersburg, Novosibirsk, Nizhniy Novgorod,
Yekaterinburg, Samara, Omsk, Kazan, Chelyabinsk, Rostov-on-Don and
Ufa.

The rate of working age population (men aged 16-59 and women aged 16-
54) is about 63%, approximately 16% of the population is under the
working age and 21% is over the working age. The male to female ratio of
the population is 46% to 54% respectively.

RF labour forces are not highly paid but are well-educated and
professionally qualified (28% economically active people have a higher
education; only 0.5% of people are uneducated or have a basic education).

The total number of economically active people is 75.89 million
(approximately 53.5% of the RF population). Most of who are occupied in
trade and domestic service industries (17.7%), manufacturing (16.5%) and
agriculture (9.8%).

Russia currently faces a decline in population. However, the government
is taking various measures to improve the situation. Also, at the expense
of labour immigrants from abroad, programs intended for birth rate
increasing and decreasing of mortality are being used.

Nations, language and religion

Russia is a multinational country. According to the recent census, the RF
contains about 180 ethnic groups. Russians make up 79.83%, Tatars-3.8%
and Ukrainians—2%.

The official language of the RF is Russian. It is also widely used in former
Republics of the USSR.

Foreign languages studied in Russia are primarily English and German,
and at many schools English is an obligatory subject.

The most widespread religion is Eastern Christianity. According to the
Constitution, the Church is separated from State. However, a special role
of the Russian Eastern Christianity Church in cultural and historic
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development of Russia is accepted at the State level. Islam is Russia’s
second largest religion. Tatarstan, Bashkortostan and Dagestan are
Russia’s main centers for Islamic culture.

Political system

Under the Constitution, Russia is a Democratic Federal State with a
Republican form of government.

The Head of State is a President who is elected via a nation-wide vote for
a six-year period (prior to 2008, the President served a four-year term).
Vested with a rather wide range of powers, the President determines a
foreign policy for the country and issues decrees subject to obligatory
execution on the whole territory of the country (they shall not contradict
federal laws). A number of key appointments to civil and military posts in
the State also fall under Presidential jurisdiction.

Legislative authority is represented by two State Houses of Parliament by
the Federal Assembly. The Lower House of Parliament is the State Duma,
members of which are elected through a nation-wide vote for a five-year
period (prior to 2008 the term was four years). Its Lower House may
amend the Constitution, develop federal laws and initiate a process for
impeachment of the President. The Upper House is the Federation
Council. It approves or declines legislative acts prepared by the State
Duma and appoints judges of the RF highest judicial authorities and the
Prosecutor General of the Russian Federation.

The Executive Branch is represented by the RF Government which is
headed by the government chairman (often called the Prime Minister
although this terminology is absent in official documents). The Chairman
is appointed by the RF President with the approval of the RF State Duma.

The Judicial Branch consists of the RF Constitutional Court, which deals
with matters of adherence to the RF Constitution, with courts of general
jurisdiction headed by the Supreme Court that handle civil, criminal and
administrative cases and with arbitration courts headed by the Supreme
Arbitration Court where disputes related to commercial legislation are
resolved.

Legislation
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Russia’s law system has a statutory nature though it is possible to mention
some significant elements of law of practice because interpretation of laws
contained in a superior court’s position is binding for an interior court.

The main legislative act of the RF is the Constitution, then, in descending
order of legal force, federal constitutional laws and federal laws. Other
legal sources are subordinate acts (presidential decrees, governmental
resolutions and decisions and local subordinate acts such as the
Governor’s Resolution) as well as legislation of constituent entities of the
Federation.

The RF Constitution recognises generally accepted principles and
regulations of international law and international treaties concluded with
the RF as an integral part of its law system. However, given that an
International Treaty with the RF establishes regulations other than ones
provided by law, regulations of the International Treaty are applicable.

Economy
General information

Russian economy demonstrated a stable growth until 2008 and, as other
world economies, faced the global turmoil and has not fully recovered
from its consequences yet. According to Rosstat, the 2009 GDP decreased
by 7.9% against the year 2008 which displays the most drastic recession for
the recent 15 years. Service industry, construction, hotel and catering
industry and manufacturing activities experienced the most significant
slowdown. Wholesale trade, the financial sector, real estate transactions
and the production and distribution of electric power, gas and water also
faced challenges.

However, since the second half of 2009, Russian economy has begun
recovering, and the quarterly GDP displays growth against the previous
quarter starting from the third quarter of 2009.

Russia’s international reserves for January through April 2010 grew
approximately by 4.9%, and as of 1 May 2010, they amounted to USD
460,716 billion. According to the Central Bank of the Russian Federation,
Russia’s external debt was USD 473.7 billion as of 1 April 2010.

At the end of 2008, because of the turmoil exacerbation, all leading rating
agencies lowered either Russia’s rating together with rating forecast (S&P,
Fitch) or the rating forecast only (Moody’s). However, in the beginning of
2010, Fitch Ratings amended the forecast of Russia’s long-term foreign
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and local currency issuer default rating by replacing a “negative” rating
with a “stable” rating and confirmed them at the “BBB” level. At the end
of 2009, Standard & Poors replaced the rating with “stable”as well. This
agency also keeps Russia’s rating at the “BBB” level. According to
Moody’s, Russia’s rating currently remains the same — “Baal”, and the
forecast is “stable”.

Upon results of 2010, inflation is estimated at 8.8%-8.9%. The government
forecasts inflation to be 6.5%-7.5% for 2010.

Local currency

Russia’s local currency is the Russian ruble. One ruble is divided by 100
kopecks. Russian ruble ISO code is RUB.

As of 1 May 2010, the currency exchange rate was:
1USD =29.15RUB; 1 EUR = 38.69 RUB

Sectoral structure of Russia’s economy

Metallurgy, machine building (full range of manufacturing), mining

operations (of oil and gas in particular), electric power, construction,
trade, communications, transport, food, wood-working and chemical
industries are the leading economic sectors.

Gross value added structure broken down by economic activity in the
whole GDP (at current basic prices, in % to the total amount) for 2009

Agriculture, hunt and forest management 4.5
Fishing and fish breeding 0.2
Mining operations 9.1
Manufacturing activity 15
Production and distribution of electric energy, gas and water 3.2
Construction 5.5
Wholesale and retail trade; repair of motor vehicles, motorbikes, 19.7

household items and personal articles

Hotels and restaurants 1
Transport and communications 9.5
Financial activity 5
Real estate transactions, rent and rendering of services 12.6
State administration and military security provision; social 6.1
insurance
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Education 3.1
Healthcare and rendering of social services 3.8
Rendering of other utility services as well as social and personal 1.7
services

Regional economic development

Russia’s regional development is unsteady. The basic Gross Regional
Product (GRP) is formed in Moscow and Saint-Petersburg — Russia’s two
largest cities — as well as in the Moscow region, Volga regions, Ural and
Siberia, which have a rich raw material base and manufacturing activities
being developed on its basis (Sverdlov region, Khanty-Mansi and Yamal-
Nenets autonomous districts, the Republic of Bashkortostan, the Republic
of Tatarstan, Krasnoyarsk krai) as well as in Krasnodar krai — the center of
industrial agriculture. For recent years, economy of the latter has enjoyed
a beneficial affect in preparation for the Olympic Games (Sochi 2014) and
domestic tourism development. In the meantime, composition of the
regions will likely remain the same.

Consumer market and personal income

According to Rosstat, as of the fourth quarter 2009, average cash income
per capita was 19,859 rubles (at the same time, subsistence wage was 5,144
rubles). Estimated data for April 2010 show that per capita income may
be 18,721 rubles.

As of 2009, a decile differentiation coefficient (income relation is 10% of
wealthy and 10% of non-wealthy people) in Russia is 16.7.

In 2009, Russian families” spent on average 69.1% for goods and services,
and were saving approximately 14.5%. In comparison with the previous
year, families reduced their expenses for garments, household appliances,
computers as well as means of communications and catering.

2009 Russian family consumption patterns

‘ Product or Services Percentage
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Food 37.7
Non-food 37.7
Garments and footwear 10.96
Household and other electric appliances 4.58
Motorcars 7.3
Motor petrol 2.12
Other non-food products 12.41
Paid services 24.93
Passenger transportation 3.38
Communication 2.96
Housing and public utilities 7.89
Education, culture and medicine 4.84
Other services 5.86

Foreign trade

For 2009, Russia’s external turnover amounted to USD 469 billion showing
reduction of 36.2% against 2008. In the fourth quarter of 2009, after the
slowdown of the middle of 2008, there was an external turnover upward
trend which continued into the first quarter 2010.

For years, Russia’s export and import structure has remained unchanged.
Oil, petroleum products and natural gas are still the key export
components, followed by (with a significant lag) products of metal
industry. Import of machinery and equipment prevails. At the same time,
in comparison with 2008, motorcar imports have declined. Medicaments
are the next item of import.

Russia’s key trading partners are European Union countries (50.3% of
goods turnover), Common Wealth of Independent States’ countries (14.6%
of goods turnover) and China (8.4%).

2009 foreign trade of the RF with particular countries

Country Share in turnover (%)
Germany 8.5
The Netherlands 8.5
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China 8.4
Italy 7
Belarus 5
Ukraine 49
Turkey 4.2
USA 3.9
France 3.7
Poland 3.6

Financial system

The Central Bank of the Russian Federation (Bank of Russia)

The key function of the Bank of Russia is provision of a stable national
currency. It has an exclusive right to issue and redeem cash and make
decisions on issuing new bank notes and coins. The RF Central Bank
develops and implements the unified monetary policy and executes
currency regulation and control. As a lender of last resort for credit
organisations, it organises a system of refinancing; establishes rules for
banking transactions performance as well as accounting and reporting
regulations for the RF banking system; registers credit organisations and
issues licenses to them for banking transaction performance as well as
supervises over activity of credit organisations and bank groups; performs
a number of other functions in accordance with federal laws.

Other regulatory authorities

In the field of supervision over the Russian financial system, the Central
Bank cooperates with the Federal Financial Market Service which
regulates issuance and circulation of equity securities, including
performance of the state registration of issuance of securities and
provision of information in the security market. It also cooperates with
the Federal Service for Insurance Supervision, which provides licensing
and other types of supervision over insurance entities.

Commercial banks

As of July 2010, 1,039 credit institutions operated in Russia. For the past
year and a half, this figure has been decreasing slowly but constantly (as
of January 2009, quantity of operating credit institutions was 1,108).
Reduction of operating credit institutions results from the global turmoil
and displays the tendency to consolidation in this market. Currently,
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49.87% of total volume of credits, deposits and other funds placed
(information as of April 2010) fall on five credit organisations.

Top 10 Russian banks classified by net asset value (according to the Information Agency
RBK as of the 1st quarter 2010):

Sberbank

VTB
Gazprombank
Rosselkhozbank
Bank of Moscow
VTB 24
Alfa-Bank
UniCredit Bank

Raiffeisenbank

¥ 0N X

—_
(@]

. Promsvyazbank

As of June 2010, there were 82 credit institutions with 100% foreign
capital, approximately 8% of the total number of credit institutions in
Russia. The number of credit institutions with the participation of foreign
capital was 221, or 21%. It is worth mentioning that foreign financial
organisations cannot carry out their activities in Russia via branch offices;
organisations of this type shall register a Russian legal entity that will
fully perform its activity on the territory of the Russian Federation in
compliance with Russian legislation.

Refinance rate
The refinance rate of the Bank of Russia is 7.75% (as of July 2010)
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3. Foreign investment

From the beginning of the financial crisis, foreign investment inflow into
Russia has significantly decreased. For 2009, it amounted to $81.9 billion,
which is less than in 2008 by 21%.

However, there is the tendency to improve the situation: for the first
quarter 2010, the Russian economy received $13.1 billion of foreign
investments, which is more than in the corresponding period of 2009 by
9.3%.

As of March 2010, accumulated foreign capital amounted to $265.8 billion.
According to experts, fuel and energy complex as well as food industry
are the most attractive fields for investors.

In 2009, Luxembourg, the Netherlands, Cyprus, Germany, China, Great
Britain, France, Ireland, the Virgin Islands and Japan are the leading
investing countries in Russia. Shares of these countries are 82.8% in the
whole value of accumulated foreign investments. In general, such a
structure of investing countries, where zones with eased tax regime
occupy leading positions, remain the same from year to year and changing
insignificantly.

Many experts and officials admit that a substantial volume of investments
consists of capitals of Russian origin reinvested into the state economy via
companies of foreign jurisdiction. For improvement of the situation and
promotion of foreign capital inflows, the Russian Government has
approved a program for escalation of investment attraction of Russia,
which includes regular meetings of Russian authorities and foreign
business representatives, various PR events and, the most important,
liberalisation of land and building legislation as well as of goods
certification system and import duties.

Under the program, the Russian Government strives to ease cooperation
between foreign investors and RF government institutions, complexity of
which is one of obvious negative factors that affect running business in
Russia. For solution of the latter task, in 2008, the Ministry for Economic
Development created an emergency aid system for foreign business. The
First Vice Prime Minister Igor Shuvalov became an authorised
representative on investor rights and deals with their protection on a
permanent basis. In addition, at the end of 2008 the Foreign Investment
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Advisory Council was reformed, and since 2009, it includes an executive
committee headed by the Minister of Economic Development

E. Nabiullina. The Advisory Council administers investor’s complaints to
the name of Nabiullina and Shuvalov, and currently is one of the most
efficient methods of solution of the most complicated issues of foreign
investors in Russia.

Legislative regulation of foreign investments in strategically important
fields of the RF economy

Foreign investments into strategically important fields of Russian
economy are regulated by the Federal Law No57-FZ dated 29 April 2008
“On Procedure for Foreign Investments into Business Entities of Strategic
Importance for National Defense and State Security”.

This law established restrictions for foreign investors in their participation
in charter capitals of business entities of strategic importance for national
defense and state security as well as when performing transactions
resulting in establishing control over the above-mentioned business
entities. Transactions, as a result of which foreign states or international
organisations or companies under their control, acquire a right to manage
a certain number of votes which fall on voting shares or a share in a
charter capital, are subject to reconciliation with a special government
committee. The law established a detailed regulation concerning activity
types of strategic importance and signs indicating that a business entity is
under control as well as regarding other concepts and transaction
reconciliation procedures. The law is not applicable for relations
connected with foreign investments and those regulated by other federal
laws
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4. Setting up a Business

The main and most widespread forms of legalised entrepreneurial activity
carried out by foreign investors in Russia are:

1 Opening branches and representative offices of foreign legal
entities on the RF territory
1 A new company launching or acquiring a stake (shares) in already

existing Russian company.

Independently from a chosen form of business, a foreign company activity
on the RF territory is subject to RF national legislation.

The Civil Code of the RF is the key act governing matters of creation and
performing activities of legal entities in Russia. By virtue of the Code and
for development of its provisions, a number of federal and regional laws
and other normative and legislative acts were passed. Amongst most
significant laws, it is essential to highlight the following ones: “On State
Registration of Legal Entities and Individual Entrepreneurs”, “On Joint-
Stock Companies”, “On Limited Liability Companies”, “On Non-Profit
Organisations”, “On Foreign Investments in the Russian Federation”.

Opening a branch or a representative office of a foreign legal entity on
the territory of the Russian Federation

Both a foreign legal entity’s branch and representative office created on
the RF territory are recognised as this entity’s separate subdivision and
are subject to accreditation with the State Registration Chamber with the
Ministry of Justice of the RF in compliance with the procedure established
by the Government of the RF representative offices and branches have a
number of common features:

1 They are created outside location of a foreign (head) company and
act on its behalf;

1 They cannot exercise rights of a foreign legal entity (head
company) and shall act on the basis of the provision;

1 They are vested with a part of a foreign legal entity’s property
considered on their separate balance sheets and on the foreign

(head) company’s balance sheet;
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1 Management of branches and representative offices are appointed
by a foreign (head) company and act on the basis of a power of
attorney issued by the head company;

' Responsibility for actions made by branches and representative

offices is borne, in any case, by the legal entity that created them.

Representative offices carry out activity not intended for gaining profit,
for example: market research, promotion of a company’s trademark and
client attraction.

Representative offices perform accounting only in a scope allowing them
to calculate tax obligations as their activity is subject to Russian taxes
despite absence of a legal entity status. Representative offices may freely
use ruble and foreign currency bank accounts, transfer funds without
restrictions to its head office after tax payments and receive funds from it
in any necessary scope.

A branch of a foreign legal entity is intended for performance of the same
activities on the RF territory as those carried out by head office outside the
Russian Federation. A foreign company branch carries out all functions of
the company on the RF territory or a part of them, including functions of a
representative office. A legal entity’s branch office may face refusal in
accreditation by reason of protection of constitutional system, morals,
health, rights and legal interests of other persons, defense support and
security maintenance of the state. In these cases, the branch cannot carry
out its activity on the territory of the RF.

Opening a branch or a representative office includes the following stages:

f  Accreditation of a foreign legal entity’s branch or representative
office with the State Registration Chamber with the Ministry of
Justice of the Russian Federation;

1 Receipt of an informational letter of the Main Inter-Regional
Centre of the Federal State Statistics Service of the Russian
Federation;

1 Registration of a foreign legal entity with a tax authority;

1 Registration of a foreign legal entity with the Social Insurance
Fund;

1 Registration of a foreign legal entity with the Obligatory Health
Insurance Fund;

1 Registration of a foreign legal entity with the Pension Fund;
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1 Opening a settlement and/or a foreign currency account of a
branch (representative office) of a foreign legal entity at a bank at

the client’s choice.

Representative office accreditation is issued for a period of 1, 2 or 3 years
and, if necessary, it may be prolonged. When registering a representative
office as well as when prolonging the accreditation, it is necessary to pay a
state duty of the amount from 30,000 up to 75,000 rubles depending on an
accreditation period (1 year — 30,000, 2 years — 60,000, 3 years — 75,000).
Normally, permission for opening a representative office is issued within
18 working days from the date of submission of a full set of documents. If
necessary, this period may be reduced up to five working days (for an
additional payment).

Branch accreditation is issued for a period of 1, 2, 3 or 5 years. For the
accreditation, it is necessary to pay the state duty amounting to 120,000
rubles as well as a levy depending on the accreditation period - 15,000 up
to 60,000 rubles (1 year — 15,000, 2 years — 30,000, 3 years — 45,000, 5 years —
60,000). Normally permission for opening a branch is issued within 18
working days from the date of submission of a full set of documents. If
necessary, this period may be reduced up to five working days (for an
additional payment).

Doing business via a legal entity registered on the RF territory.

Registration of a new company with foreign investments is carried out in
compliance with the procedure established by the Law “On State
Registration of Legal Entities and Individual Entrepreneurs” and includes
the following key stages:

I State registration of a legal entity

1 Registration with a tax authority

=

Obtaining the codes at the State Statistics Committee of the Russian
Federation

Registration with the Social Insurance Fund

Registration with the Obligatory Health Insurance Fund
Registration with the Pension Fund

=A =4 =4 =4

Opening a settlement and/or a foreign currency account at a bank.

The state registration is performed within up to five working days from
the date of submission of documents to the registering authority.
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If a foreign investor purchases stakes (contributions) in the authorised
(share) capital of a Russian organisation, the organisation becomes a
company with foreign investments. Both a foreign investor and a Russian
commercial organisation with foreign investments, where this investor
owns not less than 10% of the authorised (share) capital, enjoy legal
protection, guarantees and benefits established by the law “On Foreign
Investments in RF”.

Please note that a legal regime for foreign investments as well as foreign
investors’ investment activity cannot be less advantageous than a regime
for property, property rights and investment activity of legal entities and
citizens of the RF. Restrictions in foreign investor activities on the RF
territory may be established by federal laws only.

Russian legislation gives foreign investors a number of advantages to
provide stability and legal protection of their businesses in Russia. The
most significant ones prescribed by law are set out below:

' Under RF civil legislation, foreign investors may recover damages
they face as a result of illegal actions (inactivity) of government

authorities, local government bodies or officials of these authorities

1 Property of a foreign investor or a commercial organisation with
foreign investments is not subject to seizure, including
nationalisation, requisition, except for cases and grounds
established by the federal law or an international treaty of the

Russian Federation

1 In case of negative changes in the tax and customs legislation,
these changes will not concern foreign investors within a payback

period of an investment project (subject to particular conditions)

1 A foreign investor has a right to an unimpeded transfer, outwards
the RF, of profits, income and other monetary sums received in

connection with investments made before

9 Existence of international treaties for the avoidance of double
taxation, under which a tax from one and the same income shall
not be paid twice and which have a stronger legal force than

national legislation.
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Types of commercial organisations.

The most widespread legal forms on the RF territory are joint-stock
companies and limited liability companies.

Jointstock company

A joint-stock company is a legal entity, an authorised capital of which is
divided into a certain number of shares. The joint-stock participants
(shareholders) are not responsible for its obligations and bear a risk of
losses related to the company activity within the limits of value of shares
they own. A joint-stock company can be either open or closed.

In an open joint-stock company participants may alienate shares they own
without other shareholders” consent. A joint-stock company of this type
has a right to carry out an open subscription of shares it issues and sell
them freely upon conditions established by law and other legal acts.

In a closed joint-stock company shares are distributed among its founders
or other range of persons defined in advance. A joint-stock company of
this type has no right to carry out an open subscription of shares it issues
or anyhow offer them to the public for purchase, and the number of
shareholders shall not exceed 50. An authorised capital of the company
consists of nominal value of the company shares purchased by
shareholders and defines a minimum value of the company property
securing its creditors’ interests. A minimum authorised capital of an open
joint-stock company shall not be less than a thousand-fold minimum wage
amount established by a federal law as of the date of the company
registration. As regards a closed joint-stock company, it shall be not less
than a hundred-fold minimum wage amount established by a federal law.

Company profit resulted from performance of its entrepreneurial activity
is subject to distribution among its shareholders. For the State
Registration of a joint-stock company, a state duty is charged.

Limited liability company

A limited liability company is understood as a business entity created by
one or several persons, an authorised capital of which is divided into
shares. The company participants are not responsible for its obligations
and bear a risk of losses related to the company activity within the limits
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of value of their stakes in the company authorised capital. The number of
participants shall not exceed 50.

A company’s authorised capital consists of nominal value of its
participants” stakes and defines a minimum value of its property securing
its creditors’ interests. A minimum authorised capital of a limited liability
company shall not be less than 10,000 rubles. Contributions into the
company authorised capital may be in the form of money, securities, other
items or property right or other rights having a monetary value.

The company profit received from its entrepreneurial activity shall be
distributed among its participants proportionally to their stakes in the
authorised capital. For the state registration of a company, a state duty is
charged.

General partnership

A general partnership is a commercial organisation, participants of which
carry out entrepreneurial activity on behalf of the partnership and bear
responsibility, in the form of property they own, for the partnership
obligations, under an agreement concluded between them. General
partnership participants are named as partners and conclude transactions
on behalf of the partnership and perform entrepreneurial activities in
another fashion. General partnerships are created and act on the basis of a
foundation agreement with specification of amount and structure of share
capital as well as the partners’ stakes in the share capital. General
partnership profits and losses are distributed among its participants
proportionally to partners’” stakes in the share capital. As in other cases,
for the state registration of an organisation, a fixed state duty is charged.

Types of non-profit organisations.

Foundation

A foundation is an organisation without membership which is founded by
citizens and/or by legal entities on the basis of voluntary property
contributions for social, charity, cultural, educational or socially useful
purposes.

Property transferred to a foundation by its founders (founder) is the
foundation’s ownership. Founders are not responsible for obligations of
the foundation they created, and the foundation is not responsible for its
founders’ obligations. Foundations may carry out an entrepreneurial
activity necessary for achievement of the objectives it was created for and
for complying with these objectives. For entrepreneurial activity,
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foundations may create business entities and participate in them. If a
foundation is liquidated, its property remaining after its creditors’
satisfaction shall be forwarded for purposes specified in the foundation
charter. State duty is imposed for the state registration of a legal entity.

Associations and unions

Associations and unions are non-profit organisations created by
commercial ones for coordination of their entrepreneurial activities and
for representation and protection of common property interests.

Members of an association (union) keep their independence and legal
entity’s rights. However, they bear a subsidiary responsibility for its
obligations in the amount and in accordance with the procedure provided
by statutory documents of the association. The association (union) is not
responsible for its members’ obligations. For the state registration of an
organisation establishment, a fixed state duty shall be paid.
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5. Labour

Labour contracts

RF citizens have 100% literacy with a wide range of specialists with a high
education.

A framework regulatory act in the field of relations between employer
and employee on the RF territory is the Labour Code of the RF. These
relations are based upon a labour contract concluded between the above-
stated persons in compliance with this regulatory act.

A labour contract is a written agreement between an employer and
employee which defines the employee’s labour functions and their
working conditions as well as rights, liabilities and responsibility of the
contracting parties and a wage payment procedure. By virtue of this
agreement, parties may only improve but not worsen employee’s
conditions in comparison with ones established by the RF Labour Code.
Terms and conditions of a labour contract derogating employee’s rights
are considered as invalid and shall not be applicable.

On the RF territory, under the RF Labour Code, employee shall have 28
days paid vacations annually and, depending on particular conditions,
may have additional vacation and other benefits and guarantees. In a
labour contract, parties also have a right to provide employer’s enhanced
social commitments towards employee.

Normally, labour contracts are concluded for an unlimited period. In
cases established by law, conclusion of a fixed-term contract is allowed.
At the same time, the RF Labour Code contains a regulation, according to
which a fixed-term labour contract concluded for a certain period without
reasonable grounds defined by court is considered as one concluded for
an unlimited period.
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When concluding a labour contract, a hired person submits to their
employer the following documents:

1 Passport or another piece of identification

1 Alabour book, except for cases when the labour contract is
concluded for the first time or the employee is hired on secondary
employment conditions

1 Certificate of the State Pension Insurance

{ Military service registration documents — for draftees and persons
subject to enlistment for military service

I Certificate of education, qualification or existence of special skills

for work requiring special knowledge or techniques.

Employees, for protection of their rights and interests, may unite into
trade unions, which, beside protection, may represent employee’s
interests in a labour contract conclusion and in case of strike (when
employees refuse to perform their labour duties to settle a labour dispute).

For employment of foreign citizens, the employer shall obtain a permit of
the Federal Migration Service for engagement of a foreign workforce. The
permission is valid for one year. Decision about issuance of a permit for
engagement and use of foreign employees is made by a migration service
authority within 30 days from the date of submission of an application
and necessary set of documents. This period may be prolonged up to 45
days if it is necessary to carry out an expert examination of the documents
submitted.

Given that a foreign person acts only as a founder of a Russian legal
entity, a work permit is not required as, according to RF legislation, such a
participation in a legal entity is not recognised as a working activity.

However, independent of whether a foreign citizen has labour relation
with a Russian company, they shall observe the regime of staying on the
RF territory. For that reason, they shall obtain a temporary residence
permit.

As regards to foreigners who conclude a contractor’s agreements with a
Russian company for performance of particular works, there is a
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regulation under which these persons are not required to have a work
permit but they shall have a temporary residence permit.

Social Security

According to the RF Labour Code, an employer shall ensure obligatory
Social Security to its employees. Purpose of the obligatory Social Security
is payments of a 100% salary amount (depending on length of
employment) to an employee in case of loss occurrence (temporary
disability). These payments are executed by social welfare institutions at
the expense of funds generated from employer’s monthly contributions.

Social insurance of foreign citizens — managers or employees of a Russian
legal entity —is carried out under common rules established for Russian
citizens.
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6. Taxation

Legal basis

For the past decade, the Russian taxation system has developed towards
codification via elimination and unification of numerous legislative acts
on taxes and levies. Current RF legislation on taxes and levies is based
upon the Tax Code. Federal laws, regulatory legal acts of RF substituent
entities as well as acts of municipality authorities are approved under
general regulations set forth in the Tax Code.

The Russian Federation signed approximately 70 Treaties for Avoidance
of Double Taxation with other countries. At the same time, the Tax Code
provides a priority of international legal provisions accepted by Russia
over Russian tax legislation regulations. Tax administration is executed
by the Federal Tax Service subject to the Ministry of Finance of the
Russian Federation.

Registration with tax autorities

Each and every legal entity (including foreign ones) shall be registered
with tax authorities of the Russian Federation at the place of location of an
executive body, each of separate subdivisions, immovable property or
transport vehicles owned. At the same time, requirement on this
registration occurs within 30 days from the date of activity start (creation
of permanent employment for personnel).

Budget system
In a budget system, taxes may be classified by three direction groups:
1. Federal taxes
a. Value Added Tax (VAT)
b. Corporate Profit Tax
c. Individual Income Tax
d. Social insurance contributions.
2. Regional taxes:
a. Corporate Property Tax
b. Gambling Tax
c. Transport Tax.
3. Local taxes:
a. Land Tax
b. Individual Property Tax
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VAT and Corporate Profit Tax are the most basic and are the most
significant in the view of amounts and the most complicated with regard
to calculation procedure.

Special tax regimes

According to the current tax system, there are special tax regimes. Using
these regimes, a taxpayer pays one special tax instead of all taxes
established by law. They provide a significant decrease of tax burden for
small businesses (a simplified tax system), agriculture (Unified
Agricultural Tax) or an obligatory transfer of particular activities into
imputation taxation system (Unified Tax on Imputed Income).

Withholding tax

When a Russian company pays income to a foreign legal entity not
registered in the Russian Federation as a taxpayer, it is obliged to calculate
and withhold a tax on income of foreign legal entities from activities in the
Russian Federation. The tax is calculated and withheld by the Russian
company from funds payable to the foreign legal entity. Withholding tax
rates are the following:

1 20% is a basic rate to be paid from all profits from performance of
works (services) in the RF, interest income or royalty

1 15% from dividends received of other income from investments
into Russian enterprises

1 10% from freight revenues.

It is possible to avoid this tax (or apply a lowered rate), if it is provided by
concluded provisions of Agreements for the Avoidance of Double
Taxation signed with a country of registration of the company-payment
recipient. For this purpose, a foreign contractor shall obtain, in advance, a
certificate of location (registration) in the specified foreign state.

Tax Returns

All companies registered with RF tax authorities shall submit Tax Returns
(normally, on quarterly or annual basis) to territorial departments of the
Federal Tax Service. After tax return submission in due time, the
company shall pay the declared tax amount.

Tax inspections

Submitted tax returns are studied by the Tax Service employees on the
date of submission. If any inconsistencies are detected, a desk tax audit
may be executed (a certain Tax Return review; a taxpayer shall submit
relevant calculations and documents to an inspector at an inspectorate).
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Tax authorities may also carry out field tax audit of several taxes for
previous three years.

Tax sanctions

General penalties for tax violations are the following:

1 Non-payment of tax in full — 20% from the amount (40% shall be
paid provided that the intent is proved)
1 Delays in tax return submission — from 5% to 10% from an unpaid

tax amount under the Tax Return data for each month of delay.

Penalties for default of payment are accrued on the basis of 1/300 of the
current refinancing rate for each day of delay.

Taxation of legal entities

Corporate Profits Tax

Payers of the tax are Russian companies as well as foreign ones having
representative offices registered in the RF and/or receive income at
sources in the RF. Taxable items are profits less expense justified and
documentarily confirmed.

For foreign companies that do not have representative offices registered in
the RF but receive income from source in Russia, income received at
source is taxed with the withholding tax.

Profit tax rate is normally 20%. For particular types of income, special
rates are provided:

1 On dividend income received by a Russian company from another
Russian company is 9%;

! On dividend income received by a Russian company from abroad
is 15%;

1 On dividends paid abroad by a Russian company is 15%;

1 Onincome in the form of interests from state and municipal
securities is 15%;

1 Tax on income from operation, maintenance or leasing
(transportation) of ships, aircrafts or other means of transport or
containers on international lines — 10%;

1 Income tax rate on other types of sources from Russia (including

income in the form of interest) — 20%.
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Income and expenses for the purpose of taxable income calculation are
normally defined on accrual basis. However, calculation procedure
provided by the Tax Code differs from the one accepted in accounting.
First of all, it is connected with the fact that a taxpayer may consider not
all types of costs in expenses for profit tax calculation (for example,
expenses for insurance are accepted for the profit tax under the closed list
of insurance types). Some expenses are accepted for the income tax not in
a full amount but they are normalised (entertainment, advertising costs
etc.) As aresult, legislation requires maintenance of separate tax ledgers.
Funds transferred from a parent company to a subsidiary and back are not
subject to profit taxation given that the parent company owns over 50%
share of the subsidiary’s authorised capital.

Value Added TagVAT)

Payers of the tax are Russian and foreign legal entities as well as
individual entrepreneurs. Taxable items are operations on selling goods
(works and services) and property rights on the RF territory, including
those on a gratuitous basis. In addition, performance of works for own
needs, construction and assembly works as well as importation of goods
into the RF customs territory (VAT on import) are subject to VAT.
Particular activities, including banking and securities transactions are
fully exempt from VAT.

VAT is accrued as of the earliest of the following dates:

1 Shipment of goods (works and services) and transfer of property
rights

1 Date of payment (fully or partly) for planned supplies of goods
(performance of works, rendering of services) and property right

transfer (date of advance payment receipt).

In the RF, VAT calculation has a special feature named a set-off procedure
of tax calculation: VAT payable to the budget is a difference between tax
calculated on cost of goods sold and VAT amounts (used by a taxpayer in
taxable transactions) charged by suppliers of goods (works and services).
VAT amounts accrued on advance payments upon shipment of goods
(performance of works or rendering of services) or return of an advance
payment, are also subject to deduction.

If a taxpayer performs non-taxable transactions, VAT amounts charged by
suppliers shall be included in the cost of goods (works and services)
purchased and are not refundable from the budget but reduce the profit
tax.

UH ! ’ © Copyright 2010 UHY International Ltd -27-



A general VAT rate is 18%. Preferential rate of VAT is 10% and is applied
to medical goods, books, periodicals, food products and children’s
garments. There is no VAT rate for export commodities. In regards to
export commodities, the VAT rate is 0%.

Almost each provision on VAT has its own complexities and a number of
niceties. The most complicated aspects of VAT calculation are:

1 Complicated system intended for confirmation of right for tax
deduction (amounts reducing payments into budget). For tax
deduction confirmation, it is essential to meet a number of
requirements, one of which is adherence to rules of filling in VAT
invoices. Even if only one item is not filled in or it is filled in
incorrectly, it may result in non-provision of VAT deductions.

1 Necessity of separate accounting when carrying out taxable and
non-taxable transactions.

1 The most complex VAT aspect is VAT amount refund in goods
(works and services) export outside the RF. If VAT is not charged
from a foreign buyer, the seller has a right to demand from the
budget the VAT paid to a Russian supplier. Russian tax authorities
reluctantly refund VAT from the budget. It is connected with
frequent cases of false export (i.e., situations when a transaction is
intended only for VAT refund from the budget but not for export
itself). A significant part of exporters” demands on VAT refund
leads to consideration of such cases in arbitration court. A similar
situation dramatically impedes activities of proper exporters
working under foreign trade contracts.

VAT deduction when, upon results of a taxpayer’s activity for a tax
period, VAT amounts are refundable from the budget to the taxpayer but
are not payable to the budget, has become more complicated. In this case,
a tax authority shall, within three months, carry out a desk tax audit and
only after that make a decision on VAT refund from the budget.

If a foreign supplier not registered with RF tax authorities performs works
or services, a Russian supplier may be obliged to calculate and pay VAT.
In this case, the tax is paid in the following manner: the Russian supplier
withholds the amount from sums payable to the foreign one.

Insurance contributions from the salary fund

Since January 2010, the Uniform Social Tax has been cancelled and
replaced by a system of obligatory insurance payments, which includes
contributions to:
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M The Pension Fund
M The Social Insurance Fund
1 The Obligatory Health Insurance Fund.

Payers of the contributions are recognised as persons (companies or
entrepreneurs) making payments to individuals under labour or civil law
contracts (contracts for performance of works or rendering of services).
Tax base for the contributions is recognised as amount of payments and
other remunerations paid by a company to individuals for a period.

A general rate of insurance contributions established for 2010 is 26%.
Effective January 2011, the rate increased to 34%. Insurance contributions
are not paid from remuneration amounts paid to employees and
exceeding, on an accrual basis, 415,000 rubles for a calendar year.
Legislation provides a list of payments not subject to social contributions
(welfares, compensatory payments established by legislation etc.).

Corporate Property Tax

Corporate Property Tax is paid by Russian and foreign companies owning
property in the RF. Tax base is appraised on a historical cost basis in
accordance with accounting standards applied in Russia. Taxable items
are fixed assets of the asset side of a balance sheet. The tax rate is
established by regional authorities and cannot exceed 2.2%.

Legislation provides a number of benefits for particular types of
organisations (religious, Russian social organisations of disabled persons
etc.) and property (spacecrafts, vessels etc.).

Taxation of individuals

Personal Income Tax

Personal Income Tax payers are recognised as Russian tax residents and
non-residents receiving income from Russian sources. Russian tax
residents are recognised as persons staying in Russia for not less than 183
days in a calendar year. Hence, non-residents are recognised as persons
staying in Russia for less than 183 days in a calendar year.

In Russia, Russian tax residents are taxed with the tax on income received
from any corner of the world. Those who are not Russian tax residents
shall pay the tax on income received from Russian sources, including, for
example:

1 Monetary remuneration for performance of employment duties,
services and actions in Russia

1 Dividends and interests paid by a Russian company
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1 Insurance payments executed by a Russian company

I Profit from selling a property in Russia.

Currently, there are four unified rates, such as: 9%, 13%, 30% and 35%,
applied to various types of profit:

1 Profit received by non-residents from Russian sources — 30%

1 Profit from share participation in company activities received in
the form of dividends — 9%

1 Lottery winnings or profit from participation in other gambling
games as well as winnings paid by bookmakers — 35%

1 Particular insurance payments; material gain in the form of
interest-saving on loans received; interest income on bank deposits
exceeding established amounts — 35%

{ Interest income on mortgage bonds issued before the January 2007
-9%

{1 Other profit with non-stipulated rate — 13%.

When determining a tax base, various tax deductions reducing the tax
base are provided, such as:

{1 Social expenses for each employee and their children

1 Property expenses for purchase or building of a house reducing
taxable income annually or expenses for property purchase when
selling property

1 Social expenses for medical services, purchase of medical supplies
and education in the amount of 38,000 rubles for each type of
expenses

1 Professional expenses provided to public notaries, advocates etc.

Organisations paying a salary and remunerations under work or service
contracts are recognised as a tax agent and withhold tax from a paid
income and transfer it to the budget. The tax agent is obliged to submit
relevant reports to a tax inspectorate.

Individuals refer to tax authorities in cases when a tax is not withheld any
reasons (e.g., when receiving an income in a foreign country or receiving
an income in-kind) or to receive relevant tax deductions, references or
confirmations.

In addition, with regard to a number of persons, an organisation that
executes payments is not recognised as a tax agent, and these persons
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shall calculate and pay the tax as well as fill in and submit a tax return
independently. In particular, it is applied to individual entrepreneurs,
advocates, private notaries and persons who receive income from sale of
their property.
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7. Accounting & reporting

Requirements applied for accounting and reporting

Accounting law is applied to all organisations located in the territory of
the RF as well as to branches and representative offices of foreign
companies unless otherwise provided by international treaties concluded
with the RF. However, the Law on Accounting and Reporting allows
representative offices of foreign companies to carry out accounting under
provisions on accounting accepted in their countries, if those provisions
do not contradict International Financial Reporting Standards (IFRS).

Accounting legislation consists of the Law on Accounting and Provisions
(Standards) of accounting (Russian Accounting Standards) accepted in the
RF. The Standards were developed under IFRS influence and in many
ways repeat their provisions. At the same time, Russian legislators have
not accepted IFRS in full and left a number of provisions of the Russian
accounting system in the current Standards (such as historical cost
accounting; there is no large practice of recognition either of reserves or
contingent liabilities). Inconsistency of Russian reporting and the
international standards drastically impede foreign investment attraction
which is why a full switch to IFRS is planned. For financial accounting,
companies in Russia shall use an accrual method.

In Russia, annual financial statements approved by law consist of the
following documents:

9 Balance Sheet
I Profit and Loss Account

9 Other additional information, such as a Cash Flow Statement,
Statement of Changes in Equity, general information about
accounting policy

1 Explanatory notes to financial statements

1 Audit Report.

Quarterly financial statements shall include a balance sheet and a profit
and loss account.

For all companies, a reporting year begins 1 January and ends on the 31
December. Quarterly reports shall be submitted within 30 days after the
relevant quarter ends.
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Audit requirements

Auditing activity in the RF is carried out basing upon the relevant federal
law. Since January 2010, an obligatory auditing activity licensing has been
cancelled, and all duties concerning supervision over audit services have
been transferred to self-regulatory organisations.

To become an auditor, an individual shall undergo a relevant training at
an authorised educational institution and pass examinations for obtaining
an auditor’s certificate. For confirmation of the certificate, an auditor shall
undergo 40-hours qualification development courses on an annual basis.
Certified auditors may launch companies.

Currently, auditing activity is not licensed in Russia. Since 2010,
membership in one an accredited self-regulating audit organisations have
been a ground for conduction of auditing activity. Such a membership is
obligatory both for audit companies and for certified auditors irrespective
of whether they are employed by an audit company or are independent —
individual entrepreneurs. The nature of audits are either obligatory or
initiative. Obligatory audits are established by law and are carried out for:

1 Open joint-stock companies

1 Bank, insurance companies, stock exchanges and investment
institutions

1 Companies with profits and/or total amount of assets exceeding a
certain limit within one reporting year (currently, it is established
for profits exceeding approximately 50,000,000 rubles and total
assets exceeding about 20,000,000 rubles)

I Other cases, when federal laws provide an obligatory audit.

Obligatory audits shall be performed under standards approved by the RF
Government. Initiative audits may be carried out upon decision of an
owner, company management, during company mergers and acquisitions.
Often, audits are intended to obtain in-depth consultations on accounting
and, in particular, possible tax issues. Russian audit service market is
expanding. The role of services for audit under international standards
and reporting conversion to international standards is becoming more
significant.
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8. UHY firms in Russia

UHY YANS-Audit provides accounting, auditing and consulting services

for companies representing almost all major sectors of economic
importance in the RF and specialises in tax planning and tax risk

assessment. UHY YANS-Audit takes a stable place among 50 first-rate

audit and consulting companies in Russia.

UHY YANS-Audit LLC
2-y Volkonsky per., d.3
Moscow, RUS-127473
Russian Federation

Tel: +7 495 925-5751
Email: yans@uhy-yans.ru
Web: www.uhy-yans.com

UHY YANS-Audit LLC
Ul. Serafimovicha 241b
Rostov-on-don

Rostov Oblast, RUS-344002
Russian Federation

Tel: +7 495 925 5751
Email: yans@uhy-yans.ru
Web: www.uhy-yans.com

UHY Atomic-Audit
Marx Street, 14
Obninsk, RUS-249035
Russian Federation

Tel: +7 484 394-0440
Email: info@uhy-atomic.ru
Web: www.uhy-atomic.ru
UHY Eccona LLP

Shaumyana pr., h.18, office 310
St. Petersburg, RUS-195112
Russian Federation

Tel: +7 812 622-1213
Email: mail@eccona.spb.ru
Web: WWw.eccona.ru
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9. UHY offices worldwide

For contact details of UHY offices worldwide, or for details on how to
contact the UHY executive office, please visit www.uhy.com
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