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1. ISSUES AND RECOMMENDATIONS 

OF FIAC WORKING GROUPS 

Foreign Investment Advisory Council 

1. Improvement of Customs Law 
Issue 1. Clarifications on the classification of administrative offenses under Article 16.2 of the 
Administrative Offenses Code.  

Pursuant to an instruction of Igor Shuvalov, First Deputy Prime Minister of Russia, following the FIAC 
Executive Committee meeting in Svetlogorsk on 24 May 2013, amendments to Chapter 16 of the 
Administrative Offenses Code have been designed and subsequently adopted. The amendments allow 
declarations to be adjusted without administrative liability after goods are released if violations are 
discovered independently during customs clearance (Article 16.2 of the Administrative Offenses Code). On 
4 July 2016, the amendments were enacted. The Federal Customs Service had previously prepared Letter 
No. 18-12/21021 “On the Sending of Clarifications” of 30 April 2015. Given the amendments enacted in July 
2016, we believe the letter needs revising. In view of those amendments, as well as from the review of law 
enforcement practices, we believe it expedient to improve and send clarifications on the qualification of 
administrative offenses under Article 16.2 of the Administrative Offenses Code.   

Recommendations: 

Ensure preparation by the Federal Tax Service of the letter “On the Sending of Clarifications” containing 
clarifications that would be practically useful for the purposes of qualification of administrative offenses under 
Article 16.2 of the Administrative Offenses Code of the Russian Federation. 

Status (1 September 2017): resolved. 

Issue 2. Improvement of the institution of AEOs in the EEU. 

2.1. Introduction of electronic document flow for AEOs. 

Currently, the working principles described in Section VII (“Using the UIAS of customs authorities upon the 
release of goods before submitting EGDs”) of Order No. 1761 of the Federal Customs Service of 17 
September 2013 are inefficient for AEOs. The declarer (customs agent) submits liabilities in paper form, 
then the number of the liability is registered with a customs authority in the UIAS, and the customs officer 
manually numbers the paper form liability. Areas that are owned, leased or under operational management 
or economic jurisdiction may serve as AEO sites where customs operations and temporary storage are 
allowed.  

Recommendations: 

Revise the national legislation in the course of the implementation of the EEU Customs Code and provide 
for the electronic format of submitting AEO liabilities. 

2.2. The option of bundling obligations when the special simplified procedure of “release prior to 
declaration” is used. 

Today, the use of a special simplified procedure of release prior to submission of a customs declaration has 
become a widely used practice for the Approved Economic Operators (AEOs), which allows facilitating the 
admission of goods to the operator`s address and reducing the time of releasing the goods into free 
circulation. 

When using a special simplified procedure of “release prior to declaration,” the decision on releasing the 
goods into free circulation is taken by an official of the customs authority upon approval and registration of 
the obligation on submitting the goods declaration (“Obligation”) following the established procedure, along 
with the required documents and information. Afterwards, not later than on 10th (or 15th according to the 
EEU Customs Code) of the following month, the AEOs submit the goods declaration that brings together 
the goods within one consignment reported for release under several Obligations submitted in the prior 
reporting period. 

Clause 2 of the “Instruction on the Procedure for Filling in the Goods Declaration” approved by Resolution 
of the Commission of the Customs Union of May 20, 2010 No. 257 (“Instruction”) provides that one goods 
declaration contains the information about the goods within one consignment (unless otherwise provided for 
in this Instruction), which are subject to the same customs procedure. For the purpose of this Instruction, 
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the following goods are considered as one consignment during the admission of the goods to the customs 
territory of the Eurasian Economic Union:  

1. goods transported from the same sender to the same recipient across the customs territory as 
partof fulfilling the obligations under one document supporting a foreign trade transaction,  

2. goods, which are presented to the same customs authority within the timing provided for by Article 

185 of the Customs Code at the place of arrival in the customs territory or at the place of delivery should the 
customs transit procedure apply, and  

3. goods released within the timing established for submitting a goods declaration.  

Therefore, following the above provisions of the Instruction, one goods declaration may cover all the goods 
released in the prior period within one consignment under several Obligations according to Article 197 of 
the Customs Code of the Customs Union. This method is applied by the AEOs, including those solely 
performing trade operations, and is popular because it can facilitate considerably the declaration of the 
imported goods, reduce the bureaucracy for both customs authorities and operators through submitting one 
or several declarations per month for all imported goods within one consignment. For calculation of import 
customs duties and taxes, the duty rates, tax rates and the exchange rate established by the law of the 
Member State of the Customs Union are applied as effective on the day of registration of the customs 
declaration. 

At the same time, clause 14 of Article 120 of the EEU Customs Code provides that the rates of customs 
duties and taxes and the exchange rates are applied on the day of registration by the customs authority of 
the statement of goods release prior to submission of the goods declaration (“Statement”). It bears 
mentioning that the very structure of the Statement of goods release prior to submission of the goods 
declaration does not provide for the sections envisaged for the calculation of customs duties subject to 
payment. 

Clause 3 of Article 52 of the EEU Customs Code provides that the information about the calculation of 
customs duties and taxes is described in goods declarations, customs receipt vouchers or other customs 
documents specified by the Commission or the customs documents provided for in clause 4 of Article 52 of 
the EEU Customs Code. It bears mentioning that neither such customs document is legally bound with the 
procedure of “release prior to declaration,” and so the only document that may cover the information related 
to customs duty calculation shall be a goods declaration.  

According to the Instruction, when filling in the goods declaration, box 23 shall include the foreign currency 
rate of exchange, which code is specified in box 22 of the goods declaration, to the currency of the Member 
State of the Customs Union, to which customs authority the goods declaration is submitted, as established 
by the central (national) bank of this member state on the day of registration of the goods declaration. 

Therefore, today there is a legal conflict about the procedure for specifying the exchange rate of the foreign 
currency required for calculation of customs duties using the procedure of “release prior to declaration.” This 
conflict not only prevents the customary practice of declaring the goods by the AEOs, which are released 
under several Obligations/Statements on different days within one consignment using one and the same 
goods declaration, but also makes it impossible to use the very procedure of “release prior to declaration” 
as provided for by the effective law. 

Recommendations: 

1. Amend the Instruction having fixed therein the following procedure for indicating the foreign 
currency exchange rates in box 23 GD:  

“The box shall specify the exchange rate of foreign currency, the code of which is indicated in box 22 GD, 
to the currency of the Member State of the Union, to which customs authority the GD is submitted, as 
established by the central (national) bank of this Member State on the day of GD registration or on the day 
of the customs authority’s registration of Statement of goods release prior to submission of a goods 
declaration. 

If in one GD goods are declared to the customs author, which were released on the basis of several 
statements of goods release prior to submission of a goods declaration registered on different days or 
denominated in different currencies, this column shall not be filled in”;  

2. Amend the Rules of filling in CVD-1 and CVD-2 (approved by Resolution of the Commission of the 
Customs Union of 20 September 2010 N 376 “On the Procedures of Declaring, Control and Adjustment of 
Customs Value of Goods”), to read as follows: 

consultantplus://offline/ref=9A4F918B674AF647AC29C6131391421A0CD83FBAE0D7DF72EC9FBE34D07A1101BC3F23CAA25234BC6801I
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- box 11 “а” (paragraph 3): “In brackets shall be specified an account currency code and the 
corresponding exchange rate of account currency of the Member State of the Union in accordance with 
clause 15 of the “Procedure for Declaring the Customs Value of Goods.”  

- box 12 (paragraph 4): “If such values are indicated in the invoices or other commercial documents 
in foreign currency, then in column “*” of CVD-1 the recalculation data of these values shall be indicated 
specifying the number of a good and position (the number of CVD-1 column, to which such data refer), 
three-digit alphabetic code of currency in accordance with the Currency Classifier, the amount of expenses 
in foreign currency and foreign exchange rate in accordance with clause 15 of the ‘Procedure for Declaring 
the Customs Value of Goods.’” 

- box 20 (paragraph 4): “If such expenses are indicated in the invoices or other commercial documents 
in foreign currency, then in column “*” of CVD-1 the recalculation data of these values shall be indicated 
specifying the number of a good and position (the number of CVD-1 column, to which such data refer), 
three-digit alphabetic code of currency in accordance with the Currency Classifier, the amount of expenses 
in foreign currency and foreign exchange rate in accordance with Clause 15 of the “Procedure for Declaring 
the Customs Value of Goods.’” 

3. To the extent technically practicable, to provide for the possibility of specifying within the same GD 
of several foreign currency exchange rates separately for each of the declared goods (released using the 
GDI procedure) by applying information about these exchange rates in the supplement to the goods 
declaration as is the case with the procedure for filling in boxes 31 or 44 GD. 

Issue 3. Enhancement of state measures to support the processing of goods for domestic 
consumption (jointly with FIAC’s localization working group. 

In addition to the production in Russia of components for the domestic market (or conversion to Russian 
raw materials), localization may also involve efficient production for the global market (expanded exports 
from Russia). Incentives for localizing production may include lower administrative barriers for exports of 
finished goods. The traditionally high share of imported goods in many segments of the Russian market – a 
result of low domestic supply and growing domestic demand – is a sure indicator of high growth potential 
for domestic production in terms of both consumer demand and import substitution. Moreover, goods 
produced in Russia may be viewed as competitive on the EEU market. Yet growth in production is hindered 
by a number of factors, one of the most important being the structural imbalance between import duty rates, 
with the rates for raw and other materials exceeding those for the finished products. This imbalance is an 
economic barrier to growth in domestic production: it is cheaper to import finished products than to produce 
them in Russia. The result is a decline in the competitiveness of domestic products on both domestic and 
foreign markets. The problem primarily involves raw and other materials that are not produced in EEU 
countries and cannot be replaced by other materials without a substantial loss in the final products’ 
consumer properties. The adjustment of customs duty rates for specific items in the Common Customs 
Tariff is a complicated, laborious and time-consuming process requiring a sophisticated analysis of all the 
economic implications. It may involve risks of false declaration and is thus not always an effective solution 
for this problem. In our opinion, this situation can be resolved by making more active use of the special 
customs procedure of processing for domestic consumption (Article 264 of the Customs Code of the 
Customs Union). This would contribute to import substitution (the customs procedure of processing for 
domestic consumption). Under these procedures, raw and other materials used in processing are fully 
exempt from import duties, taxes and non-tariff regulatory measures. Processed products are placed under 
the customs procedure of release for domestic consumption, subject to import duties at the relevant rates, 
without the application of non-tariff regulatory measures. Even so, Chapter 36 of the Customs Code of the 
Customs Union sets clear, unambiguous and exhaustive requirements for foreign trade operators to ensure 
proper use of the procedures of processing for domestic consumption and to prevent unfair declaration for 
purposes of evading import duties. This procedure may be used only on the basis of a special document 
issued by an authorized body of the Eurasian Economic Union member state and containing information on 
both the recipient and the conditions for application of the procedure. There are also numerous 
requirements with respect to the manner, conditions, timing and volumes of processing as well as the 
identification of goods and processed products, including the requirement that processed products cannot 
be restored to their original condition in a cost-effective manner. Thus, Chapter 36 of the Customs Code of 
the Customs Union establishes and allows for the effective use of a customs procedure designed to attract, 
support and develop high-tech production in the Eurasian Economic Union, regardless of any imbalance in 
the customs duty rates for raw materials and finished products, while ensuring an appropriate level of control 
over the correct use of the procedure. Cross-border operators note two main problems preventing these 
procedures from being more widely used: 1) The lack of criteria that would allow an authorized body to 
determine whether a means of identifying foreign goods in processed products is acceptable. 2) The limited 
number of goods that qualify for the customs procedure of processing for domestic consumption The 
following should be noted in connection with the identification of foreign goods in processed products. Under 
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Articles 242 of the Customs Code of the Customs Union, the following methods may be used to identify 
foreign goods in processed products: 1) seals, stamps and digital and other labeling affixed on original 
foreign goods by the declarer, processor or customs officials 2) a detailed description, photographs or 
scaled-down representation of foreign goods 3) a comparison of preselected specimens and samples of 
foreign goods and processed products 4) use of the current labeling of goods, including serial numbers. 5) 
other methods, depending on the nature of the goods and processing operations, including a review of 
detailed information provided about the use of foreign goods in processing as well as about the processing 
technology or by means of customs control over processing operations Unfortunately, for most industries, 
the methods specified in items 1) – 4) are unacceptable because the raw materials used in the 
manufacturing processes: 1) – 4) are unacceptable because the raw materials used in the manufacturing 
processes: 1) are not or cannot be clearly identified (chemical and food raw materials; small parts and spare 
parts) 2) disappear during the manufacturing process (evaporation, chemical transformation) 3) are difficult 
to separate or identify due to the specifics of the end product (food products, complex equipment) Under 
Article 265 of the Customs Code of the Customs Union, the customs procedure of processing for domestic 
consumption may be applied to only a limited number of goods determined by the national laws of Customs 
Union member states. In Russia’s case, a list of such goods is established by Article 265 of Federal Law 
No. 311-FZ of 27 November 2010 “On Customs Regulation in the Russian Federation” and by Government 
Decree No. 565 of 12 July 2011 (the “Decree”). The list is limited to about 50 goods that are clearly intended 
for specific production efforts. As a result, the procedure of processing for domestic consumption is not used 
in practice, and this holds back the development potential of domestic high-tech production with high added 
value as well as new investment in such production. An important fact is that the customs regime of 
processing for domestic consumption is widely used throughout the world and is an effective lever of both 
the development of the local industry and the attraction of investments. Thus, for example, under Belarusian 
and Kazakh law, the procedure of processing for domestic consumption may be applied to all goods in the 
Customs Union’s Unified Goods Classifier for Foreign Economic Activity, except for goods that may not be 
imported into the customs territory of the Customs Union and/or that do not qualify for processing in the 
customs territory (a list of such goods was approved by Resolution No. 375 of the Customs Union 
Commission of 20 September 2010 “On Certain Issues Concerning the Application of Customs 
Procedures”). The customs procedure of processing for domestic consumption is thus attractive for 
companies investing in the Russian economy. However, this procedure is limited to the list of goods 
established by the Decree, making it impossible to apply the procedure to certain goods.   

Recommendations: 

1. The Ministry for Economic Development, in cooperation with concerned government agencies and 
the business community, should consider modifying the procedure for determining which goods may be 
processed for domestic consumption (as approved by Government Decree No. 565 of 12 July 2011), by 
establishing a list of goods that do not qualify, in order to expand the application of the procedure of 
processing for domestic consumption.  

2. The Russian Ministry of Finance should add a provision to the draft Federal Law “On Customs 
Regulation” for the potential application of the FIFO method, whereby foreign goods in processed products 
are identified on the assumption that foreign goods imported earlier are processed first, unless the declarer 
proves otherwise. 

3. The Russian Ministry of Finance should draft a legal act setting requirements for corporate 
accounting systems of entities applying customs processing procedures and for their reporting documents 
aligned with accounting (tax) or internal accounting systems that serve as evidence of using foreign goods 
to manufacture processed products of certain volumes during a certain period. 

4. The Russian Federal Customs Service, in cooperation with concerned federal executive bodies, 
should set methodological guidelines with detailed instructions for customs officials, tailored for the 
accounting policies of companies operating in different industries. 

Issue 4. Improvement of tax mechanisms for processed products when the procedure of processing 
in the customs territory is applied. 

Under the current version of the Russian Tax Code, tax is assessed at a rate of 0% on sales of: goods 
exported under the customs export procedure; goods under the free customs zone procedure; work 
(services) involving processing under the customs processing procedure. Yet, Article 249 of the Customs 
Code of the Customs Union determines that the customs procedure for processing in the customs territory 
is completed by placing goods under the customs re-export procedure. According to the tax legislation of 
the Russian Federation with regard to products processed in the customs territory, the VAT rate of 0% is 
not applied with respect to the sale of processed products where the entity purchases raw materials from 
abroad and exports goods manufactured from such materials under sale and purchase agreements. The 
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VAT rate on such operations is 18 (10%) which results in higher prices for goods manufactured in the 
Russian territory and, consequently, makes them less competitive in foreign markets. Therefore, we believe 
it expedient to amend Articles 164 and 165 of the Tax Code.  

Recommendations: 

1. The Ministry for Economic Development, in cooperation with concerned federal executive bodies, 
should draft amendments to the Russian Tax Code to provide for the 0% VAT rate with regard to products 
processed in the customs territory which are placed under the re-export customs procedure upon sale. 

Status (1 September 2017): resolved.  

Issue 5. Simplification of the confirmation procedure for a zero rate of VAT on exports to foreign 
countries, including EEU member states. 

The simplification of export procedures is one of the most important steps that can be taken to boost 
production in Russia and attract investments.  Submitting an export confirmation to the tax authorities for 
the approval of 0% VAT is a very complex procedure. Exporters are required to submit hard-copy documents 
marked by the customs authorities when exporting goods outside the Customs Union. This takes up to a 
month and involves considerable human resources. Although Federal Law No. 452 of 29 December 2014 
amended Article 165 of the Russian Tax Code to permit shipping documents, customs declarations and 
other documents to be submitted in the form of registers, including electronically, hard copies marked by 
the customs authorities may still be requested under Article 165.15. We thus request that further 
amendments to the Tax Code be drafted to eliminate the possibility that such documents will be requested 
during an inspection. There are still difficulties with exports to Customs Union countries. Under Appendix 
No. 18, Part II, clause 3.3, to the EEU Treaty, exporters must provide the original statement of import and 
payment of indirect taxes, marked by the tax authority in the importer’s country. This requirement is almost 
impossible to fulfill without a permanent and reliable counterparty in Customs Union countries that is willing 
to handle all these formalities for its Russian partner. As a result, many Russian enterprises simply turn 
down deals with Belarusian, Kazakhstani and Armenian companies, thereby reducing turnover in the 
Customs Union. 

Recommendations: 

To resolve these problems and simplify export procedures, the Working Group for the Improvement of 
Customs Law proposes the following steps: 

1. Draft other amendments to the Russian Tax Code to eliminate the requirement that documents be 
marked during inspection. 

2. Draft amendments to Appendix No. 18 to the Agreement on the Formation of the EEU and/or a list 
of statements to eliminate the need for VAT payment statements marked by the tax authority of the 
importer’s country and for copies of shipping documents bearing the seals of counterparties in Customs 
Union countries 

3. Organize electronic communication between the tax authorities of Customs Union countries. 
Eliminate the requirement that payment of VAT in Customs Union countries be verified and that copies of 
shipping documents bearing the seals of counterparties in Customs Union countries be provided.  

Issue 6. Establishment of a procedure for issuing health certificates for goods exported from the 
EEU and improvement of the procedure for issuing free sale certificates. 

According to the effective Russian legislation, health certificates are not required for exported food products 
that are not subject to veterinary and phytosanitary control (oversight). Such products include, but are not 
limited to, oil-and-fat products of vegetable origin, confectionery, processed vegetable products, juice 
products, baby food, pasta, coffee, tea (packaged for retail sale), and fruit and berry ice cream (from groups 
09, 15 and 17-21 of the TN VED). 

However, exporters say that many countries demand that imported goods should have health certificates 
issued by the authorized organization of the exporting country and confirming the safety of products and 
their compliance with regulatory requirements, as a rule, with those of the exporting country. 

The form of the required document is similar to the standard form approved by the guidelines CAC/GL 38-
2001 of Codex Alimentarius.  

It should be noted that veterinary and phytosanitary certificates are required for exported goods subject to 
veterinary and phytosanitary control (oversight). These certificates are similar to health certificates and are 
prepared according to the standard form approved by the guidelines CAC/GL 38-2001 of Codex 
Alimentarius. The lists of controlled products that require, in particular, veterinary and phytosanitary 
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certificates are approved by Decision No. 317 of the Customs Union Commission “On the Application of 
Veterinary and Sanitary Measures in the Eurasian Economic Union” of 18 June 2010 and Decision No. 318 
of the Customs Union Commission “On Ensuring Plant Quarantine in the Eurasian Economic Union” of 18 
June 2010. 

Thus, health certificates are currently not required for a wide range of exported food products that are not 
subject to control.  

In order to prevent the risks of not meeting the targets for the export of domestic agricultural products due 
to the technical and other requirements of foreign countries, we suggest considering the expansion of the 
powers of the Russian Export Center to issue health certificates for exported food products that are not 
subject to veterinary and phytosanitary control (oversight) according to the standard form approved by the 
guidelines CAC/GL 38-2001 of Codex Alimentarius. 

Recommendations: 

1. The Ministry for Economic Development and the Ministry for Agriculture, in cooperation with 
concerned federal executive bodies, should consider empowering REC or a federal executive body to issue 
health certificates. 

Issue 7. Imports of samples.  

When importing samples of products subject to control and products subject to compliance assessment and 
verification, foreign trade operators encounter problems in obtaining permits and having shippers listed 
among those permitted to import to Russia.  The time involved in obtaining permits for samples is often 
similar to that involved in obtaining permits for finished products. Foreign trade operators wishing to import 
samples, including for production purposes (to determine whether such materials can be used in 
production), thus incur additional time and administrative costs.  The most serious problems are involved 
in importing samples of controlled products subject to veterinary and phytosanitary control and compliance 
assessment (verification). In the first quarter of 2016, the Ministry of Industry and Trade prepared 
amendments to Decision No. 294 of the Customs Union Commission of 25 December 2012 that would 
eliminate the need for documents on compliance assessment (verification) when products are imported for 
the sole use of the declarer.   

Recommendations: 

1. Submit the agreed package of amendments to Resolution No. 294 to the Eurasian Economic 
Commission.  

2. Add the following phrase to Note * (* In using this list, both the TN VED code and the name of goods 
should be taken into account) in the Unified List of Goods (Appendix No. 1 to Resolution No. 317 of the 
Customs Union Commission): This list does not include samples of controlled goods imported into (exported 
from) the Common Customs Territory of the Customs Union individually (no more than 5 items under a 
single classification code of the Customs Union’s Goods Classifier for Foreign Economic Activity) or in 
limited amounts (no more than 20 kg of goods whose weight (net) is measured in kilograms according to 
the generally accepted rules of retail trade) for one of the below purposes, provided that the purpose of 
importation is indicated in the shipping documents and that the recipient of the goods gives a written 
undertaking to use them as intended and not to alienate them in the Customs Union.     

3. Add the following phrase to Chapter XI of Resolution No. 317 of the Customs Union Commission: 

11.4. For the import or transit of the following controlled goods, or when such goods are transported within 
the Customs Union from the territory of one Party to that of another Party, there is no need throughout the 
period of transport for veterinary supporting documents from officials of the Parties’ authorized bodies or 
competent bodies of the exporting countries or for such documents to accompany the goods, nor is there 
any need for registration by the Parties’ authorized bodies or for exporting companies to be entered in the 
Register of Organizations and Entities Engaged in the Manufacturing, Processing and/or Storage of 
Controlled Goods Imported into the Customs Territory of the Customs Union, provided that the epizootic 
situation is favorable in the country of the exporting company (manufacturer of the controlled goods) and 
the exporting country, as well as their product samples for:   

1. Research and development  

2. Laboratory and analytical research  

3. Testing and comparison  

4. Establishing internal controls (in accordance with GOST ISO 17025) 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5. State registration, certification or declaration of compliance  

6. Calibration and adjustment of instruments  

7. Validation and refining of methods  

8. Market research and samples not intended to be sold in the customs territory of the Customs Union 

4. Extend the scope of Chapter VII of Resolution No. 318 of the Customs Union Commission to cover 
the entire list of products subject to quarantine and imported as samples, i.e.:     

- Samples do not need to be accompanied by phytosanitary documents (phytosanitary certificate, 
import quarantine permit). A phytosanitary quarantine control certificate may be made out after samples are 
visually examined by a quarantine inspector, which must not result in a violation of packaging integrity or a 
loss of value or the quantity of samples. 

- Packaging may be nonstandard and unsealed 

- Samples must not exceed 20 kilograms/20 liters/50 pieces 

- Samples may not be sold/distributed/commercially used in the Customs Union 

- Samples are not required to bear the manufacturer’s name (only the name of the shipper and the 
country of dispatch) 

- The name of a sample may be encoded on the label, including digitally (the shipper, the recipient, 
content and purposes may be indicated in accompanying documents). - If additional laboratory 
research/testing is required to assess the phytosanitary condition of imported samples, the goods may be 
released at the request of the recipient/importer, without the right to use/sell them, and stored in a place 
specified by the recipient until a report on the phytosanitary condition of the imported goods is received. 

Add the following phrase to Note * (* In using this list, both the TN VED code and the name of goods should 
be taken into account) in the List of Goods Subject to Quarantine (Appendix No. 1 to Resolution No. 318 of 
the Customs Union Commission): 

This list does not include samples of controlled goods imported into (exported from) the Common Customs 
Territory of the Customs Union individually (no more than 50 items under a single classification code of the 
Customs Union’s Goods Classifier for Foreign Economic Activity) or in limited amounts (no more than 20 kg 
of goods whose weight (net) is measured in kilograms according to the generally accepted rules of retail 
trade) for one of the below purposes, provided that the purpose of importation is indicated in the shipping 
documents and that the recipient of the goods gives a written undertaking to use them as intended and not 
to alienate them in the Customs Union.     

Add clause 9.5. to Chapter IX or clause 7.3. to Chapter VII of Decision No. 318 of the Customs Union 
Commission as follows: 9.5. (or 7.3.) For the import or transit of the following quarantine goods presenting 
a high phytosanitary risk, or when such goods are transported within the Customs Union from the territory 
of one Party to that of another Party, import quarantine permits and phytosanitary certificates are not 
required during the period of transport for purposes of quarantine phytosanitary control (oversight), provided 
that the phytosanitary situation is favorable in the country of the exporting company (manufacturer of the 
controlled goods) and the exporting country, as well as their samples for:   

1. Research and development  

2. Laboratory and analytical research  

3. Testing and comparison  

4. Establishing internal controls (according to GOST R ISO 17025)  

5. State registration, certification or declaration of compliance  

6. Calibration and adjustment of instruments  

7. Validation and refining of methods  

8. Market research and samples not intended to be sold in the customs territory of the Customs Union 

5. Delete clause 1 of paragraph 3 of Directive No. 491 of the Russian Government of 4 September 
2005.   

“1. To stipulate that the Federal Service for Veterinary and Phytosanitary Supervision shall be responsible 
for the following: the accreditation of testing labs (centers) engaged in verifying the quality and safety of 
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grain, animal feed and its ingredients and the byproducts of grain processing as well as the inspection of 
such labs’ activities to verify the conformity of such products and their certification under Russian law 
(revised by Decree No. 305 of the Russian Government of 23 May 2006); state control over the quality and 
safety of grain, animal feed and its ingredients and the byproducts of grain processing when they are 
purchased under government procurement contracts, supplied to (stocked in) state reserves, stored in state 
reserves or in transit state control over the quality and safety of grain, animal feed and its ingredients and 
the byproducts of grain processing when they are imported into (exported from) the Russian Federation.”   

6. Amend clause 2 of Article 7 of Federal Law No. 183-FZ of 5 December 1998 to read as follows:   

“Article 7. Inspection of the quality of grain and processed grain products. 1. The quality of grain and 
processed grain products produced and transported by individuals and legal entities is inspected, in cases 
stipulated by federal laws and other regulations, by determining the quality of grain and processed grain 
products and is documented with certificates of quality. 2. Grain and processed grain products are imported 
into and exported from the Russian Federation in the manner and in cases stipulated by federal laws and 
other regulations of the Russian Federation.” 

Issue 8. Exports/imports of repair equipment. 

Today manufacturing companies that export equipment purchased abroad may experience problems 
identifying such equipment if the integrity of identification numbers, labeling or nameplates has been violated 
during repair work or if special identification marks or labels cannot be applied for technological or safety 
reasons. 

Recommendations: 

The Federal Customs Service should issue a clarification stating that forms of identification other than 
identification numbers, labeling and nameplates are possible, e.g. photographs, technical diagrams and 
drawings.   

Issue 9. Cancellation of customs duties on exported goods. 

The Draft Federal Law “On Customs Regulation in the Russian Federation” (the “Draft”) sets amounts of 
customs clearance fees that differ from those currently in effect in Russia.  

Part 2 of Article 47 of the Draft raises the upper limit from the current RUB 30,000 to RUB 60,000. 

We want to point out that, in addition to the additional financial burden on importers of valuable goods 
shipments, this provision is contrary to Russia’s commitments to the World Trade Organization (WTO) as 
stated in clause 382 of the Report of the Task Force for Russia’s Accession to the World Trade Organization 
(the “Report”). According to the Report, the Russian Federation assumed the following obligations with 
respect to the amounts of customs duties: 

- the government is to modify the system of customs clearance fees so that the maximum amount of 
such fees in the Special Drawing Rights does not exceed the equivalent of RUB 30,000 on the date of 
accession; 

- The government is to set lower fixed rates of customs clearance fees for electronic declaration and 
other simplified filing methods in order to ensure compliance with the WTO Agreement – in particular, Article 
VIII of GATT-94. 

Note that Russia’s commitments in terms of the amounts of customs fees are in the national currency and 
not tied to the rates of foreign currencies. The WTO may thus view an increase in the upper limit of customs 
fees as a violation of Russia’s commitments. 

For foreign trade operators, an increase in customs fees will entail unreasonable additional expenses, thus 
pushing up the cost of products manufactured in Russia from imported raw and other materials and resulting 
in higher prices for end consumers. 

We propose that the maximum amount of customs fees be kept at the current level of RUB 30,000. 

The Draft also envisages customs fees for customs operations involving the release of goods prior to 
submission of a goods declaration. 

For authorized economic operators, this means that customs fees will have to be paid twice: 

- When a commitment is submitted; 

- When a customs declaration is submitted for the goods issued under commitments. 

Double payment of customs fees will put authorized economic operators at a disadvantage with respect to 
declarers that do not have AEO status and make the institution far less attractive for foreign trade operators. 
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Economic operators that use the simplified procedure of release prior to declaration currently do not pay 
customs duties when they submit commitments, and this simplifies administration in cases where there is a 
large volume of import shipments, as there is no need to keep track of payments for each shipment of goods 
cleared through customs. Fees are charged only when a goods declaration is released, and under the 
Customs Code of the Customs Union, declarations may be released once a month no later than the tenth 
of the month following the release of goods in a single shipment. The new provisions will force foreign trade 
operators to reorganize their internal document management to account for payments for each commitment. 
This will entail additional expenses for the development of internal accounting systems and make control 
over customs payments more complicated and labor-intensive, since payments will have to be accounted 
for twice—the second time after a significant interval. 

Customs authorities do not have to spend significant time and resources on the registration of commitments 
from authorized economic operators and do not incur any additional costs as a result. For this reason, we 
regard it as excessive and unjustified to require that customs fees be paid for such customs operations. 

As a result of the Draft’s provisions, we believe that major importers may lose interest in the institution of 
authorized economic operator and may not apply for new AEO certificates as envisaged by the Customs 
Code of the Eurasian Economic Union. Russia may also drop to a lower position in the World Bank’s Doing 
Business ranking, which takes into account the number of major foreign trade operators using various 
simplified procedures for customs purposes. 

Recommendations: 

1. The requirement that customs duties be paid when goods are released prior to submission of a 
goods declaration (under a commitment from an AEO) should be eliminated from the Draft Law (Article 38, 
part 2, paragraph 2 and Article 42, part 2). 

Issue 10. Risk-oriented approach to imports of controlled goods. 

Pursuant to Government Decree No. 806 of 17 August 2016 “On Application of the Risk-oriented Approach,” 
a risk-oriented approach (“ROA”) is expected to be applied in the course of state quarantine phytosanitary 
control, as well as federal and regional veterinary oversight activities. 

Foreign trade operators support the introduction of the ROA, including with regard to imported and exported 
controlled goods. 

The Federal Service for Veterinary and Phytosanitary Surveillance is currently conducting an experiment 
(pilot project) on applying the ROA to deliveries of fish.  

We believe it expedient to consider conducting a pilot project with regard to other commodity groups. 

Recommendations: 

1. The Federal Service for Veterinary and Phytosanitary Surveillance, in cooperation with the Federal 
Customs Service, should consider conducting an experiment on application of the ROA to foreign trade 
operators engaged in imports and exports of controlled goods.  

Issue 11. Reports on expenditures. 

Foreign trade operators have problems managing funds on customs accounts, since reports on 
expenditures are currently provided to foreign trade operators in hard copy only. An electronic form of such 
reports has been developed and implemented, involving personal accounts of foreign trade operators and 
allowing the reports to be requested and obtained independently. Such electronic reports still need to be 
legalized so that they can be used for legally significant actions. 

Recommendations: 

1. Amend Federal Law No. 311-FZ to allow foreign trade operators to receive reports electronically 
for information purposes and for legally significant actions. 

Issue 12. Simplification of cash refunds. 

Pursuant to Articles 122.4 and 147.2 of Federal Law No. 311-FZ, a legal entity applying for a refund is to 
attach such documents as: 

• a payment slip confirming the payment or collection of refundable customs duties and taxes; 

• documents verifying the accrual of refundable customs duties and taxes; 

• documents substantiating the claim for a refund of overpaid or over-collected customs duties and taxes; 

• documents listed in parts 4-7 of Article 122 of said Federal Law, depending on the applicant’s status 
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and the status of the refundable amounts; 

• a document confirming that the payer of customs duties and taxes agrees that these amounts be 

refunded to the person who is obligated to pay such amounts and has claimed a refund; 

• other documents that the applicant may present in support of its claim for a refund. 

This list is clearly excessive, as some of the documents are in the existing databases of the customs 
authorities or other agencies or are otherwise available to them, while other documents (e.g. a notarized 
specimen signature of the application’s signatory) may be difficult for a foreign economic operator to provide. 
The words “other documents” allow the authorities to demand an unlimited quantity of additional information 
(a specimen company seal, specimen signature, etc.). This unnecessarily complicates the refund process 
and makes it difficult to administrate.  With the rapid development of digital technologies, foreign economic 
operators are communicating more effectively with customs authorities via personal accounts. Such online 
tools will be increasingly important in the years ahead. This paves the way for further improvements in 
customs law regulating refunds of overpayments.  At the same time, under current tax law, overpaid taxes 
are refunded (offset) on the basis of an application submitted by the taxpayer without any additional 
documents. Article 79 of the Russian Tax Code allows electronic applications and envisages a faster 
turnaround time (10 days in the Tax Code, as compared with one month in Law 311-FZ). The Federal 
Customs Service has prepared a draft Federal Law “On Amendments to the Federal Law ‘On Customs 
Regulation in the Russian Federation’” to shorten the list of documents that must be submitted along with 
an application for a refund of customs duties, taxes and other amounts and also to reduce the time involved 
in obtaining a refund. This draft has not as yet been posted for public discussion (draft page: 
http://regulation.gov.ru/projects/List/AdvancedSearch#npa=44394). The draft was provided in due course 
to the FIAC Working Group and is generally in line with the group’s proposals. Based on the FIAC Executive 
Committee meeting of 3 June 2016, Igor Shuvalov instructed that the draft be submitted to the Russian 
government by 1 October 2016. The deadline was then moved to 1 June 2017.   

Recommendations: 

1. Amend Articles 122.3, 122.4, 147.2 and 147.3 of Federal Law No. 311-FZ of 27 November 2010 
“On Customs Regulation in the Russian Federation” to limit the list of documents that must be provided by 
legal entities established under Russian law to the following two: (i) a refund application filed in hard copy 
or electronically, including via a personal account, and (ii) other documents that applicants may provide in 
support of their claim for a refund.  

2. Reduce the turnaround time in Article 147.6 from one month to 10 days.  

3. Ensure that updated timelines of customs control over refunds of overpayments is reflected in the 
draft amendments to Federal Law No. 311. 

Issue 13. Practical application of the simplified procedure of “release prior to declaration” for 
authorized economic operators. 

Some companies have encountered problems in applying simplified procedures specially developed for 
Authorized Economic Operators under Article 41.2 of the Customs Code of the Customs Union. 

The following documents are currently provided for each shipment under Article 197 of the Customs Code 
of the Customs Union so that goods can be released at the customs post: 

1. commercial or other documents containing information on the shipper and recipient, the countries 
of origin and destination, the name and description of goods and their classification code in the Goods 
Classifier for Foreign Economic Activity (at least the first four symbols), the quantity, gross weight and value 
of goods;  

2. a written commitment to submit a customs declaration and provide the necessary documents and 
data no later than the tenth of the month following the month in which goods are released, including 
information on the intended use of the goods and the customs procedure applied; 

3. documents and information verifying compliance with prohibitions and restrictions, except in cases 
where such documents and information may be provided on the date of submission of the customs 
declaration.  

All of these documents are to be provided to the customs inspector in hard copy, since the same article of 
the Customs Code of the Customs Union stipulates that a commitment be in writing. 

However, when a commitment is submitted along with a set of documents for 100% of shipments, a risk 
arises, requiring: 
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that additional documents be provided: commercial and other documents verifying payment for shipped 
goods; documents verifying compliance with prohibitions and restrictions; documents verifying the shipper, 
country of origin and customs value; 

that goods be subjected to a customs inspection and that a decision on the inspection be made by the head 
of the customs post  

that goods be released by agreement with the head of the customs post 

The process is as follows: 

After receiving a commitment, the inspector checks the documents provided and requests additional 
documents consistent with the risk, then prepares a memo on the decision whether to conduct an inspection 
and writes a conclusion indicating that the documents are sufficient/insufficient for purposes of risk 
minimization and that there is/isn’t a need for an inspection. The head of the customs post makes the final 
decision. 

The operator has to additionally provide bank control records, payment for previous shipments, letters on 
contractual payment deadlines and other documents. 

All of this increases the burden on foreign trade operators, who must provide documents in hard copy, and 
belies the trust on the part of the Federal Customs Service that was supposed to be embodied in the 
institution of AEOs. 

Recommendations:  

Minimize the risks for AEOs and foreign trade operators.  

Issue 14. Establishment of time limits for expert customs examinations. 

If special knowledge is required to clarify issues that arise during customs operations, an expert customs 
examination is initiated. An expert customs examination is initiated by the customs authorities and performed 
by customs experts and experts of other authorized organizations. 

Under Article 144.1 of the Customs Code of the Customs Union, customs officials select samples and 
specimens of goods for expert customs examinations under the laws of Customs Union member states. 

Under Article 172.7 of Federal Law No. 311-FZ “On Customs Regulation in the Russian Federation” of 27 
November 2010, the procedure for selecting samples and specimens of goods for expert customs 
examinations is established by the federal executive body responsible for customs, based on the provisions 
of Article 144 of the Customs Code of the Customs Union. 

Under clause 16, paragraph 1, of the Procedure for the Selection by Russian Customs Authorities of 
Samples (Specimens) of Goods for Expert Customs Examinations, approved by Order No. 2264 of the 
Federal Customs Service of 20 November 2014, materials (documents, samples/specimens of goods) 
required for expert custom examinations are to be provided by an authorized official of the customs authority 
that initiated the examination to the customs authority conducting the examination no later than three 
business days after the act is drawn up. 

Under clause 6 of the Procedure for Conducting Expert Customs Examinations during Customs Control, 
approved by Decision No. 258 of the Customs Union Commission of 20 May 2010, the decision to initiate 
an expert customs examination and the accompanying materials, documents, samples and specimens are 
accepted by the customs authority or other authorized organization conducting the examination on the date 
of their receipt. 

Under Article 139.2 of the Customs Code of the Customs Union, an expert customs examination must not 
last more than 20 (twenty) business days after the customs expert accepts materials for examination, unless 
a shorter period is established by the laws of Customs Union member companies. An expert customs 
examination may be extended as prescribed by the laws of Customs Union member states. 

Under clauses 3 and 4 of Article 172 of Federal Law No. 311-FZ “On Customs Regulation in the Russian 
Federation” of 27 November 2010, the duration of an expert customs examination, as stipulated in Article 
139.2 of the Customs Code of the Customs Union, may be extended, provided that the reasons for such 
extension are given and that written permission is obtained from the head (deputy head) of the customs 
authority conducting the examination, for the period required for such expert examination, except in cases 
where this federal law requires that the findings of an examination be obtained before goods are released. 
If an expert customs examination is performed by another authorized organization, the duration of the 
examination may be extended, provided that the reasons for such extension are given and that written 
permission is obtained from the head of the authorized organization by agreement with the customs authority 
that initiated the examination, for the period required for such expert examination, except in cases where 
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this federal law requires that the findings of an examination be obtained before goods are released.  

The laws of the Customs Union and the laws of the Russian Federation set no maximum period for an expert 
customs examination. Foreign trade operators lack accurate information on the time limits for the return of 
samples and specimens, resulting in broken commitments to clients, delays and additional costs for supplies 
of similar goods. 

Recommendations: 

Reword clauses 3 and 4 of Article 172 of Federal Law No. 311-FZ “On Customs Regulation in the Russian 
Federation” of 27 November 2010 to read as follows: 

3. The duration of an expert customs examination, as stipulated in Article 139.2 of the Customs Code 
of the Customs Union may be extended, provided that the reasons for such extension are given and that 
written permission is obtained from the head (deputy head) of the customs authority conducting the 
examination, for a period not to exceed 40 (forty) business days after the customs expert accepts materials 
for examination, except in cases where this federal law requires that the findings of an examination be 
obtained before goods are released. In this case, under Article 196.4 of the Customs Code of the Customs 
Union, the examination must be performed within a period not exceeding the period for the release of goods, 
including the extension. 

4. If an expert customs examination is performed by another authorized organization, the duration of 
the examination may be extended, provided that the reasons for such extension are given and that written 
permission is obtained from the head of the authorized organization by agreement with the customs authority 
that initiated the examination, for a period not to exceed 40 (forty) business days after the customs expert 
accepts materials for examination, except in cases where this federal law requires that the findings of an 
examination be obtained before goods are released. In this case, under Article 196.4 of the Customs Code 
of the Customs Union, the examination must be performed within a period not exceeding the period for the 
release of goods, including the extension. 

Issue 15. Problems involved in using certificates (declarations) obtained in Belarus and Kazakhstan 
for electronic declaration. 

Today many companies – above all importers of household appliances and electronics – are having trouble 
clearing goods through customs when declarations or certificates of compliance (“authorization documents”) 
were issued by accredited bodies of Belarus and Kazakhstan. 

Since mid March 2017, companies have been unable to clear such goods through customs, since 
declarations referring to authorization documents issued in Belarus do not pass checks involving document 
masks established by the Federal Customs Service. No changes in the open data passport “Document 
number masks used in declaring information in section 44 of Goods Declarations and Customs Declarations” 
have been published on the official website of the Federal Customs Service (www.customs.ru) since 31 
December 2016. 

It should be emphasized that authorization documents were obtained in a country other than the country of 
the importer’s registration because, after the Technical Regulation “On the Safety of Low-Voltage 
Equipment” was added to the List of Standards, there wasn’t a single accredited certification body in Russia. 

We should also point out that some importers currently engage in foreign trade as authorized economic 
operators and use a simplified procedure that allows goods to be released before a customs declaration is 
submitted under Article 197 of the Customs Code of the Customs Union. Importers may thus have goods 
that have been released into free circulation, but have not been declared due to a lack of technical capability. 
The importers provide a written commitment to submit a customs declaration and other required documents 
and information by the tenth of the month following the month in which the goods are released and include 
information on the goods’ intended use and the customs procedure applied. Since these importers cannot 
meet their commitments, there is a risk that their certificates of registration as authorized economic operators 
will be suspended. 

Recommendations: 

In view of what has been said, we ask the Federal Customs Service to clarify the following: 

• How can importers clear goods through customs when the authorization document were issued by 
accredited bodies of Belarus or Kazakhstan? 

• If such goods can’t be cleared through customs, how can the importer meet its commitments to 
submit a customs declaration and other required documents and information by the tenth of the 
month following the month in which goods are released in view of the time it takes to obtain new 
authorization documents in Russia? 

http://www.customs.ru/
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2. Technical Regulations and Elimination of Administrative Barriers 
Issue 1. Introduction of extended producer responsibility and development of a system of 
consumption waste recycling in Russia. 

Federal Law No. 458-FZ “On Amendments to the Federal Law ‘On Production and Consumption Waste’ 
and Certain Legislative Acts of the Russian Federation as well as the Annulment of Certain Legislative Acts 
(Provisions of Legislative Acts) of the Russian Federation” (hereinafter, the “Law”) entered into force on 1 
January 2015. As of 2015, the Law requires producers and importers to recycle product waste (including 
packaging waste) or, failing that, to pay an environmental fee to the federal budget. Producers of packaged 
goods are also responsible for recycling the packaging waste, as established in clause 10 of Article 24.2 of 
the Law. 

Law enforcement practice and an analysis of regulatory acts adopted by the Government in 2015 (the list 
of goods, recycling quotas, declaration and reporting procedures, environmental fee rates) reveal that 
substantial amendments are required due to numerous omissions and problems that make it legally and 
practically impossible for manufacturers and importers to meet their obligations to declare and report on 
recycling – of packaging waste above all.  

Key issues include the following: 

1. Recyclable packaging is not included in the List of Goods to Be Recycled, and the new regulations 
thus do not apply to manufacturers and importers of packaged goods that are required under Law 
No. 458-FZ to meet recycling quotas for the packaging they use. 

2. Current regulations do not provide any mechanism for the extended responsibility of 
manufacturers/importers of packaged goods when it comes to packaging waste.  

3. It is legally and practically impossible to use OKPD2/TN VED codes to identify packaging based on 
supporting documents that treat packaging as separate goods released into circulation. 

4. Products imported from the EEU enjoy unfair competitive advantages because of the double amount 
of waste to be recycled, and the regulation will apply to raw and other materials used in the 
manufacture of local finished products.  

5. There is confusion about the reporting periods for declaration and reporting purposes as regards 
meeting quotas: exact data on the amount of goods and packaging that will be released into 
circulation during the reporting year isn’t available at the start of the year to be used as a basis for 
waste recycling tenders and projects during the year; 

6. A number of terms, such as “release into circulation,” aren’t clearly defined.  

To resolve these issues, the First Deputy Prime Minister Igor Shuvalov issued an instruction (clause 1) 
based on the meeting of FIAC’s Executive Committee on 3 June 2016, in fulfillment of which the Ministry of 
Natural Resources, in cooperation with FIAC, prepared a plan of measures (road map) for amendments to 
regulatory acts concerning waste management with the time for completion by April 2017. In December 
2016, the document was agreed by the Deputy Prime A.G. Khloponin. Until now, the plan for introducing 
amendments has not been implemented that caused failure of the 2017 declaration campaign. As a result, 
companies either didn’t file declarations and reports for 2016 or else resorted to guesswork in completing 
them, entailing numerous inspections by regulators - a process that is still under way. In addition, the state 
received environmental fees of only some RUB 1.5 billion instead of the planned RUB 6.5 billion. 

Due to the interdependence of many regulatory provisions included in the road map, the working group’s 
members believe that amendments should be made in groups, or “packages.” The core document remains 
Regulation No. 1886-r of the Russian Government of 24 September 2015 (Regulation 1886), which 
approved the List of Goods to Be Recycled, Including Packaging, which, as we have said, does not include 
the packaging of listed or unlisted goods. The Ministry of Natural Resources is currently drafting a second 
section for Regulation 1886 and Regulation No. 2491-r of 4 December 2015 (the latter sets recycling quotas 
for listed goods for 2015-17, hereinafter “Regulation 2491”). The new section would introduce a classification 
of unregulated packaging materials, thus regulating entities that were previously left out (e.g. manufacturers 
of food products, perfumes, cosmetics, pharmaceuticals, etc.). Note that Section 2 of draft Regulation 2491 
envisages recycling quotas for certain groups that are double the current quotas for similar materials in 
Section 1 (plastic and cardboard, for example). According to the business community’s preliminary 
assessments, such an approach will have an extremely adverse impact on companies price policy for 
finished products. 

The working group also considers it important that non-zero quotas for packaging included in Section 2 of 
Regulation 2491 be introduced no earlier than 2018 in order to avoid retrospectively placing an unplanned 
financial burden on business in the current year. The introduction of recycling quotas at the end of the 
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financial year also means that regulated entities were deprived of the ability to meet their obligations 
voluntarily by contracting with recyclers at the beginning of the year.  

Also worth mentioning is the lack of information on the timing of increases in recycling quotas for the next 
three-year period (2018-20). This prevents business from planning its recycling costs for the next budget 
cycle, which ends in October for most major companies.  

The fact that the law fails to provide for separate waste collection is still an issue. Without such provisions, 
the legal option of “independent recycling” may remain on paper, giving regulation a purely fiscal function: 
the collection of environmental fees from producers/importers. Rather than providing a stimulus for the waste 
recycling industry, extended manufacturer responsibility (EMR) will create a serious financial burden for all 
Russian producers, forcing them to raise selling prices 3%-15% to compensate for the additional costs. Note 
that Regulation No. 1589-r of the Russian Government of 25 July 2017, which prohibits the burial of certain 
kinds of waste, can be fully implemented only if separate collection is rapidly introduced. 

This situation has a negative impact on both the consumer goods market, which is sensitive to a wide range 
of factors, and the processing market, thus inhibiting new investments in the sector. Such an approach is 
inconsistent with efforts to restore economic growth in Russia and does not further the President’s 
environmental goals for the Year of Ecology. 

Recommendations: 

Current.  

It is essential to adopt the discussed amendments to key regulatory acts in 2017 so as not to disrupt the 
2018 declaration campaign. Specific recommendations: 

1. The previously approved approach to classifying packaging based on materials only should be 
retained; 

1. The reporting year (period) should be defined as the calendar year in which the manufacturer and 
importer meet the recycling quotas for a given calendar year. Declarations of the quantity of goods 
put out in the previous calendar year should be filed by 1 April of the reporting year (period). Reports 
on the fulfillment of quotas in the reporting year should be filed by 1 April of the year following the 
reporting year; 

2. Composite packaging should be classified based on the predominant material in terms of weight; 

3. Zero quotas should be set for 2017 under the new Section II of Regulation 2491-r; 

4. Environmental fees for 2018 should be set at the same level as for 2017 for all groups; 

5. Beginning in 2018, rates of environmental fees for groups introduced in the new Section II should 
be set by analogy with similar materials in Section I. 

In the medium term: 

2. So as not to destabilize business, and in view of law enforcement practice in the first two years, 
including a lack of conditions that would favor independent implementation of extended 
manufacturer responsibility, abrupt increases in recycling quotas 2018-20 should be avoided; 

3. Recycling quotas for 2018 should be kept at the level of 2017 for all groups, and recycling quotas 
for Section 2 should be identical to the current quotas for corresponding groups in Section 1  (based 
on packaging material); 

4. In connection with the end of the moratorium introduced as a result of Dmitry Medvedev’s meeting 
on 1 June 2015 (Protocol No. DM-P13-48pr), recycling quotas for all groups of commodities that 
have zero quotas in 2015-18 should be set at a level of no more than 5 percentage points in 2019; 

5. Beginning in 2020, recycling quotas for these groups of commodities should be raised by another 
five percentage points as compared to 2019. 

Issue 2. Improved quality of the regulatory environment for business as a prerequisite for improved 
quality of public administration. 

The analysis of regulatory acts and changes in the effective legislation approved by the Russian Parliament 
from 1 January 2016 through to 1 March 2017 (334 in total) has shown that almost 30% of them somewhat 
influence the business environment and company operations as they are.  

The most widespread goals declared as to justify the new regulatory standards at the federal law level are 
as follows: (1) social security for the public and fair regulation of the business environment (38%); (2) social 
stability and sustainable economy development (28%) and (3) encouraged economy development (34%).  
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The financial feasibility (FF), which makes it possible to correlate the estimated influence on the business 
and the positive effect expected from the law introduction in the near future, is solely about the declaration 
of no additional direct costs incurred by the federal budget. Mostly, the administrative and operating 
expenses of the business and, in the long run, of the product and service consumer, as well as indirect 
budget expenses arising out of the tax base reduction, and other are not considered by FF.  

The Regulatory Impact Assessment (RIA) is also of a contemplative (theoretical) nature, as it is made prior 
to the regulatory act being approved and brought into effect. 

Recommendations: 

The improvement of regulatory environment for business would be encouraged considerably by a number 
of the key conditions binding upon all newcomer regulations that affect business or any other commercial 
activities. It bears mentioning that these conditions have in one way or another been already offered in the 
Ministry of Economic Development (by the Regulatory Impact Assessment Department) to be considered 
by the Government Committee on Administrative Reform and the relevant work groups of the Russian 
Parliament. 

- To set specific, measurable, achievable, relevant and time-limited (i.е. SMART) regulation goals 
along with particular indicative figures of their achievement directly in the regulations wording; 

- Time limits or some specific timeframe, against which the declared regulations goals are to be 
achieved (preferably using the methods suggested by the regulator) or their non-achievability (using the 
methods specified) to become evident; 

- To include the alternative achievement methods for the declared regulations goal in the regulations 
wording – as an essential of competitiveness in terms of methods and costs of achievement of the declared 
goal, aimed to facilitate the regulations requirement compliance for investment and business entities 
(provides for a more flexible, differentiated approach for companies representing various incorporation 
forms, business scales and economy sectors); 

- To bring such regulations into effect within the single “fixed dates” (in line with the budget and tax 
planning schedules) – not exceeding twice a year (1 April and 1 October), but not earlier than after 6 months 
of the date of issue. 

It is deemed reasonable to involve the responsible business focused on regulatory compliance and keen on 
strategic, long-term and successful development in the Russian market (in particular, as represented by the 
FIAC) in the development of the regulatory environment improvement policies through a wider integration 
of the up-to-date management technology and solutions in the policy-making processes (as applicable to 
the regulations affecting business and other commercial activities). 
Issue 3. Development of the technical regulation system: lifting administrative barriers to the release 
and circulation of products on the market. 

3.1. Adoption of a new Russian Administrative Offenses Code: amendments to increase liability for 
violations in the area of technical regulation (Chapter 24). 

The new version increases fines by a factor of 2 to 6 times and introduces sanctions involving suspension 
of production for up to 90 days and confiscation of the "objects of a violation." While we approve of regulatory 
initiatives to prevent misconduct by market players, this chapter contains a number of concepts that are 
open to interpretation and imposes sanctions in cases where the requirements are not defined by the laws 
and regulations of the Customs Union and the Russian Federation. Thus, for example, a number of articles 
(24.1, 24.3, 24.7) impose sanctions for "actions that pose a threat to the life or health of individuals," but this 
concept is not defined in any laws or regulations. Some of the terminology used to describe administrative 
offenses is ambiguous due to the lack of precise legal definitions of such concepts as "inaccurate 
declaration," "inaccurate information" (Article 24.1.) and "supporting documentation" (Article 24.2.). 

FIAC was represented in a working group of the State Duma’s Committee on Constitutional Law and State 
Building and a working group of the Russian Ministry of Industry and Trade. The vote on the first reading in 
the Russian State Duma was postponed until the Duma's 2016 autumn session. 

As a matter of principle, the FIAC working group supports systematic sanctions for such violations, including 
in the Administrative Offenses Code, but opposes the introduction of unclear formulations and requirements 
that are open to interpretation and absent from Russian and Customs Union law. The current economic 
problems make it an inopportune time to increase the burden on business. It is not possible to review and 
systematize sanctions for administrative violations without reviewing and systematizing the requirements of 
current laws and regulations and revising a number of regulatory documents, including by harmonizing them 
with international laws and regulations in the framework of the Customs Union. Inconsistencies between 
current regulatory requirements make it extremely difficult to implement the new Administrative Offenses 
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Code and pose unreasonable risks for business. Moreover, the definition of violations under Chapter 24 goes 
beyond the scope of technical regulation or duplicates it.  

During the 2017 autumn session, the draft law was not considered by the State Duma in the first reading. 

Other amendments in the Administrative Offenses Code regarding the technical regulation law. 

On 18 July 2017, Law No. 175-FZ “On Amendments to the Administrative Offenses Code” was signed with 
regard to establishing an administrative responsibility for failure to perform obligations envisaged by the 
technical regulation law. 

The draft law introduces administrative responsibility for failure by a manufacturer (performer, seller, person 
performing the functions of a foreign manufacturer) to take measures to prevent damage associates with the 
circulation of products, which do not meet the requirements of technical regulations. 

The draft law also introduces strict sanctions for repeated offenses, including high fines, suspension of 
production and confiscation of items of the offense.  

Recommendations: 

- If the text of the draft law is revised for the first reading, carefully analyze Chapter 24 "Administrative 
offenses in the area of technical regulation". 

3.2. Lowering administrative barriers involved in verifying the compliance of means of 
communication. 

Clause 12 of Decree of the Government of the RF No. 214 dated 13 April 2005 “On Approval of Rules of 
Organization and Performance of Works on Mandatory Conformity Assessment of Communication 
Facilities” (as amended by Decree of the Government of the RF No. 761 dated 13 October 2008) specifies 
that “Evidentiary materials should include records of own tests and/or tests performed in an accredited test 
laboratory (center) in an amount determined by the established requirements.”  

Manufacturers of cross-connect and telecommunications equipment, optical and copper cables, means of 
fixed and mobile communication, and household electronic devices that receive or transmit information are 
effectively required to provide two similar test records, internal and external, the latter having more credibility 
due to the preparer's state accreditation. Many manufacturers don't have their own accredited local labs and 
are unable to do the required amount of "own testing."  

The previous version of the document included an "and/or" alternative, which ensured proper control while 
maintaining flexibility in the inspection system. During the process of amending laws and regulations, this 
option was eliminated. 

Status as of August 2017 

Representatives of FIAC and the relevant association explained this issue to the Federal Communications 
Agency (R. V. Sheredin). The agency agreed that amendments were needed (August 2016), but said that 
amendments to regulatory documents would require corresponding amendments in federal law. The Federal 
Communications Agency plans to notify the Ministry of Communications accordingly. 

It is arguable whether Law No. 126-FZ “On Communications” (as amended on 6 July 2016) directly 
stipulates that own testing must be done and test reports prepared. Nevertheless, the agency’s 
understanding of this issue and its intention to notify federal executive bodies is a positive signal. 

According to our information, no such notification has yet been sent to the Ministry of Communications (as 
August 2017). 

Recommendations: 

If the Federal Communications Agency has not notified the Ministry of Communications by the end of Q1 
2017: 

- send a written communication to the Ministry of Communications and the Federal Communications 
Agency with proposals for eliminating excessive requirements for compulsory verification of the compliance 
of means of communication; 

- formulate and propose amendments to Article 43 of Federal Law No. 126-FZ to prevent varying 
interpretations at the level of subordinate acts.  

- propose that clause 12 of the Rules for Mandatory Verification of the Compliance of Means of 
Communication be reworded as follows: “Evidence should include records of own tests and/or tests 
performed at an accredited test laboratory (center) in the amount determined by the established 
requirements.” 
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Issue 4. Lowering administrative barriers in connection with the reform of state and municipal 
control (Draft Law “On the Principles of State and Municipal Control” and other legislative acts). 

Beginning in 2015, the Ministry of Economic Development of the Russian Federation has been working on 
preparation and discussion of the Draft Law “On the Principles of State and Municipal Control (Supervision) 
in the Russian Federation” together with the interested federal executive authorities and business 
representatives. This law, to supersede Federal Law No. FZ-294 "On the Protection of the Rights of Legal 
Entities and Individual Entrepreneurs," will introduce fundamentally new approaches to control/oversight 
functions and systematize the related requirements of current law. The draft law is an important part of the 
reform of state oversight in Russia and covers over 200 types of federal, regional and municipal control 
(oversight). The draft law will regulate the state’s control/oversight function, including the development of a 
transparent, reliable and effective system of relations between the authorities, individuals and business and 
a reduction in the excessive burden on business. The new approach to state and municipal control 
(oversight) is based on a risk-oriented approach. 

Government Decree No. 806 was signed, officially approving the new approach to state control and 
establishing rules for including the activities of legal entities and individual entrepreneurs and/or production 
facilities they operate in particular risk categories or hazard classes as well as a list of types of state control 
(oversight) based on the risk-oriented approach. In view of the amendments made to Government Decree 
No. 806 by Government Decree No. 245 of 2 March 2017, the risk-oriented approach now applies to 37 
types of state control and oversight. At the same time, the main practical work in implementing the new state 
control principles is done at the level of subordinate and agency acts. The blanket nature of a number of 
regulations, where all significant provisions and indicators determining key mechanisms, criteria and 
requirements are set down in additional regulations (e.g., the law's provisions that criteria for including 
objects of state control/oversight in risk categories and hazard classes are to be set down in separate 
statutes and that calculation methodologies are to be approved by federal executive bodies) is of concern 
to business because of the risks involved. These include: 

- The possibility of more frequent scheduled Unscheduled inspections by control bodies; 

- Unscrupulous use of publicly available information on control/oversight at enterprises; 

- A heavier administrative and financial burden on business. 

Based on the public discussion held in autumn of 2016, the draft law received a favorable regulatory impact 
assessment. Nevertheless, the work on the draft law was continued by the Ministry of Economic 
Development of the RF and the document was submitted to the Government in June 2017 having undergone 
a number of amendments after which the no repeated RIA procedure was performed.  

The draft law version submitted by the Government does not take into account the latest comments of the 
FIAC working group, as well as contains a number of newly added controversial provisions, including:  

- adding a number of activities to which the effect of law does not extend with the verification of 
applications and administrative offenses, which will enable the regulatory authorities to conduct such 
activities without agreement with the prosecutor's office, simplifying the admission for inspections; - 
excluding the activities carried out by the antimonopoly authority out of the effect of the law; 

- the possibility of determining the list of inspections paid at the expense of citizens and organizations 
by the Government of the Russian Federation, etc.  

Recommendations: 

- The FIAC working group should prepare and forward to the Government the updated position and 
proposals on the latest version of the draft law; 

- Include in the text of the draft law a number of provisions with the purpose not to deteriorate the 
conditions for business in terms of the protection of the rights of entrepreneurs and legal entities: when 
inspecting an  enterprise, to ensure the possibility of participation in all types of control and supervision 
activities of the representative of the organization; supplement the draft law with the principles of the term 
and free-of-charge basis of the state and municipal control; provide for a mechanism for transition of 
enterprises from one risk category (hazard class) to another based on the good faith criteria/principle); 

- The FIAC working group should be among the organizations involved in discussing reform of the 
state control system and preparing the related regulatory acts; 

- FIAC member companies should be involved in the work of expert groups created by federal 
executive bodies to improve control and oversight – in discussing regulatory documents being developed in 
furtherance of federal law and in establishing risk categories and requirements for agency  risk-management 
systems (following the risk-oriented approach set down in law); 
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- The development of quantitative indicators for classifying enterprises by risk category (hazard class) 
should involve an assessment of the potential burden on business in terms of administrative barriers and 
financial outlays. 

Issue 5. Lowering administrative barriers in the area of transport infrastructure. Amending the Water 
Code as regards the use of areas of water with adjoining docks.  

Under Article 11 of the Russian Water Code, areas of water are provided for use under water use 
agreements. The general rule, set down in Article 16.2 of the Water Code, is that such agreements are 
concluded on the basis of an auction, including when a company seeking rights to an area of water leases 
land bordering such area or owns immovable property (docks) used for the docking of vessels and for 
loading and unloading as required for its business activities. 

Article 15 of the Water Code gives a water user that has duly met its obligations under a water use 
agreement the preferential right to conclude a water use agreement for a new term. This right is limited, 
however, by the provision that the previous water use agreement should not have been based on an auction. 

The Water Code also says nothing about the corresponding obligation of a state body to conclude a water 
use agreement for a new term without an auction. There are no regulatory documents establishing the 
procedure for concluding a water use agreement with entities that have a preferential right to conclude a 
water use agreement for a new term. 

According to the Water Code, Government Decree No. 230 of 14 April 2007 approved the rules for drawing 
up and concluding a water use agreement on the basis of an auction and the rules for holding an auction 
for the right to enter into a water use agreement, and Decree No. 165 of 12 March 2008 approved the rules 
for drawing up and concluding a water use agreement. 

These rules do not establish preferential rights to bodies of water for entities that own or lease adjoining 
land, hydraulic structures or other facilities required for water use. Such entities thus have to take part in 
auctions along with entities whose only interest in obtaining the right to use an area of water is the income 
it will earn by transferring the rights and obligations under the water use agreement to another entity that 
has a real interest in using the area of water – usually to the owner and user of land and facilities. Current 
law thus enables entities that have no real interest in using an area of water to abuse their right to take part 
in auctions and create conditions for unfair competition. 

Moreover, if the winner of an auction (usually an entity with no intention of using the area of water) declines 
to enter into a water use agreement, the only consequence under the rules for drawing up and concluding 
a water use agreement on the basis of an auction is that the state body may file suit to compel such entity 
to conclude an agreement and to compensate losses incurred as a result of its refusal to conclude an 
agreement. This creates an uncertain legal situation the area of water to be used on the basis of an auction.  

A court decision to force the winner of the auction to conclude a water use agreement and pay for the 
auctioned right may not be enforced for several years, and an entity with an interest in obtaining the right to 
the area of water (often the actual water user) will thus be unable to obtain the right to conclude a water use 
agreement. 

The current legal situation allows an entity to act in bad faith and block the logistics channels of an enterprise 
for several years with impunity, which is a serious barrier to doing business in Russia. 

Status as of 22 August 2017 

In 2015, the Federal Agency for Water Resources (Rosvodresursy) initiated amendments to Articles 11 and 
16 of the Water Code of the RF (Draft Law No. 848228-6). In November 2015, Draft Law No. 848238-6 
passed the first reading in the State Duma, and in July 2017 it was approved by the State Duma, the 
Federation Council and on 19.07.2017 was sent for signing to the President of the Russian Federation. The 
provisions removing the above-mentioned administrative barriers in the version of the approved draft law 
(in particular, the version of Article 11 and Article 16 of the Water Code) are stated  in a form which does 
not allow unambiguous interpretation of these provisions, which at the working level will hinder the resolution 
of problems encountered by bona fide business.  

It should be noted that the Samara Regional Duma has already submitted new draft law No. 223204-7, 
which addresses the above issues (in terms of amending Article 16 of the Water Code). 

Recommendations: 

1. Make amendments to the Water Code concerning the rules for obtaining preferential rights to enter 
into a water use agreement without an auction for entities that legally own and use land and immovable 
property adjoining the area of water to be used. Establish clear rules for determining payment for the use of 
bodies of water, based on the principles of predictability and the maximum simplicity of calculation.  

consultantplus://offline/ref=EAC7983AC0699A3C5E592C0DBE27C6B4EBAB55B9E76A7D416CBC93024D6FE1BC3D7A2A27F01E8517T5MAP
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If a water user does not apply for an extension within a reasonable period after the expiration of a water use 
agreement, the right to conclude a water use agreement may be put up for auction. 

2. Supplement the Water Code with provisions requiring a state body to conclude a water use 
agreement with entities that have preferential rights to conclude such an agreement under Article 15 of the 
Water Code, and approve the procedure for concluding a water use agreement with such entities for a new 
term. 

3. The rules for drawing up and concluding water use agreements on the basis of an auction should 
be amended to specify the consequences when an auction winner declines to conclude a water use 
agreement, similar to the provisions in the Russian Land Code, i.e.: 

- if the winner of an auction, within a set number of days after being sent a draft water use agreement, 
fails to provide the authorized body with a signed agreement and a document confirming payment for the 
auctioned right, the organizer of the auction must announce a repeat auction or otherwise dispose of the 
auctioned right in accordance with the Water Code; 

- information on auction winners that decline to conclude a water use agreement and their affiliates 
should be entered in a register of bad-faith auction participants. 

4. For purposes of settling disputes and litigation on water use that are already under way, regulatory 
acts to amend current law should have retroactive force.  

Issue 6. Removal of obstacles (trade barriers) on the way to selling the products originating from 
the Russian Federation on the territory of the Republic of Belarus. 

On 21 October 2016, the Council of Ministers of the Republic of Belarus approved Resolution No. 849 “On 
Some Conformity Issues in the National System for Conformity Attestation of the Republic of Belarus” 
(“Resolution No. 849”). The document has introduced the mandatory national requirements for technical 
regulation, in particular the mandatory national attestation of products for conformity with the energy 
efficiency requirements of the Republic of Belarus (“RB”). The requirements have been introduced for: 

- External power sources and asynchronous three-phase motors, starting from 1 September 2017; 

- AC power supplied household electrical devices (fridges, washing machines etc.), starting from 1 
July 2018. 

Manufacturers and importers shall solely test their products in the laboratories accredited for the Belarus 
standards – and such laboratories can only be found in the RB. This is to result in considerable time (tests 
take 1-14 days, depending on a product) and money waste (costs make USD 200-2,500, depending on a 
product). It is also mandatory now to label the products with special RB energy efficiency stickers with all 
the information in Belorussian. Sale of certain production lines is getting unprofitable in the RB. Sale of 
certain production lines is getting unprofitable in the RB. Yearly losses resulting from this law have been 
estimated by the business as equal to RUR 0.5 billion. 

The approval of the national conformity attestation procedures in RB is at variance with Art. 53 of the Treaty 
on the Eurasian Economic Union dd. 29 May 2014 (hereinafter, the Treaty), which stipulates that its member 
states allow for free circulation of the products within the EEU area, which comply with the EEU technical 
regulations, with no additional requirements to such products other than those contained in the EEU 
technical regulations, and with no additional conformity attestation procedures. According to Art. 53, the 
member states may only provide for temporary national sanitary, veterinary and quarantine measures – 
which by no means encompass the energy efficiency ones. 

As such, it is clear that the Treaty is being severely violated, and a trade barrier created that needs to be 
removed. 

Within EAEU, the above products have already been subject to the following Union`s technical regulations: 
No. 004/2011 “On Safety of Low-Voltage Equipment” of 16 August 2011 and № 020/2011 “Electromagnetic 
Compatibility of Technical Means” of 9 December 2011, and therefore they are assigned the respective 
EAEU conformity certificates. Now, should they be aimed for selling in the RB, there will arise the need for 
additional RB conformity certificates. 

The issue is ever aggravated by the contradiction between the new RB law and the energy efficiency 
requirements provided by the EAEU draft technical regulation On the Requirements for Energy Efficiency 
of Energy-Consuming Devices being developed by the Eurasian Economic Commission. Upon approval of 
this regulation, manufacturers will again need to make documents to prove their product conformity – but 
this time according to the EAEU technical regulations, and will incur additional costs for new energy 
efficiency labels for their products. 
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It bears mentioning that there are more than 7 appliance manufacture plants in the Russian Federation, for 
which this new law hinders selling in the RB considerably. 

The trend for national law development discredits one of the major EAEU principles – that is unified product 
requirements, and encumbers the product circulation within EAEU considerably, as well as provides for 
negative prerequisites for each member state to develop its own national technical requirements that restrict 
sales.  

During the recent meetings and consultations in August 2017, at the site of the Domestic Markets Operation 
Department of the Eurasian Economic Commission, the member states have shared their opinions that this 
obstacle is not a withdrawal, but at least a restrictive measure or even a trade barrier. 

Recommendations: 

- It is reasonable to send a message to the Head of the Board of the Eurasian Economic Commission, 
as well as members of the Council of the Eurasian Economic Commission, in which to outline the following: 

major risks resulting from the RB`s introduction of its national technical product requirements, which are 
expected to make trade barriers; 

a must to observe the ideas and goals underlying EAEU – that is striving for a single market of products, 
services, capital and labor as part of the Union, comprehensive modernization, cooperation and enhanced 
competitive power of national economies against the global one. 

To discuss with the concerned Foreign Investment Advisory Council member companies possible inclusion 
in this issue of the problem of RB`s introduction of mandatory national sanitary inspection (Resolution of the 
Council of Ministers of the Republic of Belarus No. 666 of 06.08.2015). 

Issue 7. Lowering of administrative barriers and qualitative improvement in the investment climate 
in terms of antitrust regulation. 

The Federal Antimonopoly Service of Russia is drafting a conceptual framework for an analytical section in 
the Foreign Investment Control Department. 

According to the draft, the new section would:  

- develop proposals for improving the Russian investment climate within the competence of the 
Federal Antimonopoly Service; 

- reduce administrative barriers faced by investors and optimize administrative procedures; 

- implement best international practices of controlling and regulating investments;  

- increase the transparency and openness of public administration and ensure that the business 
community and investors are satisfied with the quality of public administration in the area of corporate 
investments; 

- ensure qualitative improvement in the level of state functions and services in connection with 
investments (including foreign investments) in Russian companies. 

These goals dovetail with those of the Federal Antimonopoly Service's Working Group for Technical 
Regulation and Elimination of Administrative Barriers. The current draft contains constructive ideas for 
improving the business environment. We believe that FIAC member companies could be a source of 
information on specific cases requiring systemic analysis by the new section of the Foreign Investment 
Control Department as well as a source of expertise on international best practices that could be used to 
accomplish the section’s priority tasks. FIAC experts have a number of proposals for enhancing the 
conceptual framework by: 

- preventing violations of the principle of uniformity in state regulation and minimizing the risks for 
business that legislation will be variously interpreted by local executive bodies; 

- optimizing the administrative burden on business in connection with inspections as a means of 
improving the Russian investment climate; 

- promoting competitive mechanisms in connection with compulsory technical, sanitary and other 
control procedures by preventing restrictive interpretations of the law and restraints on competition. 

FIAC member companies support the idea of creating an analytical section and are prepared to take an 
active part in promoting cooperation with associations of experts and entrepreneurs.  

 

 



 

23 

Recommendations:  
- hold an initial meeting involving representatives of the analytical section, the management of the 

Federal Antimonopoly Service’s Foreign Investment Control Department and FIAC's Working Group for 
Technical Regulation and Elimination of Administrative Barriers to discuss potential areas and forms of 
cooperation; 

- involve FIAC experts in enhancing the conceptual framework for the analytical section; 

- include FIAC in the list of organizations with which the new section will interact on a regular basis. 

Issue 8. Implementing the Federal “On Water Supply and Drainage” and related laws. 

8.1. On 1 September, the President of the Russian Federation signed Federal Law No. 225-FZ of July 
29, 2017, which introduced a number of amendments  to Federal Law No. 416 “On Water Supply and 
Drainage” prepared by the Ministry of Construction, Housing and Utilities of the Russian Federation 
in August 2016.  

The main issue required to be addressed at the final stage of finalizing and amending of draft law No. 
386179-6 was determined as necessity to introduce an open list of measures to prevent users of centralized 
drainage systems from violating drainage regulations on the composition of wastewater. 

Previously the federal law required such customers to build and operate their own local treatment facilities 
without considering the option of additional wastewater treatment by Vodokanal enterprises and third-party 
organizations or the use of other techniques, such as closed-cycle production and other nature conservation 
measures. The requirement to build local treatment facilities is financially unfeasible for many companies 
even if account is taken of the construction periods allowed by law. The construction of local water treatment 
facilities designed to meet fishery standards is unfeasible financially and technically. 

FIAC’s recommendations on this issue have been taken into account in full in the adopted amendments. 
According to the version coming into force in 2019, a fairly wide range of alternative measures is offered to 
the construction of local water treatment facilities, including  

- a user’s wastewater treatment using local treatment facilities owned by third parties; 

- establishment of recirculating water supply systems;  

- implementation of technologies for the production of products (goods), provision of services, carrying 
out works that reduce the concentration of pollutants in wastewater. 

The signed version of the law also retained the solutions for a balanced division of powers and 
responsibilities between Vodokanal enterprises and users in connection with discharges of pollutants into 
centralized drainage systems. 

The adopted amendments in the new law will help 

- to eliminate situations in which requirements for water users are applied to users of centralized 
drainage systems: standards of wastewater composition instead of permissible discharge levels, and 
additional payments to a wastewater disposal organization instead of pollution charges; 

- to reduce/eliminate expenses for users of centralized drainage systems in preparing project 
documentation and setting individual standards of pollutant discharges into bodies of water; 

- to reduce the costs incurred by federal and regional executive bodies in regulating the wastewater 
of each user of centralized drainage systems and collecting pollution charges from such users;  

- optimize expenses incurred by users in meeting wastewater quality requirements, including 
expenses for the construction of local treatment facilities. 

Recommendations: 

- The amendments should be regarded as generally consistent with clause 4 of Dmitry Medvedev’s 
Medvedev’s instructions pursuant to the FIAC session and which take into account the industrial 
community’s proposals for allocating and harmonizing relations between users and wastewater disposal 
organizations; 

- The enforcement of amended FZ should be monitored, and the results should be used as a basis 
for further improvement of the law on water supply and drainage. 

- To ensure that the opinion of the industrial community is taken into account when drawing up a 
methodology for the development of WWDN, which, according to the current version of the Federal Law, 
are established by local government authorities, as well as in the development of regulations in elaboration 
of the adopted federal law (procedure for calculating norms, procedure for calculating fees, tariff rate) in 
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order to harmonize requirements to wastewater norms imposed by the regulator on wastewater disposal 
organizations and their users - industrial enterprises.  

8.2. Specific industry-related risks are associated with Section VII of the Rules of Cold and Hot Water 
Supply (approved by Government Decree No. 644 of 29 July 2013). 

Section VII of these rules, which entered into force on 1 January 2014, sets excessive and unreasonably 
strict wastewater standards for 32 substances in order to “prevent negative impact on centralized drainage 
systems.”  

The rules allow Vodokanal enterprises to charge users for "negative impact" without verifying the extent of 
damage or the expenses incurred in connection with wastewater discharged in excess of the new standards. 

In late 2014, Vodokanal enterprises began actively applying the rules to payments for "damage," leading to 
a sharp increase in fees charged to industrial enterprises (in some cases, charges by Vodokanal enterprises 
have grown by a factor of ten or more). 

- small businesses: up to RUB 14 million per year; 

- medium-sized businesses: up to RUB 50-70 million per year; 

- large businesses: from RUB 100 million to 500 million per year and above; 

Neither the levels set nor the formula used to calculate payments serve to further the stated goals of 
regulation. Many of these levels (e.g., for sulphates, copper, zinc, arsenic and strontium) are far more 
stringent than similar requirements set by Sanitary Rules and Regulations (SanPiN) 2.1.4.1074-01 for the 
quality of potable water in centralized supply systems. and the calculation of organic impurities results in 
multiple charges. Prohibited emissions are defined in a manner open to interpretation, and the necessary 
minimum tolerances are lacking. Prohibited emissions are defined in a manner open to interpretation, and 
the necessary minimum tolerances are lacking.  

The procedure for declaring wastewater quality fails to take into account the variability of values in certain 
ranges and does not in fact work.  

In 2015 FIAC took this issue to the government level. Two instructions were issued – one in June by Igor 
Shuvalov (based on a meeting of FIAC’s executive committee) and another in October by Dmitry Medvedev 
(based on FIAC’s plenary session), which provided for the following:  

- to bring pollutant levels into line with scientifically based figures; 

- to make it possible to achieve the required level of wastewater treatment under a service agreement 
with centralized drainage systems. 

Amendments to the rules were developed by the Ministry of Housing and Construction, the Ministry of 
Natural Resources and the Ministry for Economic Development as well as by FIAC, the Russian Union of 
Industrialists and Entrepreneurs and the Glassmakers' Union on the part of industry and the Russian Water 
Supply and Drainage Association and the Housing Development Association on the part of Vodokanal 
enterprises. A special task force was formed under the Ministry for Economic Development. Following a 
series of meetings and consultations, the Ministry of Housing and Construction prepared a compromise 
version of the amendments and submitted them for approval to federal executive bodies in November 2015. 
In December 2015 the Russian Water Supply and Drainage Association came out strongly against the 
amendments and insisted that amendments to Government Decree No. 644 not affect the current level of 
incoming payments. In 2016 these efforts were continued. 

Based on a meeting chaired by D.A. Kozak, in August 2016, the Ministry of Construction submitted to the 
Government draft amendments to the Rules agreed with the federal executive bodies. The amendments 
were signed on 3 November 2016 and entered into force on 1 January 2017. 

The final version is worded in a way that satisfies no one.  

The draft fully or partially resolves only some of the problems with the current rules: 

- two indicators are eliminated from the list of those regulated; 

- several indicators are increased;  

- for three groups – salts (3 indicators), organic impurities (5 indicators) and synthetic surfactants (2 
indicators) – compensation payments are to be calculated for the maximum number of individual indicators; 

- a tolerance range is introduced, involving a comparison of values obtained as a result of control and 
indicated in the declaration; 
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- an agreement may be concluded with a Vodokanal enterprise for advanced treatment of wastewater 
based on the performance indicators of treatment facilities; 

- the construction of local treatment facilities is no longer the only means of meeting wastewater quality 
requirements; 

- the ability to offset 50% of pollution charges while a plan for meeting the requirements is being 
realized; 

- domestic effluents discharged into a centralized drainage system via a user’s system are exempted 
from payment. 

In a number of cases, however, sanctions are increased for industrial enterprises, or additional 
restrictions are introduced in connection with the above amendments: 

- upward "impact factors" are applied to the formulas, while reduction factors are practically absent; 

- the payment repetition factor of 10 is eliminated; 

- a factor of 2 is applied for failure to submit a wastewater quality declaration or for discrepancies 
between declared and actual value that are greater than the established amount; 

- in order to conclude an agreement for pre-treatment, a Vodokanal enterprise must have a 
technological conclusion; 

- description of prohibited discharges is still open to interpretation and lacks minimum tolerances, 
while the repetition factors are raised to 10 and 25 for the first and last violations, respectively. 

Recommendations: 

- The amendments should be regarded as piecemeal with respect to the problems identified by the 
industrial community. 

- The enforcement of the amended rules of cold and hot water supply should be monitored, and the 
results should be used as a basis for further improvement of the rules and the procedure to be followed by 
in calculating compensation payments to wastewater disposal organizations. 

Issue 9. Acceleration of adoption of the law Specific Regulation of Employees Sent by Employer 
Other Than a Private Employment Agency to Work Temporarily for Other Legal Entities Under 
Secondment Agreement (together with the work group of the Foreign Investment Advisory Council 
on improvement of the natural resources utilization efficiency). 

Federal Law No. 116-FZ of 5 May 2014 "On Amendments to Certain Legislative Acts of the Russian 
Federation" prohibits "leased labor" and restricts the use of staff leasing agreements in the Russian 
Federation. 

After Law 116-FZ has been brought into effect, the possibility of provision of employees` labor, i.e. sending 
by an employer of its employees, with their consent and on a temporary basis, to the receiving party not 
being an employer of such employees, for fulfilling by them of their job responsibilities in favor, under 
management and control of such receiving party, is only available to private employment agencies (PEAs) 
now. According to Law 116-FZ, other organizations not being PEAs may in some cases send their 
employees to third parties under the conditions and within the procedure established by the federal law. 
Until now, such law has not been adopted.  

Last year, this special draft law Specific Regulation of Employees Sent by Employer Other Than a Private 
Employment Agency to Work Temporarily for Other Legal Entities Under Secondment Agreement was 
prepared by the Ministry of Economic Development, agreed upon by the government, but not approved at 
the Presidential State-Legal Directorate.   

Now, the draft law has been further developed by the Ministry of Economic Development, with due 
consideration of the remarks made by the Presidential State-Legal Directorate and Federation of 
Independent Trade Unions of Russia, and submitted for further approval to the federal executive authorities 
for subsequent submission to the government. 

However, quick approval of this draft law is under question because of heavy resistance of trade unions. 
During the most recent meeting of the Russian Trilateral Commission, the draft law submitted by the Ministry 
of Economic Development was supported by the business community (the Russian Union of Industrialists 
and Entrepreneurs), yet again provoked negative feedback from the trade unions – even though their 
remarks were mostly considered while no other new and serious reasons against this draft law provided.  

Delays in adoption of this draft law bring a range of risks for foreign investors operating in the Russian 
Federation. 
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Major Projects, both internationally and in Russia, are generally carried out by groups of investors who 
structure the relations between project participants in various ways: joint venture, consortium, operator 
agreement, etc., and highly qualified foreign managers are frequently provided under staff leasing 
agreements. The fact that Law No. 116-FZ limits the group of entities that can use staff leasing agreements 
makes it impossible for investors to engage qualified foreign employees if their form of cooperation is one 
not stipulated in the law 116-.FZ The law drafted by the Ministry for Economic Development resolves this 
issue by introducing clearer formulations and expanding the group of entities that can use staff leasing 
agreements, which is consistent with the longstanding use of such agreements in Russia by major Russian 
and foreign businesses existing before Law 116-FZ came into force. 

Adoption of this draft law is also quite relevant for the large-scale Russian companies, since it retains a 
possibility to have access to unique foreign technology, skills, knowledge and experience, including in the 
extraction and processing of commercial minerals in remote capital-intensive deposits; to use more 
efficiently the hi-end equipment acquired from foreign manufacturers; to get access to new technology, 
including for its further localization in the Russian Federation. 

As part of implementing capital-intensive and complex projects, for sophisticated hi-end operations, foreign 
experts with the required skills, knowledge and experience are engaged. These professionals are engaged 
on a contractual basis as seconded personnel in order to share their knowledge and skills with Russian 
colleagues who don’t have the essential qualifications. 

In view of no such law, the companies that used to apply this method now have to rebuild their whole system 
of intragroup cooperation, or even decline some projects, as well as suffer corporate tax risks resulting from 
the risk of impossible deduction of secondment-related expenses. 

The soonest adoption of the draft law developed by the Ministry of Economic Development will eliminate 
legal uncertainty and decrease significantly the risks during the implementation of joint investment projects 
by Russian and foreign partners.  

The foreign investors (FIAC members) believe it is necessary to accelerate the approval of this draft law by 
the Russian government and provide further assistance with its adoption by the State Duma. 

Issue 10. Optimizing control and permission functions for industrial investment and construction 
projects to facilitate their design, construction and commissioning and ensure the safety of 
industrial facilities. 

Inefficient and nontransparent state control procedures, at the early stages of pre-project planning and 
acquisition of title to land for purposes unrelated to residential construction as well as at the stages of 
obtaining construction permits and constructing and commissioning industrial facilities. Excessive state 
regulation in this area is a major administrative barrier to the creation of new production facilities in Russia. 
Current construction and industrial safety law must be thoroughly improved so that production and 
technology can develop rapidly in the Russian economy. Since the administrative barriers to the construction 
and commissioning of industrial facilities have a strong negative impact on the Russian investment climate 
and are the main obstacles preventing Russia from improving its position in the World Bank's international 
"Doing Business" rating, FIAC makes the following recommendations: 

Sanitation and epidemiological expert examinations and sanitary protection zones. 

Reduction in the number of procedures involved in assessing compliance with sanitation and 
epidemiological law during the construction/reconstruction of industrial facilities. For instance, the approval 
procedure for sanitary protection zones should be optimized in connection with the construction and 
operation of industrial enterprises, and the time limit for approval should be reduced to 30 days.  

For reference: There are numerous redundant sanitation and epidemiological supervision procedures at 
practically every stage of construction – during the expert examination of project documentation, the 
delimitation of the sanitary protection zone and during the operation of an industrial facility. Under the Urban 
Development Code of the Russian Federation, project documentation is checked, among other things, for 
compliance with sanitation and epidemiological requirements at the expert examination stage. 

Status as of August 2017  

The Federal Consumer Rights and Welfare Service it its reply to FIAC that the Sanitary Protection Zoning 
Rules are currently being revised and the new version will take many of FIAC's comments into account. 
Nevertheless, the Federal Consumer Rights and Welfare Service associates the approval of new SPZ Rules 
with the preparation of amendments to the Law On Sanitary and Epidemiological Welfare 52-FZ in terms of 
establishment of acceptable risk criteria. In November 2016, with due account for observations of business 
associations (including FIAC), the Ministry of Economic Development issued an adverse opinion on RIA in 
respect of the draft law. So far, the Federal Consumer Rights and Welfare Service has not sent the revised 
draft law for reconciliation.  
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Recommendations: 

- Optimize the procedure for approving sanitary protection zones, depending on a facility's hazard 
class. The time it takes to approve the boundaries of industrial enterprises' sanitary protection zones should 
be reduced by drafting and implementing administrative regulations of the federal consumer rights and 
welfare service that would eliminate the need for on-site measurement. 

- Eliminate the requirement that sanitary protection zones be developed for low-hazard facilities 
(hazard classes 3-5) that meet hygienic standards and where maximum permissible emissions and levels 
are within the accepted limits at the boundaries of the industrial site.  

- Ask the ministry of economic development to make a request to the federal consumer rights and 
welfare service on the status of preparation of draft amendments to the law on sanitary and epidemiological 
welfare 52-fz in terms of establishment of acceptable risk criteria. 

Issue 11. Issues involved in legalizing parallel imports and protecting intellectual property rights. 

Amending intellectual property law to switch from the national principle of exhaustion of trademark rights to 
the international principle will have adverse consequences. Experts should give more thorough study to the 
diminution of Russia's appeal for investment and innovation projects, the growth in counterfeit products, and 
the sharp increase in consumer risks involving low-quality and dangerous goods. 

As of today, there is no objective evidence that the legalization of parallel imports has had a favorable effect 
on consumer prices anywhere in the world. On the contrary, a number of surveys by such distinguished 
scientific and expert organizations as the London School of Economics, the Higher School of Economics 
and the NERA research center clearly show that the lack of restrictions on parallel imports has no impact 
on price competition and does not ultimately result in lower prices in the importing country. 

Leading countries, such as the US and Japan, use various mechanisms to protect their domestic markets 
against parallel imports. The European Union (EU), for instance, applies the regional principle of exhaustion 
of trademark rights, whereby officially imported goods can circulate freely in the EU. Products cannot be 
imported into the EU without the rights holder's consent. A principle of exhaustion of rights similar to that 
applied in the EU has been introduced in the Customs Union.  

The leaders of EEU member states, meeting on 13 April 2013, decided to draft a protocol on amendments 
to the Agreement on the Eurasian Economic Union, empowering the Eurasian Intergovernmental Council 
to exempt certain types of products from the national principle of exhaustion of trademark rights.  

In accordance with current procedures, the EEC will draft the protocol and commence the interstate approval 
procedure.  

Recommendations: 

Resident investors that have localized their production facilities should be exempted from this legal regime, 
thus excepting commodities manufactured in the Russian Federation. 

Issue 12. Application of the Federal Law "On Amendments to Certain Legislative Acts of the Russian 
Federation to Clarify the Procedure for Processing Personal Data in Information and 
Telecommunication Networks" and the Federal Law "On an Amendment to Article 4 of the Federal 
Law “On Amendments to Certain Legislative Acts of the Russian Federation to Clarify the Procedure 
for Processing Personal Data in Information and Telecommunication Networks.” 

This federal law substantially changed the regulation of personal data storage. For example, Article 16, part 
4, of Federal Law No. 149-FZ of 27 July 2006 "On Information, Information Technologies and the Protection 
of Information" was supplemented with a clause 7, making operators responsible for ensuring that 
databases used in collecting, recording, systematizing, aggregating, storing, modifying (updating, revising) 
and retrieving personal data of Russian citizens are located in the Russian Federation. Article 18 of Federal 
Law No. 152-FZ of 27 July 2006 "On Personal Data" was supplemented with a clause 5, requiring that 
operators collecting personal data, including via the Internet, ensure that the personal data of Russian 
citizens is recorded, systematized, aggregated, stored, modified (updated, revised) and retrieved using 
databases located in the Russian Federation. Article 4 of Federal Law No. 242-FZ of 21 July 2014 "On 
Amendments to Certain Legislative Acts of the Russian Federation to Clarify the Procedure for Processing 
Personal Data in Information and Telecommunication Networks" (Collected Legislation of the Russian 
Federation, 2014, No. 30, Article 4243) states: "This Federal Law shall enter into force on 1 September 
2015.”"Federal The law enters into force on 1 September 2015"  

This law entered into force on 1 September 2015, and a significant part of the business community has 
already restructured its business processes to meet the new requirements, based on information available 
from the regulator and their own understanding of the requirements. It should be noted that in 2015-16 the 
Federal Service for Information Technologies and Mass Media and the Ministry of Communication did an 
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excellent job of explaining the substance of the new requirements and created a portal dedicated to laws on 
the storage and processing of personal data in Russia (last updated in February 2016).  

At the same time, a report on the results achieved by the Federal Service for Information Technologies and 
Mass Media in the first three quarters of 2016 (the latest available version), shows that 459 inspections over 
9 months uncovered 1,495 violations – an average of more than three violations per inspection. This may 
indicate that the business community is inadequately informed about the law’s application and/or that the 
requirements are interpreted differently by controlled entities and the controlling agency.  

The business community still has a number of questions about how the requirements apply to their activities. 
These questions are motivated by the desire of FIAC member companies to fully comply with the 
requirements of Russian law.  

FIAC member companies believe that the Federal  Information Technologies and Mass Media has 
accumulated a large body of statistics on actual inspections of compliance with laws on personal data 
processing and storage in Russia and has a good understanding of the most common violations, including 
those due to an inadequate understanding of the requirements.  

FIAC member companies would rather that violations be prevented and considers it imperative to 
communicate these statistics on violations to the business community in a timely manner along with 
recommendations by the Federal Service for Information Technologies and Mass Media.  

On 16 June 2017, the involved FIAC Participant companies (jointly with the Association of Managers) held 
a meeting with the representatives of the State Duma’s Committee for Information Policy, Information 
Technologies and Communications and the representatives of the Federal Service for Information 
Technologies and Mass Media. During the meeting, the details of special project of the Federal Service for 
Information Technologies and Mass Media - “Digital Home” were presented (officially presented on 23 May 
2017 on the TASS site), an inter-industry cooperation platform where the regulator plans to monitor cyber 
threats, develop security standards for business in the cyberspace, and a number of measures to improve 
the digital literacy of Russians. In particular, based on the platform the recommendations for operators on 
drawing up official documents (describing the goals and mechanisms for Internet users personal data 
processing) were published in July 2017.  

Recommendations: 

FIAC Participant companies should meet with officials of the Ministry of Communication and the Federal 
Service for Information Technologies and Mass Media to obtain practical recommendations on the 
application of laws on the localization of personal data storage and processing in Russia in order to prevent 
violations and prepare companies for inspections. 

Issue 13. Categorizing enterprises by the extent of their negative impact on the environment. 

In 2013-16 the Russian government adopted a number of laws and subordinate acts to reduce Russian 
industry's negative impact on the environment. While generally supporting this legislative approach – one 
that has proved effective in dealing with environmental problems in other countries – some international 
investors in 2016 faced the risk of having their facilities included in Category 1 (very hazardous) due to the 
adoption of Government Decree No. 1029 of 28 September 2015. 

The criteria for this category are inconsistent with the principles in Federal Law No. 7 “On Environmental 
Protection,” and some companies thus find themselves at a competitive disadvantage, while their overall 
negative impact on the environment remains unchanged.  

Under Government Decree No. 1029 of 28 September 2015 “On Approval of the Criteria for Including 
Facilities That Negatively Impact the Environment in Categories 1, 2, 3 and 4,” Category 1 includes pesticide 
and paper enterprises along with ferrous and non-ferrous metallurgy and lists enterprises that annually 
generate tens and hundreds of thousands of tons of waste beside others whose overall environmental 
impact is thousands of times less than this.  

Facilities in Hazard Class 1 include those producing:  

• foodstuffs (e.g., dairy and fat and oil products) 
• refractory ceramics and ceramic construction materials  
• ceramic and porcelain ware, including sanitary ceramics, etc. 

The working group regards it as unjustified and counterproductive to include dairy enterprises in Category 
1. In terms of harm done to the environment, dairy processing enterprises are included in the same category 
as oil refineries, metallurgical and chemical plants, and waste treatment facilities. For the most part, 
however, air pollutants generated by dairy enterprises are only moderately harmful substances relating to 
Hazard Class 3, and wastewater is discharged into centralized drainage systems after organic pollutants 
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have been pretreated at municipal treatment facilities – a process not requiring any special additional 
equipment.  

A similar situation can be observed in the oil and fat industry. Since such enterprises are included in 
Category 1, they must also: obtain a comprehensive environmental permit, apply best available 
technologies, meet technological standards and develop and implement an ecological efficiency program. 
The modernization of environmental equipment and production technologies will entail substantial costs. 
The additional requirements will thus increase the financial and administrative burden on companies and so 
also the cost of production, which, in an industry earning low profits, cannot but translate into higher prices 
for consumers. The working group sees no reason for classifying oil and fat enterprises as hazardous, since 
until today the Federal Waste Classification Catalog has included waste from such plants in Classes 5 and 
4 as “non-hazardous or of minimal harm to the environment.” Atmospheric emissions also fall largely into 
Hazard Class 3, and large oil and fat enterprises generally have their own local treatment facilities that treat 
wastewater in accordance with environmental safety standards. 

The non-transparent and often unjustified criteria for including these types of production in Category 1 will 
entail substantial additional costs, thus undermining and even threatening the existence of such enterprises. 
What is more, there will be no reduction in the actual impact on the environment. It will also be much harder 
to find new foreign investments for these types of production because the unjustified criteria will result in 
lower returns. 

Recommendations: 

Involve independent experts and representatives of business in the process of amending the Government 
Decree of 28 September 2015 for the purpose of changing the classification criteria for production facilities. 
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3. Financial institutions and Capital Markets 

Issue 1. Forming the infrastructure of the Russian financial market and carrying on legislative 
activity in regulating it. 

Recommendations:  

- improvement of legislation (adoption of laws/amendments to laws): 

- "On Stock Exchanges and Organized Trading" 

- "On the Bankruptcy of Individuals"  

- "On Economic Insolvency"  

- Development of legislation to legitimize money transfers 

- Preparation of a regulatory framework for the issue of foreign bonds in Russia / Russian depositary 
receipts 

- Introduction of the "foreign nominal holder" concept into legislation  

1.1. Collateral legislation – issue resolved. 

The Russian Ministry for Economic Development, in close collaboration with the European Bank for 
Reconstruction and Development, is working to reform collateral legislation in accordance with clause 66 of 
the Anti-Crisis Plan. The reform is intended to address the most serious problems encountered by market 
participants in using collateral. An increase in the market participants' confidence in the reliability and 
effectiveness of collateral as a form of security should result in greater financing on more favorable terms 
and so make it possible to satisfy the economy's demand for capital in a more timely and adequate manner.  

In the context of an extensive reform of civil legislation, the Presidential Council for Codification and 
Improvement of Civil Legislation drafted a revised Civil Code, which addresses, among other things, 
provisions on collateral (Chapter 23, paragraph 3). 

It should be noted that the collateral provisions of the draft Civil Code, if adopted in their current form, would 
not allow Russia to fully meet its goals in reforming collateral legislation. It is therefore very important to 
ensure that the key areas of this reform are reflected in the Civil Code.   

Advantages: The draft Civil Code (prepared for its second reading in the State Duma) is more advanced 
than current legislation with respect to the following: 

- confirms the legitimacy and possibility of levying charges in relation to syndicated loans; 

- recognizes the legitimacy of pledging bank accounts; 

- envisages the registration of collateral and recognizes the validity of collateral in relation to third 
parties from the date of its registration. These provisions are supplemented by a recently adopted law under 
which the Federal Chamber of Notaries is to develop a unified register of notifications of pledges of 
immovable property and ensure its functioning; this is a revolutionary development in Russia.  

Disadvantages: a more flexible and effective approach to pledge transactions is not introduced in the draft, 
e.g., 

- there are still many restrictions affecting extra-judicial claims; 

- pledges of bank accounts will not be as flexible as in many other markets; 

- transaction costs may remain high due to excessive requirements. 

Critically important: the draft contains problematic provisions relating to: 

• Description of assets that may be pledged: the parties must be allowed to describe pledged items 
as they deem appropriate for their transaction, provided that such a description allows them to 
identify a pledged item at the time of enforcement. That will expand the range of assets pledged 
by borrowers and will ensure lenders' confidence in the reliability of pledges offered to them (e.g., 
lessen the risk that a transaction will be declared "non-existent" on formal grounds that a pledge is 
described inadequately; currently, such a risk is quite high for lenders) and will also reduce 
transaction costs involved in secured financing (e.g., when a pledged item is changed, 
amendments to the pledge agreement need not be made if such a change is covered by the initial 
general description). 
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• Obligation to notarize an extra-judicial claim agreement in relation to pledged immovable property, 
regardless of who the pledger is. Such a requirement may be needed to protect individual 
pledgers, since individuals are usually in a more vulnerable position and would be better protected 
if they consulted a notary. But there would seem to be no reason for similarly protecting legal 
entities that pledge their immovable property; besides, such an obligation would substantially 
increase the transaction costs. There are also provisions in the draft which actually oblige the 
parties to notarize all pledge agreements so as to have the option of making an extra-judicial 
claim, but this also increases transaction costs and negatively affects Russia's economic 
development in the long term.  

• Obligation to notify a debtor about a pledge of the right of claim against him within five days after 
entering into a collateral agreement. In the contemporary financial world, it is quite common to 
pledge rights of claim. The debtor should be notified of such a pledge voluntarily, since there may 
be various reasons for the parties to consider it inexpedient to notify the debtor immediately. Such 
notifications also result in additional transaction costs. It is also important to allow the pledge 
holder to send notification himself without relying on the pledger, because relations with the 
pledger may worsen by the time such a notification is required by the pledge holder, and the 
pledger will not then cooperate with the pledge holder.  

Recommendations 2013: 

According to FIAC, the above-mentioned shortcomings should be rectified in the pledge provisions to be 
considered in the second reading by the State Duma. The European Bank for Reconstruction and 
Development (EBRD) is ready to provide the text of the corrections which should be made. 

In cooperating with FIAC, the EBRD is willing to provide full technical assistance to the Ministry of Justice 
and the Federal Chamber of Notaries in developing a unified register of notifications of pledges of immovable 
property so that the system will meet today's market requirements. 

Status 2013: the issue is resolved. The application of amendments should be monitored and additional 
recommendations should be introduced. 

On 6 December 2013, amendments to the Civil Code concerning collateral were published and submitted 
to the Duma for the second reading. The working group proposed many of those amendments. The 
amendments concerned the free description of collateral, explicit registration rules, the priority of collateral, 
and the absence of the need to notify the debtor of the collateral rights. However, there are proposals which 
were made but not taken into account. The changes are scheduled to come into force on 1 July 2014. 

- The requirements for a collateral agreement were sufficiently eased, and the parties could (were 
flexible enough) to determine the key parameters of the agreement (description of the collateral and the 
securing commitments) at their discretion; in this respect, account was taken of the interests of debtors, who 
may be less versed in financial issues. A favorable effect of these new provisions will largely depend on 
their interpretation by the courts; 

- The introduction of the concept of collateral manager, who represents a group of lenders, and the 
recognition of agreements between lenders on the priority of their collaterals can be regarded as important 
achievements in Russian law. However, certain issues are not regulated quite clearly; therefore, the market 
may be wary of the new concepts until there is clarity. 

- The new collateral register will be the most noticeable aspect of reform for the market players. It will 
provide clarity and certainty, which are so needed. Hopefully, the register (e.g. the registration process) will 
prove to be effective and economical. 

- The recognition in the Civil Code of the general principle of determining the priority of lenders relating 
to the time of registration of collaterals is a very important change which, together with the transparent 
registration system, should make the lenders far more confident. However, there could be certain problems 
when the same asset serves as collateral several times. 

- The reform has substantially consolidated the approaches to pledging claim rights and filing a charge 
against them. It also became legal to use bank accounts as security; they were used as such earlier, but it 
was not clear whether that had legal force, and the instruments were weak. 

- As regards the claim to collateral, the reform seems to be more modest, although certain positive 
clarifications were made. Additional work may be required, especially after the new provisions are tested in 
practice. 

Status 2015: 

The reform of the Russian pledge legislation, which has been discussed and called for, for so long, was 
aimed to reflect both the most serious problems encountered by market participants in using pledge to 
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secure obligations - in terms of existing legislation and its application by Russian commercial courts, as well 
as best international practices. In December 2013, new provisions amending the Russian Civil Code and 
some other laws were adopted to enhance secured lending framework. Most of the changes became 
effective on 1 July 2014. The provisions bring significant benefits to the legal framework and expectation is 
that the benefits will be felt by market players. However, close examination has also revealed a number of 
issues, which would be very beneficial to address in subsequent amendments.  

Recommendations: 

1. The concept of a pledge manager introduced in the Civil Code has a special significance for 
syndicated lending. The Civil Code provides that the pledge manager acts in the name of creditors who 
appointed him and not in his own name. Therefore, it is possible that the parties will interpret this provision 
as requiring the lenders and not the pledge manager to appear in the registers as pledgeholders (the register 
of notices of pledges, shareholders' registers, immovable register, etc.). It means, in turn, that upon 
assignment of the debt of one of the lenders in the syndicate the new lender will need to appear in the 
registers – hence the need to amend the registration record. In other words, loan transfers, which are quite 
common in syndicated lending, would entail the need for updating records about the pledgeholder in all the 
registers where the pledge securing the loan is registered. This would be quite cumbersome and against 
the spirit of providing the concept of pledge manager in the first place.  

This concern could be eliminated by changing a number of Russian laws (Law on Notariate, Mortgage 
Law, Securities Market Law, etc.) and sub-laws. It is necessary to expressly provide that it is the pledge 
manager who will appear in a register where the relevant pledge is recorded (register of notices of movable 
property, register of rights to immovable property, shareholders' registers, etc.) and not the lenders in whose 
interests he acts. 

2. It is also necessary to expressly confirm that the pledge manager will be able to fulfil his functions 
even in case of the pledgor's bankruptcy. Therefore, it is necessary to amend the Bankruptcy Law to specify, 
that it is the pledge manager who is to exercise rights and duties of secured creditors in the interests of 
which he acts in the course of the pledgor's bankruptcy proceedings.  

3. In addition, the progressive changes introducing a pledge manager concept may be impaired by 
certain provisions, as described further. The current Civil Code wording may be interpreted as allowing the 
termination of a pledge management at the initiative of one of lenders who appointed the pledge manager. 
In other words, one lender could defeat the will of all the others within the syndicate. If this interpretation 
prevails in practice, syndicated lenders may feel that appointing a pledge manager is too fraught with 
uncertainty to be worthwhile. 

Further, it is not clear whether the powers of the pledge manager remain after assignment of claims by one 
of the lenders or whether these powers need to be further confirmed by entering into some additional 
agreement. If the practice settles so that some additional actions are required to ensure that the new lender 
can enjoy the "service" of the pledge manager, it would add unreliability to the instrument. 

These concerns could be eliminated by amendments to the Civil Code. However, even without changing 
the Civil Code, the risk of the above interpretations could be mitigated if a Supreme Court clarifying opinion 
is issued to confirm that  

• the pledge management agreement cannot be terminated at the initiative of one of the creditors, it 
can be terminated only upon the decision of all the creditors (with such decision being adopted as 
per the procedures described in a pledge management agreement), and that  

• the loan transfer results in the automatic change of the relevant party in the agreement on 
management of pledge (i.e. the new lender becomes a party to the agreement without the need 
for undertaking some additional actions). These clarifications would greatly enhance the market 
participants' trust to the concept of the pledge manager. 

4. The concept of agreements on changing priorities of pledges introduced in the Civil Code is also 
very important for multi-lender lending deals. To strengthen this concept, it would be highly desirable to 
expressly recognize its effectiveness in case of bankruptcy of the pledgor. Therefore, it is necessary to 
amend the Bankruptcy Law and expressly provide that the priority for the satisfaction of pledgeholders' 
claims is to be determined with due regard to the agreements on changing priorities of pledges, if any. It 
would be also very useful to confirm that this concept is applicable to mortgages as well (the issue could be 
addressed by a Supreme Court clarifying opinion). 

Overall, further legislative changes and court clarifications as described above would contribute to the 
correct application of the relevant Civil Code novelties on pledges and, respectively, to the achievement of 
the goals for which they were conceived. 
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Issue 2. Recommendations for amendments to the Russian Civil Code. 

The amendments to the Civil Code were drafted and introduced to the State Duma, which is considering 
them and adopting the amendments in parts.  

According to the business community, the amendments should be adopted so that the Civil Code would 
clearly and unambiguously regulate and resolve the following aspects: 

- fee for a loan (this is standard market practice, but currently it is rarely adhered to because of some 
of the latest court rulings in Russia); 

- syndicated lending; 

- agreements between lenders; 

- agreements on subordinated loans; 

- securitization and sale of loan portfolios; 

- easing the regulation of bank guarantees; 

- escrow accounts; 

- possibility of executing contracts and passing payment documents through electronic means of 
communication (e.g., SWIFT); 

- greater flexibility in relation to loan agreements and bank accounts: the parties to an agreement 
should be entitled to include  various terms and obligations, which differ from the standard minimum set in 
the Civil Code, in it.  

The current draft amendments do not distinctly regulate the aforesaid lines and a few others. 
Hopefully, the draft amendments will be discussed with the business community and then sent to the State 
Duma. 

Status: 

Presently stagewise amendments to the Civil Code are being implemented. Significant modifications and 
amendments has been already implemented to several Civil Code chapters such as general regulations of 
the Civil legislation, grounds for invalidity of legal transactions, powers of attorney and representation, 
regulatory activities for legal entities. A draft law with modifications to the Civil Code regulations on selected 
contract types will be prepared for the second reading. The most important for the banking sector will be 
amendments to the chapters on loan agreement, factoring agreement, bank deposit agreement and bank 
account agreement.  

Currently, there are phased amendments being introduced to the Civil Code of the Russian Federation (the 
Civil Code). Sections of the Civil Code covering general civil law provisions, transaction invalidity, power of 
attorney and representation, legal entity regulation, etc. have already been significantly amended and 
supplemented. 

At the moment, the second reading of the draft law to modify the Civil Code provisions on certain types of 
contracts is being prepared. We believe amendments to chapters on loan agreement, factoring agreement, 
bank deposit agreement and bank account agreement to be the most essential. Some key changes worth 
mentioning are: 

1. Regarding credit relations: 

- the creditor is stipulated to be entitled to refuse granting a loan because the borrower fails to perform 
conditions precedent, which is a very important provision setting forth the status of such conditions 
precedent; 

- an option is established to envisage in the contract that the customer must pay the bank a certain 
fee (including a one-time commission) in addition to interest under the loan agreement; it is a very important 
provision designed to improve the negative situation with the banking fees that emerged several years ago 
when the Supreme Arbitration Court of the Russian Federation expressed their negative position on those 
fees; 

- a special article on syndicated loans is added that: 

Firstly, stipulates for the syndicated creditors obligation to grant the loan only to the extent of their share in 
the syndicate; 

Secondly, specifies a rule that creditors’ decisions are mandatory for all syndicated creditors; 
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Thirdly, it envisages an opportunity to charge the borrower with an obligation to pay a fee to the pledge 
manager and the facility agent. 

Those are also important provisions that may bolster syndicated lending in Russia. 

2. Regarding factoring agreement: 

Expanded opportunities to use factoring: 

- factoring agreement will be able to cover transfer of cash funds in the form of a loan or an advance 
payment; 

- that agreement may provide for additional services to be provided by the factor (for instance, 
accounting and/or accounts receivable management and other services); 

- it provides for an opportunity to partially assign receivables; 

- an essential rule is introduced — modifications of the contract between the debtor and the original 
creditor do not apply to receivables that had been assigned before those changes were made. 

3. Regarding bank deposit agreement: 

- an opportunity is envisaged to enter into a retail bank deposit agreement without the customer’s right 
to accelerate deposit withdrawal. In this case, the draft law provides for the bank’s obligation to offer the 
customer a deposit agreement that has an option for early withdrawal together with that contract.  

4. Regarding bank account agreement: 

- one of the major amendments making the bank liable for writing the funds off the client's account 
even if the bank could not determine that the order to withdraw funds was given by an unauthorized person. 
It is necessary to find balance between interests of banks and their clients. 

As mentioned, the draft law is now being prepared for the second reading, and it is very important that the 
legislators get to hear of the interests of the banking community take those into account. One of the platforms 
for such discussions is the Advisory Council on Banking and Audit Legislation at the State Duma Committee 
on Financial Markets. Public meetings of the Council will be an essential and indispensable element in the 
preparation of that draft law bill for further consideration and adoption by the Russian parliament. 

Issue 3. Banking reform and the banking sector's development strategy – CBR’s reports. 

Bank regulation has sustained drastic changes in 2016. To change banking standards in Russia so as to 
align them with the preliminary findings of our evaluation, we have had to prepare more than 20 normative 
acts. Some of them are amended regulations, some have been designed from scratch. 

Implementation of normative ratio N25 regarding the maximum exposure to the bank’s related party or a 
group of the bank’s related parties from January 1, 2017 becomes the headliner regulatory event. The 
normative ratio rollout is expected to be lenient and sustainable for the banks. The bank’s related companies 
are granted a two-year grace period before they are added to reporting for this ratio. In 2017, they will be 
weighed at 20 per cent, while in 2018 the weight will increase to a ratio of 50 per cent. Subsequently, they 
will be weighed at a ratio of 100 per cent, as all other related borrowers. This amendment to Regulations 
No. 139 was adopted in November and is in the process of registration at the Ministry of Justice. Another 
two ordinances were released at the same time.  

Ordinance No. 4203 “On the Signs of Potential Interconnectedness between a Person (Persons) and a 
Credit Institution” stipulates for a range of characteristics, which the regulatory body, the Bank of Russia’s 
banking supervision committee, will use to substantiate their assertions regarding interconnectedness of 
companies or individuals with the bank for the purpose of applying N25 ratio. Together with amendment to 
Regulation No. 139, this document is being registered by the Ministry of Justice. And the third document is 
a procedure of the Bank of Russia’s banking supervision committee to recognize a person as a related party 
of a credit institution or part of a group of related parties of a credit institution based on the substantiated 
assertion, sending requests to credit institutions and considering their applications.  

Amendments were also made to Ordinance No. 2005-U, namely, to Ordinance No. 4187-U that introduces 
preapproval of decisions to assign PU-4 indicator by territorial units of the Bank of Russia and the 
supervision departments. PU-4 means an indicator used to evaluate the bank risk management system with 
a value equal to or exceeding the 2.35-point limit. This decision must be confirmed by the banking 
supervision department. There are also a number of changes that enable prompter reaction to issues in 
banking activity in case of non-compliance with the statutory ratios. Those were exactly the changes in 
methods in Ordinance No. 2005-U. That ordinance is being registered by the Ministry of Justice; it will be 
enacted in 10 days from the moment it is published.  
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Ordinance No. 4204 was published to amend Ordinance No. 3081-U regarding disclosure of business 
information by credit institutions. The amendment sets out to require the banks to disclose a wide range of 
details on transactions with non-residents, in particular, remaining balances of correspondent accounts, 
amounts raised from non-residents, investments into securities of non-residents, assets encumbered by 
foreign-based counterparties, including those available as collateral for operations with the Bank of Russia. 
It is also with the Ministry of Justice; it will be enacted in 10 days after it is published, and it will be applied 
for the first time in respect of earnings reports for the first quarter of the next year.  

Methodological Recommendations No. 40-MR were also among the released documents, it is intended to 
determine participants of a banking group and contains clarifications for a number of questions: how to form 
a banking group, for example, what is considered to be a subsidiary, an associated company, a jointly 
controlled entity; how to determine the primary type of activity of the banking group participants, the 
consolidation perimeters and calculate the potential indicators.  

An important change was made by releasing an amendment to the new version of Ordinance No. 2332-U 
on reporting forms, specifically, the procedure for compiling Form 127 “Interest Rate Risk Details”. The so-
called interest rate shock amount and scale were lowered. Instead of the interest rate change by 400 bps in 
either direction, this amendment provides for 200 bps fluctuations, as envisaged in the document of the 
Basel Committee on Banking Supervision. Those changes will be enacted on January 1, 2017. They will 
make evaluating interest rate exposure for the banks more loyal, more favorable. The document is also 
being registered by the Ministry of Justice. 

Amendments to Regulation No. 283 that introduces a number of material new developments in calculating 
provisions for potential losses for various types of assets came into force on October 1 in all respects, except 
for the requirements to provisioning for accrued interest, which will be applied starting from February 1. This 
was done deliberately in order to give the banks time to prepare. 

Another amendment to Instruction No. 139 was adopted in September and has already been published and 
enacted. It introduces of a reduced preferential rate of 20 per cent compared to the previously used general 
ratio of 100 per cent for claims against banks denominated and funded in rubles, which are guaranteed by 
AHML (Russia’s Agency for Housing Mortgage Lending), as well as AHML securities denominated and 
funded by the bank in rubles. 

At the moment, the Basel Committee on Banking Supervision is reviewing the validity of this ratio at our 
request. In the case of a nonpositive decision, if we are told that this preferential rate is ungrounded then 
we will consider returning to the old 100 per cent ratio that was applied before the amendment.  

Amendment to Regulation 254-P was specifically adopted as a separate document, also on its course to be 
registered by the Ministry of Justice. It increases the collateral sale period from 180 days to 270 days, thus 
enabling the bank to take the collateral into account for a longer period of time when making provisions and, 
consequently, reduce the provisions if the collateral is adequate.  

A huge draft of amendments to Regulation No. 254 covering a multitude of issues was moved to 2017. The 
changes to the collateral sale periods were the only thing that was sped up.  

Other changes included stricter provisioning for loans for working capital and an entire range of other issues, 
which are intended to bring together the reserve requirements for banks operating with the valuation of 
assets, in particular the amounts for the banks that fall within the framework for reorganization in Ordinance 
No. 3707-U. The discussions are very active; we have received lots of comments and feedback that are 
currently processed and reviewed. On December 12, a new draft version of amendments to Regulation No. 
254-P will be published. 

Adoption and enactment of amendment to Regulation No. 395 regarding the procedure for calculating the 
bank capital, namely, removing direct and indirect investments from the capital, was also moved to early 
2017. 

Issue 4. Taxation. 

4.1. Problem of FATCA in Russia and its application models. 

The Foreign Account Tax Compliance Act (FATCA) 
(http://www.cticompliance.com/assets/pdf/FinalFATCAText.pdf) was enacted by the United States 
Congress in 2010. The Act is designed to make significant changes in the current tax treatment of payments 
made by US residents through foreign financial institutions.  

The mechanism for applying FATCA requires that Russian financial institutions enter into a special 
agreement with the U.S. Internal Revenue Service (IRS); keep track of any accounts opened by U.S. 
taxpayers with Russian financial institutions and report these to the IRS; withhold 30 percent of the revenues 

http://www.cticompliance.com/assets/pdf/FinalFATCAText.pdf
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from sources in the United States, including revenues earned by entities that fail to disclose the information 
required under FATCA or by non-participating foreign financial institutions, and remit the amount to the IRS.  

The Association of Russian Banks (ARB) and National Payment Council Non-Profit Partnership (NPC) have 
repeatedly asked the Russian Government, the Ministry of Finance, the Federal Tax Service, the Ministry 
of Foreign Affairs, the Federal Financial Markets Service, the Federal Financial Monitoring Service and the 
Bank of Russia to consider the conclusion of a special intergovernmental agreement between the Russian 
Federation and the United States on the procedure for implementing FATCA.  

In addition, to expedite the decision-making process on a model for implementing FATCA in Russia, NPC 
assessed Russian banks' costs in the first year after the adoption of FATCA in Russia. The findings were 
presented to Presidential Aide Elvira S. Nabiullina, the Bank of Russia and the Russian Ministry of Finance. 

Unfortunately, no official information detailing the status of the negotiation process between the concerned 
state agencies of the Russian Federation and the United States and the selected mechanism for 
implementing FATCA in Russia has been released so far. 

Since no information is available on the Russian Federation's official position and the effective date of 
FATCA is approaching, a number of financial institutions controlled by a foreign parent have to consider 
entering into agreements directly with the IRS, since under FATCA an international banking group may be 
considered compliant only if all its members comply with FATCA.  

It should be also noted that Russian credit institutions that have correspondent banking relationships with 
European and U.S. partners are already getting questions from their foreign partners on how the new regime 
works in Russia, since a foreign correspondent bank may withhold 30 percent of all payments made to a 
correspondent account of a non-participating Russian credit institution held with such bank or may suspend 
or close such correspondent account. 

The position of the Russian Ministry of Finance is that any agreements between Russian banks and the 
U.S. IRS and any related disclosure of information constituting a bank secret will be regarded as a violation 
of Russian law (see the enclosed Letters No. 03-08-07 of 24 April 2012 and No. 03-08-05 of 20 August 
2012).  

At the same time, Russian financial institutions are seriously concerned about the possibility of partial 
withholding of payments made to them through the United States, should the Russian Federation decline to 
participate in FATCA. 

Many countries are already actively negotiating with the United States to conclude bilateral agreements 
whereby any transfer of information under FATCA is made centrally through local government bodies, with 
the possible exchange of similar information in some cases by the United States (among countries planning 
to do this are Germany, France, the UK, Italy, Spain and the Netherlands). Switzerland and Japan intend to 
take a different approach to the information exchange with the United States under FATCA: local banks will 
provide information directly to the IRS along with an ad hoc exchange of information between the state 
agencies of these countries. 

In view of what has been said and in order to avoid negative implications for Russian credit institutions, the 
Association of Russian Banks (ARB), the non-profit partnership National Payment Council (NPC) and the 
Association of European Businesses (AEB) strongly recommend that the Russian Ministry of Finance and 
the Bank of Russia inform credit institutions of the official position on the means of implementing FATCA. 

On 10 February 2014, FIAC addressed official inquiry No. KS-1002-ib to the Bank of Russia, the Ministry of 
Finance and the Ministry for Economic Development, offering assistance in carrying out the following 
initiatives:  

Providing information and recommendations in ensuring the inclusion of Russia in the list of countries which 
are regarded by the U.S. side as countries which entered into an information exchange agreement with the 
United States (taking account of the fact that less than three months remain until 25 April 2014); 

Working out legislative acts and bylaws which would allow Russian financial institutions to apply the provisions 
of the Agreement in Russia.  

In its reply No. 41-2-3-3/564 dated 11 March 2014, the Bank of Russia said:  

If an agreement on the implementation of FATCA is entered into by Russia and the United States, the 
Russian financial institutions will not be obliged to register on the website of the US Tax Service within the 
same time limits as those set for the financial institutions of the countries which did not enter into such 
agreements.  

Pursuant to §1.1471-3 (d)(4)(iv) of FATCA concerning payments made prior  to 1 January 2015, US tax 
agents are not obliged to check the Global Intermediary Identification Number (GIIN) of the payees if the 
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financial institution which is receiving payment reports to the US tax agent that it belongs to a country which 
signed an inter-governmental agreement on the implementation of FATCA. 

Status 2014-2015: Requirements for Russian players on the financial market in connection with provisions 
of Law # 173-FZ dated June 28, 2014  

At the present time, no intergovernmental agreement exists which could be instrumental in regulating the 
application of FATCA requirements. Russian banks, including Russian subsidiaries of foreign-based banks, 
have the opportunity to individually register with the IRS (USA tax authorities), and, under certain conditions, 
provide information to the IRS. In this case, the information provision format and obtaining consent of 
Russian competent authorities has not been developed so far. 

Recommendations: 

FIAC: Persistence of the situation calls for a quickest possible additional comparative analysis of provisions 
of Federal Law # 173-FZ dated June 28, 2014, as well as FATCA requirements, so as to amend Law # 173-
FZ accordingly, with a view to removing inconsistencies and providing opportunities for Russian banks to 
abide by law.  

The FIAC working group sent recommendations to amend the Federal Law #173-FZ “On Specifics in 
Conducting Financial Transactions with Foreign Nationals and Legal Entities, on Amendments to the 
Russian Administrative Offences Code and Invalidation of Certain Provisions of Russian Legislative Acts” 
dated June 28, 2014 to the Bank of Russia to be considered on March 20, 2015.  

List of proposals: 

1. The Law #173-FZ prevents Russian financial organizations from fully complying with the FATCA 
requirements, as law of the Russian Federation do not provide for an opportunity of direct debit of the 30-
percent fine from the payment amounts intended for the clients as prescribed by the FATCA. The Russian 
financial institutions will have to impose that obligation on their payment counterparties. Moreover, the law 
does not stipulate for any mechanism that a bank may use to provide information regarding payment to the 
withholding agent (and to identify that agent) in order to subsequently disclose the client information to the 
U.S. tax authorities. 

Proposal:  

It is proposed to clarify Article 2, Part 1 of the Law #173 in order to include the following entities in the scope 
of the Law #173-FZ: 

a) foreign taxpayers (individuals and legal entities); 

b) financial organizations not registered with the IRS, i.e. non-compliant financial organizations under 
the FATCA (both Russian and foreign organizations); 

c) organizations that failed to provide or provided incomplete set of documents to identify them but 
gave a waiver for disclosure of their information, i.e. “recalcitrant accounts”; 

d) individual clients with foreign taxpayer indicators who failed to provide a complete set of documents 
to identify them but gave a waiver for disclosure of their information, i.e. “recalcitrant accounts”. 

5. Pursuant to Articles 2 (Article 2, Part 7) and 4 (Article 4, Part 1) of the Law #173-FZ, in case of a 
reasonable assumption that the client falls into the foreign taxpayer category confirmed by documents, and 
if that client fails to provide the requested documents or a waiver (refusal to provide waiver) allowing 
disclosure of their information to a foreign tax authority, a financial market organization may decide to refuse 
signing a bank account (deposit) agreement with the client, refuse performance of operations for that client 
and/or, to the extent provided by the Law, to terminate a financial services agreement in their sole discretion 
by notifying the client about such a decision no later than on the day following that decision date. 

It appears that a financial market organization will not have an opportunity to confirm their assumption with 
documents in cases when the client refuses to provide information regarding presence/absence of foreign 
taxpayer criteria.  

Proposal: 

- to clarify the relevant articles order to enable financial market organizations to refuse service to 
foreign taxpayer and Russian Federation resident clients who refuse to provide information regarding 
presence/absence of foreign taxpayer criteria or criteria for any person  regulated by a foreign law on foreign 
account taxation or a waiver allowing disclosure of information. In respect of organizations that are not 
registered with the IRS, assumption may only be verified by monitoring the IRS website. 
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6. Pursuant to the Law #173-FZ, a financial organization may terminate an agreement with a foreign 
taxpayer client only if they refuse to disclose their information, provide a waver allowing disclosure etc. If 
the client provides all the necessary information and waivers the financial organization may not refuse 
service to them.  

Proposal:  

- to reinstate a provision in the Law #173-FZ that was previously part of Article 2 of the Federal Law 
#112-FZ dated May 5, 2014, namely, to provide for unconditional right of financial organizations to 
terminate/not enter into an agreement with any individual or legal entity that is a foreign taxpayer if the state 
of their tax residency demands the Russian financial organizations to enter into special agreement to control 
presence of accounts of taxpayers from that foreign state. 

Obligatory disclosure by foreign-based players on the financial market of information on Russian corporate 
and individual accounts 

The provisions of Article 6 of the Law are purely declarative and failing to provide for detailed understanding 
of requirements applying to foreign-based players on the financial market. Among the numerous unclear 
questions are:  

- what entity is behind the definition of " foreign-based players on the financial market" for the purposes 
of the Law; 

- what criteria underlie the list of individuals and entities whose accounts are earmarked for monitoring; 

- what accounts categories are subject to the requirements; 

- what kind of information on such accounts should be provided; 

- what supervisory authority is to receive and in what format it is to receive information regarding 
clients’ accounts;  

- what punitive measures are imposed under the Russian Federation law for non-compliance. 

The tiresome experience of introduction of the USA FATCA provisions, in conjunction with elaborate 
designing and flexibility of introduction of the requirements in question, make European banking institutions 
concerned about the situation, caused by insufficient awareness in respect of  provisions of Art. 6 of the 
Law, as well as the difficulties in the practical implementation thereof. 

On 30 March 2015 CBR sent an official reply on FIAC’s working group request from 18 February 2015.  

There was also a draft of amendments to Law #173-FZ published that changed the criteria (it is not the final 
document). At the moment, this draft is discussed by the market participants. It was planned to finalize the 
discussions before the end of June. This draft may work out many issues, for example, regarding the 
identification. 

A draft order of the Federal Tax Service on the reporting procedure for foreign financial institutions in respect 
of accounts of Russian citizens and organizations that was published on the website of the Government of 
Russia for publishing draft legislation (June 2015). This is what we call the Russian FATCA. It is the first 
additional information for the past 11 months. The point of the project is that the FNS provides a sufficiently 
detailed list of those foreign financial institutions that are required to submit information on accounts of 
Russian citizens and organizations; it must be done before September 30. This is a very wide range of 
institutions. Separately, the annex to the order mentions types of accounts, for which you need to do 
reporting, and it is also a wide-ranging list. 

Recommendations: 

The situation calls for elaboration on the requirements and attitude of RF governmental authorities in respect 
of the application of Article 6 of Law # 173-FZ in so far as they relate to disclosure of information on Russian 
Federation citizens’ accounts (deposits) with foreign-based players on the financial market. 

Status 2016 

Federal Law No. 173-FZ On Conducting Financial Operations with Foreign Citizens and Legal Entities, 
Amendments to the Administrative Offenses Code of the Russian Federation, and Invalidation of Certain 
Legislative Acts of the Russian Federation ("Law No. 173-FZ", effective date: June 30, 2014) stipulate the 
duty of foreign financial institutions to submit to Russian tax authorities reports on accounts opened with 
such institutions by citizens of the Russian Federation or by legal entities directly or indirectly controlled by 
citizens of the Russian Federation. 
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Foreign financial institutions are to submit such reports annually on or before September 30 of the year 
following the year during which such accounts were opened, using a form still to be developed and 
communicated to the stakeholders. 

On December 7, 2015, there was published, on the official legal information internet portal pravo.gov.ru, 
Order of the Federal Taxation Service No. MMV-7-14/501@ dated November 9, 2015, On Approval of Forms 
to Be Used by Foreign Financial Market Institutions Situated Outside of the Russian Federation to Disclose 
the Details of Accounts (Deposits) Opened with Such Institutions by Citizens of the Russian Federation or 
Legal Entities Directly or Indirectly Controlled by Citizens of the Russian Federation (the "Order"). According 
to the Order, foreign financial institutions must furnish the Russian tax authorities with information about 
foreign accounts of citizens of the Russian Federation or legal entities directly or indirectly controlled by 
citizens of the Russian Federation. The Order took legal effect on December 18, 2015. 

Problem: 

Russia has undertaken to engage in exchange of information in accordance with the Common Reporting 
Standard, or CRS, adopted within the framework of the Organization for Economic Cooperation and 
Development (OECD).  However, emergence of the Order testifies to the fact that our government bodies 
seek to gain access to a proprietary "source" of information regardless of the CRS procedure, inter alia, on 
a unilateral basis, which, in our opinion, is difficult to accomplish, and will have pronounced adverse effect 
on business environment, foreign investments, and investment appeal of Russia as a member of 
international business relations. 

We believe that it is difficult to implement such information disclosure within the assigned limited time for 
the following reasons: 

- absence of an electronic / internet portal and an automated disclosure system; 

- need to design a paper form in the Russian language for each account; 

- tight disclosure implementation deadline; 

- violation of local banking and other laws resulting from disclosure pursuant to the Order, and absence 
of relevant legal instruments, such as intergovernmental bank information exchange treaties; 

- absence of clarifications or recommendations regarding the required disclosure (only the form has 
been published to date). 

In our opinion, concurrent CRS reporting and Order reporting represents unreasonable duplication of efforts 
which is labor-intensive and costly both to the business community and the government bodies of the 
Russian Federation. 

Recommendations:  

- expediency and necessity of disclosure according to the Order using the existing form, taking into 
consideration implementation of CRS tax information exchange standards; and 

- possibility of suspension of Article 6 of the Federal Law, taking into consideration implementation of 
CRS tax information exchange standards. 

The above issue is critical for foreign financial institutions, inter alia, for the purposes of implementation of 
international best practices in the area of tax information exchange, and any discussions and meetings 
facilitating exchange of opinions on that matter will be greeted by all Foreign Investments Advisory Council 
members seeking to resolve the issues raised in this document. 

On 15 April 2016 FIAC working group on Financial Institutions and Capital Markets sent repeated request 
on Minister of Economic Development Alexey Ulyukaev. 

On 25 May 2016 Dmitry Volvach, Federal Tax Service, Standards and International Cooperation Division, 
took part in the FIAC banking working group meeting and informed that within the implementation of §6 of 
173-FZ special forms in Russian and English have been issued. At this moment it’s not clear how many 
companies will provide their reporting, because there are no penalties for non-providing information. That’s 
why Federal Tax Service suggest to wait and observe how this reporting will function and if there will be a 
real need of online portal for this reporting. After implementing CRS in Russia there might be no need in §6 
of 173-FZ and the FTS will support the deactivation of this §6. 

Issue 5. Problems of amending Currency legislation- issue resolved. 

In February 2013, amendments entered into force to the Administrative Offenses Code concerning certain 
operations on the residents' accounts opened outside Russia. The banking community is drafting an 
amendment to clarify certain issues, i.e., a Russian resident's qualification concerning currency regulation, 
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and the expansion of the list of operations which Russian residents can perform on the accounts opened 
outside Russia.  

On 22 July 2013 and 5 May 2014, the Association of European Businesses sent letters to the Russian 
Ministry of Finance on amendments which should be made to Russian currency legislation.  On 13 August 
2013 and 9 June 2014, replies were received from the Ministry of Finance to the effect that the Association's 
proposals would be considered when drafting the amendments to Russian currency legislation.  

On 4 July 2014, the RF President signed the federal law 218-FZ which introduced amendments to the 
currency control legislation and extended the list of cases when funds can be credited to resident individuals’ 
accounts at banks outside Russia. The list does not include funds from securities, rent, grants and some 
other operations. 

Recommendations:  

Draft Law # 607024-6 "On the Alteration of Article 12 of the Federal Law “On the Currency Regulation and 
Currency Control” that was sent to the Chairman of the State Duma of Russia on 22.09.2014 (responsible 
Financial Market Committee) contains the following provisions: 

“Along with the cases as indicated in the first passage of this part, credited to resident individuals’ accounts 
at banks based in OECD or FATF member countries may be the following nonresidents’ funds: 

“…funds obtained by a resident individual upon a carve-out of foreign securities, as well as funds in the form 
of an accrued (coupon) interest payable under the terms of issue of resident individual-owned foreign 
securities, as well as other revenues on foreign securities (including dividends, disbursement against bonds 
and promissory notes, and payments upon impairment of the share capital of an issuer of foreign 
securities)…” 

Status 2015 - 2016: 

On 18 February 2015 draft law # 607024-6 passed the first reading in the State Duma. 

The Association of European Businesses sent a letter of support to this draft law with some comments to 
the State Duma’s Committee on the Financial Market (on 27 October 2014). 

On 28 November 2015 the draft law "On amending articles 3.5 and 15.25 of the Russian Code of 
Administrative Offenses and articles 12 and 23 of the Federal Law "On currency regulation and currency 
control” (hereinafter - the law) came into force. The law introduces long-awaited changes to the existing list 
of permitted transactions for transferring funds into foreign bank accounts of Russian currency control 
residents. In this issue we briefly highlight the aspects of these amendments that may impact individuals. 

Amendments introduced to the law on currency regulation and currency control and the Code of 
Administrative Offenses (Federal Law No 173-FZ of 10 December 2003 "On currency regulation and 
currency control," the Russian Code of Administrative Offenses No 195-FZ of 13 December 2001). 

The law expands the list of permitted transactions for transferring funds to foreign bank accounts opened 
by Russian currency control residents in countries that are OECD or FATF members. The list of permitted 
transactions will now include the following: 

- Transferring of monetary funds received as a result of alienation of foreign securities listed on a 
Russian stock exchange or a foreign stock exchange that appears on the list of foreign exchanges approved 
by item 4 article 27.5-3 of federal law No 39-FZ "On security markets" of 22 April 1996. The paragraph will 
come into force as of 1 January 2018. As of today the list includes 21 foreign exchanges, including the New 
York, London and Swiss stock exchanges; 

- Transferring of monetary funds received as income from the transfer of monetary funds and/or 
securities to be managed under fiduciary agreement (where fiduciary is considered a non-resident). This 
provision came into force on 28 November 2015. 

Note that under the amendments, Russian currency control residents will only be able to transfer income 
derived from the sale of foreign securities directly to their foreign bank accounts starting from 2018. It is 
worth noting that in the absence of additional clarifications, the amendments fail to clarify whether the 
transfer of monetary funds received as a result of the redemption of bonds into a foreign bank account will 
be a permitted currency transaction or not. 

At the same time from 28 November 2015 Russian currency control residents are now permitted to transfer 
the income received from a foreign fiduciary manager to their foreign bank accounts. Federal law No 39-FZ 
"On securities markets" defines securities management as the fiduciary management of securities and 
monetary funds designated for carrying out transactions with securities and (or) entering into agreements 
for derivative financial instruments. 
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The amendments to the Russian Code on Administrative Offenses will enter into force starting from 1 
January 2016 and will introduce penalties for violating the terms and procedures for submitting notifications 
on movement of funds on accounts opened in banks located outside of Russia by individuals who are 
considered as Russian currency control residents. The burden of the administrative penalties is limited to 
RUB 20,000. Individuals are expected to submit their notifications on the movement of funds on foreign bank 
accounts by 1 June of the year following the reporting year (e.g. on or prior to 1 June 2016 for the year of 
2015). 

Issue 6. Standard loan agreement for small and medium-sized enterprises – issue resolved. 

By late May 2015, the Standard Loan Agreement for micro, small and medium businesses was ready. Two 
documents, including detailed explanations, were presented to the banking community as a result of joint 
efforts by the European Bank for Reconstruction and Development and the Association of Regional Banks: 

1. Model general terms and conditions of a loan agreement for small and medium businesses. 

2. Model specific terms and conditions of a loan agreement for small and medium businesses. 

Importance: 

During the two project years, statutory changes and the local banks' best practices have been taken into 
account; local banks' loan agreements have been summarized; typical problem situations that banks face 
when in court, have been analyzed. As a result, banks have been provided with a high-quality Standard 
Loan Agreement template that they will be able to use in their operations, thereby mitigating legal risks and 
building a foundation for improving the potential of portfolio securitization for small and medium businesses 
in the future. The document was also presented to the Russian Central Bank for informational purposes. 
The Central Bank welcomed those efforts. 

Status 2015: the project is complete. Recommendations: monitor statutory changes; amend the agreement, 
as may be necessary. 

Issue 7. Conversion – issue resolved. 
Creating a legally effective mechanism for converting of subordinated loans into the authorized 
capital of banks. 

Conversion issues are important for Russian market participants, since they may have an impact on 
attracting debt and equity financing. 

In 2012 – 2013 the Central Bank of the Russian Federation (the "CBR") has revamped the rules applicable 
to subordinated debt provided to Russian credit organisations in an effort to make them Basel III compliant.  
Basel III specifies the criteria for debt instruments issued by a bank to qualify as Additional Tier 1 Capital 
(i.e., additional to the Common Equity Tier 1) which include, inter alia, the requirement for such instruments 
to contain loss absorption features through  

- conversion to common shares at an objective pre-specified trigger point or  

- a write-down mechanism which allocates losses to the instrument at a pre-specified trigger point on 
a 'going concern' basis.   

CBR Regulation No. 395-P1 is currently the principal act regulating the issuance of subordinated debt 
instruments for the purposes of their inclusion into calculation of capital of Russian credit organisations. 

Regulation 395-P provides that a subordinated loan would be "transformed" into common equity through a 
prepayment of the subordinated loan by the borrowing bank and channeling of the proceeds of such 
prepayment for payment of the bank's capital increase. 

Accordingly, the conversion of a subordinated loan into equity would currently require: 

(a) compliance with certain corporate procedures and regulatory approvals relating to the issuance of 
additional common stock into which the subordinated loan is be converted and increase of the 
charter capital of the bank; and 

(b) the actual prepayment of the subordinated loan which is, in turn, subject to a consent of the 
territorial department of the CBR to be issued after the state registration of the share issuance 
relating to such capital increase or, in the case of limited liability companies, the adoption of the 
decision on charter capital increase and amendments to the bank's charter. 

                                                           
1 "On the Method for Calculation of the Amount and Assessment of Adequacy of the Net Worth (Capital) of Credit 
Organisations (Basel III)" dated 28 December 2012, as amended by CBR Directive No. 3096-U dated 25 October 
2013, ("Regulation 395-P"). 
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The current conversion mechanics therefore lack automatism and may not be capable of being completed 
in full, with the result that the subordinated lender would be forced to accept a write-down of its loan in the 
absence of cooperation and required corporate action on behalf of the borrowing bank, its shareholders and 
governing bodies. Such obstacles may restrict fundraising by banks, and EBRD has been researching this 
issue and identified inconsistencies and potential ways to resolution, which it presented to MED and CBR 
in a detailed note.  

Recommendations: 

Among the obstacles under the current regulations which will need to be resolved in order to allow 
conversion of subordinated loans to equity for loss absorption are the following: 

- restriction on set-off debt (article 11 of the Banking law currently restricts setting off the liabilities of 
a Russian bank against the payment of its charter capital which precludes a direct debt to equity conversion); 

- corporate law requirements (corporate approvals by shareholders needed that may not be 
enforceable, mandatory offers may be triggered, etc.); 

- the need for regulatory consents/clearances by CBR, FAS, Government Commission on Strategic 
Investments  etc.; 

- the procedure for definition of conversion pricing needs to be clarified; etc. 

Status 2015-2016:  

Further to the introduction of Basel-III rules for banks’ capital calculation, and in particular loss absorption 
requirements for subordinated loans in 2014, EBRD prepared an overview of the existing legislation, 
regulation and procedures for simplification of subordinated debt conversion into ordinary shares 
(participation interests in the charter capital) as one of the ways for covering losses by subordinated debt 
accounted as tier 1 or tier 2 capital of a bank. The overview and recommendations have been provided to 
the Ministry of Economic Development and the Bank of Russia for a discussion. 

Several important concepts have been subsequently implemented and reflected in the Federal Law No. 
432-FZ dated 22 December 2014 and regulatory acts adopted pursuant to it, specifically, the amendments 
made to the Regulation No. 395-P by Instruction of the Bank of Russia No. 3600-U dated 15 March 2015.  

As a result, the following essential improvements have been achieved: 

- The conversion of subordinated loans is no longer subject to the requirements of federal laws 
governing the procedure for obtaining approvals from the Bank of Russia and the FAS of Russia, for the 
acquisition of thirty or more percent of ordinary shares of a joint-stock company credit institution;  

- No involvement of the state financial supervisory body to determine the price for the placement of 
shares is required;  

- The conversion of subordinated loans is no longer subject to requirement to exercise preemptive 
rights by the persons having preemptive rights to acquire additional shares of the bank; 

- In the event of a failure by the borrower bank to fulfil the relevant obligations in relation to the 
conversion, the CBR could exercise its authority and issue a conversion demand therefore forcing the bank 
to complete the conversion as potentially, if the trigger events are not remedied, the CBR may need to 
revoke the banking licence; 

- There is more transparency envisaged in the conversion process; etc. 

Further analysis revealed that the remaining issues, which need to be clarified for further stream lining of 
the practical application of the subordinated debt related regulation include: 

- Conversion procedure – permissibility of offsetting claims under subordinated loans; 

- Setting priority for the write-down / conversion among several subordinated debt instruments; 

- Enforceability of the shareholders’ obligation to perform necessary and timely actions for the 
conversion; 

- Defining price setting mechanism for conversion shares; 

- Permissibility of a write-up of written down amounts under certain circumstances; 

- In addition, the need to obtain consent from the Government Commission for Control over Foreign 
Investment in certain cases as well as some other questions may need further clarification. 

EBRD will be happy to discuss these and other related issues with the responsible authorities. 
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Issue 8. Banking secrecy regulation- on hold. 

Presently, banking secrecy issues are regulated by the provisions of Article 857 of the Civil Code of the 
Russian Federation and Article 26 of the Federal Law “On Banks and Banking Activities.”  Article 857 of the 
Civil Code provides for the following rule, “Information protected by banking secrecy may only be provided 
to customers themselves or to their representatives, as well as presented to a credit bureau on the grounds 
and in the manner prescribed by the law. Government authorities and their officers may only have such 
information provided in cases and according to the procedure prescribed by the law.” Therefore, the current 
version does not enable transfer of banking secrecy data to other persons with the customer’s consent. 

This legal gap limits development of banking services in the Russian Federation due to the following 
reasons: 

First of all, many customers (both foreign- and Russian-based) chose to centralize treasury functions within 
a group of companies. On the one hand, it enables greater cash flow manageability from the group’s parent 
company, and, on the other hand, helps to cut corporate administrative costs to maintain individual 
treasuries for each company. 

Secondly, for many structured bank products (for example, syndicated lending), it is necessary to transfer 
information protected by banking secrecy among entities participating in providing such products to the 
customer (for instance, between the bank servicing the borrower’s account and the lender banks). 

And, thirdly, in the current environment, many banks (both foreign- and Russian-based) strive to reduce 
their administrative costs to cut the cost of bank products for their customers, and they consider outsourcing 
some technical functions (for example, IT or archiving) to professional service companies. 

We would like to draw your attention to the fact that the customer has information classified as banking 
secrecy in the meaning of the Federal Law “On Information, Information Technologies, and Information 
Protection”, and that they should be entitled to dispose of that information at they think fit.  

Recommendations: 

With this in mind, we suggest that it should be made possible to transfer any information protected by 
banking secrecy to other persons with the customer’s consent or at the customer’s request in the laws of 
the Russian Federation the ability, namely, to revise Article 857, clause 2 of the Civil Code to read as follows:  

“Information protected by banking secrecy may only be provided by customers themselves or by their 
representatives, as well as presented to a credit bureau on the grounds and in the manner prescribed by 
the law. Information protected by banking secrecy may also be provided to other parties with the consent of 
the customer. Government authorities and their officers may only have such information provided in cases 
and according to the procedure prescribed by the law.” 

Issue 9. Changes in the legislation on Personal Data (Law № 242-FZ dated 21.07.2014). 

Federal law 242-FZ – challenges for business. 

Banking community expresses its concern with the adoption of the Federal Law "On Amendments to 
Selected Legislative Acts of the Russian Federation with Regard to Clarification of Data Processing of 
Personal Data across Information and Telecommunications Networks” # 242-FZ dated 21.07.2014 
(hereinafter, the “Law”). The Federal Law # 152-FZ dated 27.07.2006 “On personal data” in its current 
versions covers all operators of personal data without any exceptions which effectively means that all 
Russian and foreign companies operating in the Russian Federation will have to company with the Law. 

Moreover, Federal Law # 526-FZ dated 31.12.2014 “On amendments to clause 4 of the Federal law "On 
Amendments to Selected Legislative Acts of the Russian Federation with Regard to Clarification of Data 
Processing of Personal Data across Information and Telecommunications Networks” which entered into 
force on 31.12.2014 has sped up entering of the Law into force. According to the amended Law operators 
of personal data will have to comply with the new requirements to storage of personal data of Russian 
citizens from 1 September 2015 already. 

We believe that these initiatives may result in deterioration of the investment climate in Russia due to a 
conflict with the requirements of common world market practices, infringement of the rights and interests of 
end-users (citizens of the Russian Federation), and significant logistical costs that are expected burden 
corporate investors. Following a number of meetings and discussions regarding the above-mentioned Law, 
many companies have highlighted a number of legal, economic and technical issues that may arise in 
connection with entering of the law into force on 1 September 2015. 

We deem it necessary to clarify the procedure for and the scope of application of the Law. In case the 
legislator aimed to introduce specific requirements regarding personal data processing in Internet, then the 
Law requires certain amendments to limit its application to the designated purview. Also following the 
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changes to the personal data protection legislation it may make sense to revise the definition of personal 
data which is currently formulated too broadly. 

Status 2015 

In February 2015 FIAC working group sent a request on Bank of Russia regarding the implementation of 
the Law for banking sector. On 3 March 2015 a meeting took place with Artem Sychev, Deputy Head of the 
Bank of Russia's Chief Directorate of Information Security and Protection. It was decided that banking 
community will provide with list of practical questions that will be forwarded to Roskomnadzor for further 
execution. 

Roskomnadzor organized a meeting for foreign associations operating in Russia. AEB provided list of 54 
questions regarding implementation of 242-FZ. 

Status 2016 

Pursuant to Federal Law 242-FZ, the Central Bank, subject to the provisions of Regulation 397-P, requires 
foreign banks to place and store their databases in the territory of the Russian Federation.  

The Working Group of the European Business Association on enforcement of Federal Law 242-FZ has 
prepared a letter to the Central Bank requesting to elaborate on paragraph 1.2 of Provision 397-P, and hold 
a meeting with representatives of the banking community.  

We received a reply letter from the Central Bank of the Russian Federation, signed by Alexey Yu. 
Simanovsky, exhorting strict compliance with existing legislative norms and Central Bank instructions. 

We intend to hold a round of consultations within the banking community and, possibly, prepare another 
letter to the Central Bank of the Russian Federation requesting a meeting to discuss that matter. 

Issue 10. Localization of Data basis. 

Direction of the Bank of Russia No. 3753-U dated August 7, 2015, On [Amendments to] Regulation of the 
Bank of Russia dated February 21, 2013, No. 397-P "On Procedures for the Creation, Maintenance and 
Storage of Electronic Databases (the "Direction"), which came into effect in September 2015, instructs credit 
institutions that electronic databases containing information about the assets and liabilities of credit 
institutions and the movement of such assets and liabilities, as posted to analytical and synthetic account 
registers, should be maintained in the territory of the Russian Federation. The explanatory note to the 
Direction says that the amendment in question is necessitated by adoption of Federal Law dated July 21, 
2014, No. 242-FZ, regarding localization of databases containing personal data of citizens of the Russian 
Federation.  

Concurrently with that, implementation of the Direction (in the absence of additional clarifications from the 
Bank of Russia) may give rise to situations where credit institutions will be obliged to move databases to 
Russia even if such databases do not contain personal data of citizens of the Russian Federation, or if 
personal data localization demands do not apply based on clarifications provided by the Ministry of 
Communications of the Russian Federation and the Federal Service for Supervision of Communications, 
Information Technology and Mass Media of the Russian Federation. Therefore, the Direction imposes 
stricter demands on credit institutions that it does on the other parties to civil transactions. 

Proposal: conduct a meeting and consider the possibility of issuing clarifications on application of paragraph 
1.2 of Regulation No. 397-P dated February 21, 2013, as amended by Direction of the Bank of Russia No. 
3753-U dated August 7, 2015. 

On 25 May 2016 Larisa Mamolina, Central Bank, Credit Institutions Licensing and Financial Rehabilitation 
Department took part in the FIAC working group meeting and updated the group on CBR’s position regarding 
Regulation 397-P. She clarified the term of database: § 41 of Law on Banks and Banking says that 
databases should reflect all completed operations and other transactions executed by the credit institution, 
any base of the credit institution that reflects all those operations. As for how banks maintain it, whether it is 
distributed, or whether there is only one database or there are several databases – there are no specific 
CBR regulations in that respect. Banks define what they understand by a "database". In CBR’s 
understanding, it is about bases reflecting data stipulated by the existing legislation, first and foremost. After 
the meeting with foreign banking community representatives Bank of Russia is actively working on issuing 
of official interpretations. CBR is also considering publication of this document when ready. At the moment 
it’s not clear in what form it will be provided, and if banks with foreign equity participation will enjoy any 
special terms – the document is at the stage of coordination of official explanations and all departments 
involved in their preparation are providing their comments. But on 13 July 2016 AEB received letter from 
CBR’s deputy Chair Simanovsky with strict recommendations to follow the current version of Regulation 
397-P. 
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The FIAC banking working group intends to raise this issue during FIAC ExCo in October and is preparing 
recommendation for final Communiqué. 

Issue 11. Unilaterally Accounts Closure. 

This issue was raised at the meeting of S.E. Naryshkin, Chairman of the State Duma of the Russian 
Federation, with the members of the Investment Council on 12 March 2015. On 29 April 2015 FIAC working 
group on Financial Institutions and Capital Markets sent an official request to the State Duma Chairman on 
regulations on accounts closure. On May 26, we received a reply from the Duma’s Civil Law Committee. 
The Committee took note of our request and will take it into consideration while working on the changes to 
the second part of the Civil Code. We mentioned certain disadvantages, risks for the banking community 
due to the fact that the opportunities for unilateral closure of accounts were very limited. We can form a 
small banking sub-group regarding this issue for the purpose to prepare proposals. 

There exists some uncertainty with respect to the current procedure for the closure of "inactive" bank 
accounts with non-zero balances, and with respect to the procedure in accordance with which the bank can 
exercise its right to unilaterally terminate a bank account agreement. 

In particular, the current version of paragraph 1.1 of Article 859 of the Civil Code of the Russian Federation 
authorizes the bank to unilaterally repudiate a bank account agreement, if all of the following conditions are 
met at the same time:  

1. the balance of the customer account is equal to zero for a period of 2 years; 

2. no operations are conducted with the customer account for a period of 2 years;  

3. the customer has been notified in writing of the need to replenish its account;   

4. no funds have been credited to the account for a period of 2 months after such notice has been 
served.  

Even though paragraph 1.1 of Article 859 of the Civil Code of the Russian Federation says that the parties 
may stipulate otherwise in the agreement, in practice there exists uncertainty as to the extent of freedom 
that the parties may enjoy in terms of contractual regulation of agreement termination procedures.   

There are at least two different constructions of the wording of paragraph 1.1 of Article 859 of the Civil Code 
("unless otherwise stipulated by the agreement"). One construction is that this provision only permits the 
parties to set a short period for repudiation of the bank account agreement and/or set a minimum account 
balance.  The other construction is that the wording "unless otherwise stipulated by the agreement" forbids 
the bank to reduce the period for repudiation of the agreement or otherwise modify the terms of the 
agreement, but merely authorizes the bank to waive its unilateral repudiation right.  

Therefore, there currently remains some uncertainty regarding the extent of freedom enjoyed by the parties 
in terms of contractual procedures governing unilateral termination of the bank account agreement at the 
initiative of the bank.  

Recommendations: 

The current version of Article 859 of the Civil Code of the Russian Federation materially restricts the right of 
the credit institution to unilaterally terminate the bank account agreement, inter alia, with respect to "inactive" 
bank accounts where no operations are conducted, and the customers cannot be reached. According to the 
existing legislation, in such situations the bank continues to bear a public duty to service such accounts 
regardless of whether they generate any cash flows, which entails incurrence of unavoidable perpetual 
costs.  

The amendments that we propose are designed to expand the freedom of contract in relations between the 
credit institution and its corporate customer. In particular, they authorize the parties to incorporate into the 
bank account agreement the right of the bank to unilaterally terminate such agreement on the terms set 
forth therein. There are separate procedures governing non-zero-balance accounts and protecting customer 
funds. 

On October 27, 2015, the Banks and Financial Markets Group of the Foreign Investments Advisory Council 
sent to N. N. Gonchar, Chairman, State Duma Committee on Financial Markets, a letter with detailed 
proposals regarding amendments to be introduced to Article 859 of the Civil Code of the Russian Federation 
regarding termination of bank account agreements, and to Direction of the Bank of Russia dated July 15, 
2013, No. 3026-U. Unfortunately, no response from the State Duma of the Russian Federation has been 
received to date. 

On 18 May 2016 a meeting of FIAC banking group representatives with Russian Ministries took place in 
MinEc chaired by Igor Koval. The main topic was Accounts closure. Thereafter the discussion on 
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modification of §859 of the Russian Civil Code continued on 25 May 2016 at the FIAC banking working 
group meeting attended by representatives of Russian Authorities. Deputy head of legal department of 
Central bank Andrey Borisenko commented on the working group’s proposals on modification of the §859 
of the Russian Civil Code. After that meeting FIAC working group updated their proposals and sent new 
version to the State Duma, CBR, Ministry of Economic Development. On 3 June Annett Viehweg, chair of 
the banking working group, delivered a report on unilateral accounts closure. The list of instructions after 
the FIAC ExCo signed by First Deputy Prime-Minister of Russia Igor Shuvalov included following: on 
Russian Ministry of Finance (A.G. Siluanov) Russian Ministry of Economic Development (A.V. Ulyukaev) - 
Together with the Bank of Russia and the banking community, analyze whether it is advisable to simplify 
the procedure for the unilateral closure of accounts by credit institutions. Report the results to the 
Government of the Russian Federation by 1 October 2016.  

This issue will be raised at the FIAC Plenary session on 17 October. 

Current status as of September 2017: 
The FIAC efforts resulted in the Russian lawmaker adopting the new wording of Article 859 of the Civil Code 
of the Russian Federation as suggested by the working group to regulate unilateral closure of customer 
bank accounts. Pursuant to this wording of the Article, credit institutions will be able to unilaterally terminate 
the bank account agreements with legal entities and individual entrepreneurs provided that no operations 
are conducted with such accounts even if the balance is positive. Under the previous wording, for the right 
to repudiate an agreement to arise, the bank account had to be zero-balance for a long period of time, which 
basically made this provision unworkable. The new regulation is expected to have a positive impact on the 
franchise quality, reduce the number of inactive abandoned accounts, which, in turn, will lead to more 
favourable conditions for regulatory compliance (in terms of combatting money laundering and terrorist 
financing and other efforts) and will reduce unreasonable costs related to maintenance of inactive 
abandoned accounts. 
Issue 12. Сlosure of dormant accounts, limitations of operations imposed on that accounts by tax 
authorities. 

As banks attempted to close "dormant" (inactive) legal entity accounts, there emerged a conflict between 
the right of the bank to close an account and operating restrictions imposed on such accounts by tax 
authorities in the form of suspension of operations.  

We define "dormant" (inactive) accounts as legal entity accounts where no operations have been conducted 
for several years, the customer is not present at the location of its registered office (but the relevant record 
has not been deleted by tax authorities from the Uniform State Register of Legal Entities), the customer 
cannot be reached and does not furnish any updated information or documents, thereby committing a 
material breach of the bank account agreement and preventing the bank from fulfilling its public duty to 
identify its customers, inter alia, by establishing their location and updating their information from time to 
time, as provided by Federal Law No. 115-FZ On Countering Money Laundering and Terrorism Financing 
(the "Law"). 

In situations stipulated by the existing legislation, in particular, Article 859 of the Civil Code of the Russian 
Federation and paragraph 5.2 of Article 7 of the Law, and pursuant to the bank account agreement, the 
bank has the right to close a bank account.  

If such account has a non-zero balance, its closure involves an expense operation, specifically, the transfer 
of such balance to the customer, to a special account with the Bank of Russia, as provided by paragraph 3 
of Article 859 of the Civil Code of the Russian Federation and Direction No. 3029-U dated July 15, 2013, 
On the Special Account with the Bank of Russia, or to a deposit account with a notary public. However, 
completion of such expense operation in a situation where account operations have been suspended by a 
tax authority is a tax offense according to Article 134 of the Tax Code of the Russian Federation, and an 
administrative offense according to Article 15.9 of the Administrative Offenses Code of the Russian 
Federation.  

Pursuant to paragraph 9.1 of Article 76 of the Tax Code of the Russian Federation, suspension of operations 
with the bank account of a corporate taxpayer may be lifted in situations listed in paragraphs 3.1, 7-9 of the 
said article and in paragraph 10 of Article 101 of the Tax Code of the Russian Federation, specifically, 
following submission to the tax authority of a tax declaration or other documents, submission by the taxpayer 
of a request to lift the suspension due to balance overrun, submission by the taxpayer of other collateral to 
secure proper execution of the tax authority resolution imposing the suspension, and collection of 
appropriate taxes, penalties, or fines. 

Taking into consideration the fact that the legal entities in question are not conducting any operations, nor 
can they be found at the locations stated as their registered offices, there is little, if any, probability that the 
taxpayer will present any of the documents described above. As for the tax authorities, they oftentimes fail 
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to take active steps to collect taxes, initiate bankruptcy or liquidation proceedings, or strike the legal entity 
off the Uniform State Register of Legal Entities for reasons listed in Article 21.1 of Federal Law On State 
Registration of Legal Entities, limiting themselves to suspension of taxpayer account operations. 

As a result of inactivity on the part of both representatives of such legal entities and tax authorities, the bank 
finds itself in a situation where it has the right to close the account held by such customers, and is interested 
in doing so as to be able to discharge its KYC obligations and reduce its operating costs, but it cannot do 
that, as several years ago it was instructed by the tax authority to suspend account operations, but that 
instruction was not followed by any further action by such tax authority. If the bank exercises its right, it will 
be in violation of tax legislation, and may be held liable in accordance with such legislation.  

Recommendations: 

In our opinion, this situation needs to be resolved at the legislative level. 

According to Article 76 of the Tax Code of the Russian Federation, the resolution to suspend account 
operations is designed to enable the tax authority to duly perform its tax supervision functions. We believe 
that the following reason for the lifting of the suspension, if introduced to the Tax Code of the Russian 
Federation, will not in any way prejudice those functions, while enabling banks to eliminate "dormant" 
accounts:  

1. If more than three years have passed since the tax authority originally resolved to suspend account 
operations, and during that time the bank has not received from the tax authority any collection orders 
instructing it to debit funds from the customer account with a view to pay taxes or effect other mandatory 
payments, or by way of penalties in connection with imposition of tax or administrative liability (the period of 
limitations for tax liability is 3 years, as stipulated by Article 113 of the Tax Code of the Russian Federation; 
the period of limitations for administrative liability for tax offenses is 1 year, as stipulated by Article 4.5 of the 
Administrative Offenses Code of the Russian Federation;  the maximum period covered by a field tax audit 
is 3 years, as stipulated by Article 89 of the Tax Code of the Russian Federation);  

If for some reason the running of the period of limitations for tax or administrative liability was suspended, 
and the tax authority intends to renew withdrawal of funds from the customer account to pay taxes or effect 
other mandatory payments, the court may order return of the cash funds deposited with a notary public.  

Status: 

On March 14, 2016, the FIAC working group on Financial Institutions and Capital Markets sent an official 
enquiry, complete with specific proposals, to the Ministry of Finance of the Russian Federation. On April 18, 
2016, a formal response was received from the Tax and Customs Tariff Policy Department of the Ministry 
of Finance of the Russian Federation. 

On 25 May 2016 the FIAC working group meeting Dmitry Volvach, Federal Tax Servises representative 
recommended to send to MinFin concrete proposal to implement a mechanism where the suspension matter 
will be classified as urgent. On 6 September 2016 the FIAC working group sent an official request to MinFin 
(Moiseev). 

On 16 February 2017 the FIAC working group sent an official request to Minfin to organize a joint meeting 
with representative of Minfin, Federal Tax Services and banking community for productive coworking on this 
issue. On 28 February 2017 Minfin replied, that working group’s request will be discussed with Federal Tax 
Services and there no need to organize a meeting at this stage. 
Issue 13. Ban for state-owned companies to keep liquidity in non-state banks. 

The banking community is concerned with the discussions held at the level of the Russian government in 
respect of selection criteria for banks authorized to accept deposits from some of the state-controlled 
companies. The Association of European Businesses and the FIAC calls for the Russian government to 
avoid any discrimination of the Russian banks with foreign capital. 

Foreign banks participating in the FIAC working group, as well as members of the Association of European 
Businesses also worry that they may be left out of that list regardless of the fact that they have the highest 
credit ratings among the banks operating within the Russian Federation. 

As experience confirms, stable and uniform rules both for national and foreign banks operating in a country 
are a key to successful long-term foreign direct investments and clients’ confidence in banking. Actually, 
Russian subsidiaries of major global companies need both local and foreign partner banks to pursue full-
fledged activities in the country. 

The Association of European Businesses and the FIAC calls for the Russian government to avoid any 
discrimination of the Russian banks with foreign capital that would adversely affect the development plans 
of FOREIGN investors in Russia. 
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It is worth mentioning that the volume of loans granted by foreign-based banks and their Russian 
subsidiaries to the Russian state-owned companies BY far exceeds the volume of liabilities ATTRACTED 
FROM the same category of clients. Global banks’ ability to support Russian companies with credit 
resources on favorable terms will be significantly impacted by removing Russian subsidiaries of global banks 
from the list of authorized providers of such services. 

In October 2015 Association of European Business sent an official letter to First Deputy Prime-Minister 
I.Shuvalov regarding the intention of the Government to forbid state-owned companies to keep their liquid 
funds in foreign banks. On 19 November 2015 in its response to the query initiated by the AEB and banking 
community the Financial Policy Department of the Ministry of Finance said that requirements applicable to 
credit institutions where business companies strategically important for the defense industry complex and 
national security of the Russian Federation and companies directly or indirectly controlled by the state may 
keep their accounts are stipulated by Federal Law dated July 21, 2014, No. 213-FZ. Pursuant to part 3 of 
Article 2 of Federal Law 213-FZ, the Central Bank publishes on its web site a list of credit institutions which 
meet the requirements set forth in Federal Law 213-FZ. The list includes subsidiary credit institutions of 
foreign banks. The Federal Law does not envisage any restrictions on the financial operations with foreign 
banks. 

Status 2016: 

Resolution of the Government of the Russian Federation dated May 5, 2016, No. 389, established 
requirements applicable to credit institutions holding, in accounts and deposits, the funds of the federal 
budget, budgets of constituent entities of the Russian Federation, state extra-budgetary funds, and funds of 
state-owned companies and corporations. The most critical of those requirements are those related to:  

- capital adequacy, and 

- control by the Bank of Russia/Russian Federation, or application of capital-building measures 
imposed by the Deposit Insurance Agency.  

There currently exist several draft laws and Government decrees which also stipulate requirements to be 
met by credit institutions before they are permitted to maintain bank accounts or accept cash on deposits 
from various types of business units. Thus, one of the draft Government decrees dealing with proposed 
amendments to regulations on competitive selection of Russian credit institutions authorized to hold regional 
operator accounts sets forth, as one of eligibility criteria, establishment by the Bank of Russia/Russian 
Federation of direct or indirect control over candidate credit institutions, or implementation by the Deposit 
Insurance Agency of capital-building measures with respect to such credit institutions.  

Participants of the 30th session of the Foreign Investment Advisory Committee (FIAC) held in Russia on 
October 17, 2016, suggested that current requirements be replaced with market-driven regulation 
mechanisms based on credit institution risk ratings. The Government representative also proposed to use 
national ratings assigned by the Analytical Credit Rating Agency (ACRA). 

The List of Instructions by the Prime Minister of the Government of the Russian Federation of the FIAC 30th 
session (17 Oct 2016) contains an instruction to the Ministry of Finance of the Russian Federation to 
consider, by December 1, 2016, together with all affected federal executive bodies, the Bank of Russia, and 
representatives of the banking community, the possible expansion of the list of credit institutions authorized 
to hold government funds.  

Recommendations: 

In the light of the above, the FIAC suggests that the Ministry of Finance of the Russian Federation should 
organize a discussion of that issue with representatives of the banking community within the framework of 
its Working Group on the Russian Banking Sector and Financial Markets. We also request that the Ministry 
of Finance of the Russian Federation communicate to the FIAC contact details of the individuals responsible 
for carrying out that instruction so as to enable efficient interaction. 

The FIAC working group is in contact with Minfin (Financial Policy department). The working group sent 
several official requests to Minfin with concrete proposals what should be amended in the proposed 
initiatives (KC-2811-16-ол от 28.11.2016 and КС-1511-16-дс от 15.11.). On March 2, 2017 the working 
group sent additional request to Minfin on the review of requirement to the structure of banks’ property 
established by the Decree of the Government dated 05.05.2016 N 389 and also  to provide clarifications on 
current draft law №1120209-6. Furthermore the working group sent on official request on CBR, Minfin and 
MinEc to organize a joint meeting on Restrictions for foreign banks in Russia and invite Minfin’s, Minec’s 
and CBR’s and foreign banks’ representatives. 
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Status 2017: 

The laws adopted in order to regulate banking services for companies and unitary enterprises of strategic 
importance, including depositing their own funds, establish an open list of requirements for credit institutions. 
Among other things, the Government of the Russian Federation may introduce additional requirements by 
its decree. According to the existing draft of the relevant Decree of the Government, such additional 
restrictions may include measures that are not related to economic market criteria, in particular, political and 
other administrative measures. Consequently, in order to ensure transparency and maintain a competitive 
environment in the financial market, it is proposed that this issue should be addressed together with the 
market participants, for instance, through discussions within the relevant FIAC working group with the 
participation of government officials. 
Issue 14. Banking tax and custom guarantees. 

The banking community expresses its concern with certain drafts of regulatory documents that introduce 
new criteria to determine the maximum amount per bank guarantee and the maximum amount for all the 
active guarantees issued by the same bank or the same credit institution that can be accepted by customs 
authorities to secure payment of customs duties, taxes, as well as by tax authorities to ensure payment of 
taxes, namely: 

1. Draft order of the Russian Ministry of Finance “On fixing maximum amount of per bank guarantee 
and the maximum amount for all active guarantees issued by the same bank or the same credit institution 
that can be accepted by customs authorities to secure payment of customs duties, taxes”; 

2. Draft decree of the Government of the Russian Federation On fixing maximum amount of per bank 
guarantee and the maximum amount for all active guarantees issued by the same bank that can be accepted 
by tax authorities to ensure payment of taxes”.  

The new criteria significantly reduce a list of organizations that may offer their services to major companies 
and foreign trade participants for issuing bank guarantees to be accepted by customs and tax authorities. 
Due to the new criteria, the sharp decrease in the number of market participants becomes less of an issue 
of financial stability indicators for banking institutions and more of a decision to be made by government 
authorities, which can open the door to the concentration of credit risk in the banking system and build up 
an additional pressure for the banks in terms of regulatory compliance and, as a result, it may affect the 
terms and conditions of lending for corporate clients. With reduced competition in the bank guarantees 
market issued for the benefit of tax and customs authorities, the scene may be set for an artificial increase 
in the costs of such guarantees, which, in turn, will lead to higher costs for manufacturers and participants 
of foreign trade activity. 

Recommendations: 

This issue is essential for the financial market organizations, including foreign institutions. Participants of 
the FIAC working group would welcome any forms of discussion and exchange of opinions, as well as live 
meetings with Russian Authorities to discuss the bank guarantees issue.  

Issue 15. Power of attorney register (changes to 332 FZ). 
The FIAC pursues activities to improve business environment for entrepreneurship, trade and attracting 
investments to the Russian Federation. 

The banks with foreign capital participating in the FIAC came up with a question about how to apply the 
following provision of Russian legislation. 

Federal Law #332-FZ dated July 3, 2016 “On Amending Articles 188 and 189 of Part One of the Civil Code 
of the Russian Federation and the Basic Principles of Notary Activities in the Russian Federation” (the 
“Federal Law”) provides that the notary enters information on revocation of a power of attorney certified by 
a notary into the electronic notarial register maintained in accordance with the procedure established by the 
legislation on notary activities. That information is made available to general public by the Federal Notarial 
Chamber through the Internet information and telecommunications network  

What is more, if third parties were not previously informed of the power of attorney revocation, they are 
deemed to be informed of the power of attorney revocation certified by notary on the next day after the 
relevant information is entered into the notarial register.  

These provisions of the Federal Law come into effect from January 1, 2017. 

It is also stipulated in the Federal Law that the Federal Notarial Chamber should enable confirmation of the 
contents of any document certified by a notary using the infrastructure for information and technological 
interaction of information systems used to provide government and municipal services and to perform 
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government and municipal functions in the electronic form, in respect of powers of attorney certified by a 
notary from January 1, 2017. 

As of the date of this letter, the Federal Notarial Chamber provided an option to review the canceled powers 
of attorney via the website (http://reestr-dover.ru/) by manually entering the following data in respect of each 
power of attorney: 

- notarial certification date of the power of attorney;  

- number of the power of attorney in the register. 

Unfortunately, it is impossible to use this review method for the revoked powers of attorney certified by a 
notary via the website (http://reestr-dover.ru/) either in banking or in any other sphere of business with an 
extensive customer and counterparty base who use powers of attorney certified by a notary in order to grant 
authority to control accounts and perform other banking transactions and operations. The number of such 
powers of attorney certified by a notary may run into thousands. The banks have no actual possibility to 
review such power of attorney manually, as described above.  

In our opinion, the objective set forth in the Federal Law — that is, to enable information and technological 
interaction of information systems used to provide government and municipal services — has not be 
achieved in full. For instance, notification of revoked letters of authority through the Kommersant website is 
supported by the information system for interaction with interested companies (including banks) by sending 
them automatic notifications.  

Specifically, credit institutions face a high risk of transacting or trading with an unauthorized person, whose 
notarized power of attorney has been revoked, since any lender running a huge amount of operations on a 
daily basis cannot review revoked powers of attorney certified by a notary every day manually as suggested 
by the Federal Notarial Chamber.  

In our opinion, the absence of an electronic platform for interacting with the Federal Notarial Chamber in 
order to automatically obtain information from the register of revoked notarized powers of attorney brings a 
significant risk of deterioration in business environment, possible abuse by unscrupulous parties, which 
would result in legal and operations risks and financial losses.  

Recommendations: 

1. to consider whether it is possible to develop a single electronic platform to automatically review any 
revoked powers of attorney certified by a notary (by way of example, the service provided by Kommersant 
in respect of letters of authority); 

2. to postpone enactment of the final paragraph of Article 1, Clause 2, subclause b) of the Federal 
Law until the single electronic platform is introduced to enable automatic review of revoked powers of 
attorney certified by a notary. 

This issue is essential for the financial market organizations, including foreign institutions. Participants of 
the FIAC working group for developing the Russian banking sector and capital markets would welcome any 
forms of discussion and exchange of opinions, as well as live meetings to discuss the questions raised by 
this request. 

The FIAC working group sent an official request on Minec and Ministry of Justice on 12 December 2016 and 
received formal feedback from the Ministry of Justice in January 2017. 

Issue 16. Improvement of access to finance to SMEs. 

In the context of the overall situation with small business in the country, we encounter figures and 
declarations, and measures undertaken by various structures. Generally, small business must develop in 
accordance with a strategy which has not yet been adopted, but has been circulating in the public domain 
for quite some time. And the figures mentioned there are optimistic: SME turnover is to grow two and a half 
times relative to 2014, while by 2030, fifteen years from now, the share of SMEs involved in processing 
industries is to go up to 20%, while the share of SME employees in total workforce should increase to 35%. 
Another strategic target is the doubling of the GDP share attributable to SMEs from 20% to 40%. Let us not 
forget that those enterprises employ an impressive percentage of total population – eighteen million people. 
There are many proposals as to how we can improve the situation for small businesses – reduce the number 
of audits and examinations, streamline laws and regulations, grant access to guarantee arrangements. 
There was a report delivered by Boris Titov, and The Book of Complaints and Suggestions of Russian 
Business now lists 231 systemic problems and 440 proposals as to how those problems can be resolved. 
However, actual small business lending figures for 2014 and 2015 still do not show any headway. Thus, in 
2014 the total amount of small business loans went down by 5%, in 2015 by another 27% – and that does 
not include individual entrepreneurs. Total loans extended to individual entrepreneurs last year plummeted 
by 47%.  
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EBRD met with all key stakeholders, including the Central Bank, the Ministry of Economic Development, 
and the Small Business Development Corporation. And we suggested that they use our experience, as all 
documents that we have tried to examine contain plans regarding development of various small business 
lending standards that would make it easier for small businesses, and individual entrepreneurs to access 
financial resources offered by banks.  

We joined the Ministry of Economic Development Working Group so as to gain a better understanding of 
the situation and offer them our insights. In June the Central Bank plans to issue directions regarding the 
list of mandatory standards for microfinancing organizations. We are prepared to help develop standards 
for microfinancing organizations by lending a system-wide perspective. 

Then they will create a group comprising SROs (there are two of them now), representatives of 
microfinancing organizations and the Ministry of Economic Development, and we will be happy to become 
a part of that group and design those standards.  

The EBRD supports the self-regulatory organizations that join efforts of microfinance institutions to develop 
the four small business lending standards. Those are the standards for consumer protection, risk 
management, transactions in financial markets, assessment of microfinance institutions by banks. The first 
standard has already been drafted and discussed with the Central Bank. This standard should be finalized 
before the end of 2016. With regard to other standards, all the internal approvals by the EBRD have been 
obtained. We hope to select consultants by the end of the year that will help the self-regulatory organizations 
starting early in 2017. All four standards should be developed by mid-2017.  

EBRD Fund for Support of Small Business wrote and published a document on the Fund website, which is 
entitled “Review of Lending Market for Small and Medium-Sized Businesses in Russia”. This document 
describes the state of the market, bad debts, and measures of government support. All in all, the negative 
trend still prevails when lending to small businesses. 
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4. Improvement of Tax Law 
In 2016 and 2017, the working group for the improvement of tax law was focused on the following issues.  
Issue 1. Property tax. 
Following the amendments to Federal Law No. 401-FZ “On Amending Part One and Part Two of the Tax 
Code of the Russian Federation and Certain Legislative Acts of the Russian Federation” of 30 November 
2016, the procedure for tax exemptions with respect to property tax has been changed. Since 1 January 
2018, the tax exemptions provided for in clause 24 and clause 25 of Article 381 of the Tax Code of the 
Russian Federation shall be applied in the territory of the constituent entity of the Russian Federation in 
case the respective law of the constituent entity of the Russian Federation has been adopted. 
As part of the previous reform, it was decided to not impose taxes on movable property, to encourage the 
production asset renovation, which has been actually provided since 1 January 2014.  
Despite that, since 1 January 2017, a new article has been introduced in the Tax Code – Article 381.1, which 
has brought back the property tax for movable property starting 1 January 2018. The only condition provided 
for by Article 381.1 of the Tax Code of the Russian Federation to retain the existing movable property tax 
exemption is the adoption of the “respective law of the constituent entity of the Russian Federation”. 
Very few regions have validated this tax exemption at a regional level. Given wide Russian geography and 
extremely tight deadlines for regional law approval, this means that starting the new year, the business is to 
lose a considerable share of income, which is presently being streamlined to improve production capacities. 
Recommendations: 
The tax law working group supports the draft amendment on cancellation of tax imposed on business-owned 
movable property since 2018, which has been prepared by the Ministry of Economic Development of the 
Russian Federation for introduction in the Tax Code.  
Issue 2. Centralized cost allocation for multinational corporations. 
In 2017, the consultations were carried out in respect of allowing expenses transferred under a cost 
allocation agreement from a foreign company to a related Russian legal entity, to be treated as costs for 
profits tax purposes. This will enhance Russia's investment appeal, improve its investment climate and 
contribute to higher tax revenues due to the emergence of a large number of subdivisions of major foreign 
companies in Russia. 
Recommendations: 
The working group drafted amendments to the Russian Tax Code.  
Issue 3. Trend towards tightening tax control over transactions performed by Russian subsidiaries 
of international companies.  
Recent amendments to the Russian tax legislation are a big step forward as they have introduced a number 
of new concepts and institutions, including rules on controlled foreign companies, tax residency rules for 
legal entities and the concept of a beneficial owner, as well as transformed the national transfer pricing rules 
and more. In addition, there are extensive opportunities for Russian subdivisions of foreign companies to 
drive their inorganic growth strategies through acquiring novel or upgraded plants that have innovative 
capabilities. As multinational corporations with subdivisions in Russia have grown bigger in scale and more 
complex, Russian assets are increasingly viewed as an essential component of a global supply chain.  
However, the tax authorities tend to believe that transactions are entered into primarily for the purposes of 
reducing the tax burden. It is a common practice for the tax authorities to assess additional taxes after 
challenging the economic substance of transactions. In certain cases, the tax authorities make such 
decisions relying on approaches that are not stipulated in the Russian tax legislation but are only 
recommended by the OECD or other regulators. This gives rise to tax risks that cannot be taken into account 
by investors and have an adverse effect on the investment environment.  
Recommendations: 
Develop a special regulatory act containing simple and clear rules for carrying out the business activities 
associated with integration processes across different areas (including, but not limited to, sales and 
distribution, logistics and supplies, human resources, outsourcing and corporate actions) with a focus on 
the economic inexpediency rules. 
Issue 4. Need for stable legislation and predictable rules of changing the tax burden on foreign 
investors in Russia, including excises. 
We are currently witnessing attempts to increase the tax burden on business, including a higher excise tax 
on brewery production and its subcategories, as a means of boosting state revenues. One example is the 
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ongoing discussion of a possible increase in the excise rate for beer-based beverages to RUB 32 per liter 
of finished product (the current rate is RUB 20) as well as a rise in the rate for beer by 30%.  
An increase in excise tax on brewery production and its subcategories would inevitably deal a blow at 
scrupulous manufacturers and would create more favorable conditions for the “shadow” production of 
excisable goods, invariably putting transparent legal businesses that always pay taxes at a disadvantage. 
The excise system suffers from sharp and significant increases in rates and requires long-term planning.  
Because of unpredictable regulation and the disproportionate growth of the excise rate only the brewery 
industry lost 61,000 jobs (another 1.51% of unemployed population), with GDP decreasing by RUB 59 bln 
or 0.09 pp. Moreover, the State is losing billions in excise revenues and production output is decreasing.  
Recommendations: 
Do not support proposals to increase the tax burden, including an increase in the excise tax rate for brewery 
production and its subcategories. Keep the excise tax rates for brewery production in 2018 and 2020 at the 
2016 level in order to improve and stabilize the development trends of the brewery industry and boost tax 
revenues while addressing the public health concerns. 
Issue 5. Fiscal Regulation of Electronic Nicotine Delivery Systems. 
Today, the Russian market of innovative nicotine delivery products is peculiar for its absolute segmentation, 
no large-scale players, and poor development following the uncustomary nature of the product.  
Last year, the Tax Code provided for the following nicotine liquid excises: RUR 10 per 1 ml in 2017; RUR 
11 per 1 ml in 2018; and RUR 12 per 1 ml in 2019. We suppose that the excise rate exceeding RUR 5 per 
1 ml (about 10% of the cigarette pack excise duty) will hurt considerably the still-unsettled legal ENDS 
market, force it to get illegal and prevent new players keen on absolute transparency to enter the market. 
Consequently, the above rate will hamper not only the excise collection, but also the market development 
overall. 
The excise duty rates provided for by the Tax Code are at absolute variance with the world`s best practices 
of excise regulations in this segment. For example, in the European countries where the consumer 
purchasing power is mostly equivalent to that in Russia (Hungary, Romania, Serbia, Latvia etc.), the average 
nicotine liquid excise duty is about 5% of the cigarette pack excise. Meanwhile, Italy and Portugal having an 
inadequately high nicotine liquid excise (exceeding 10% of the cigarette pack excise) suffered a legal market 
crash, illegal market growth and consumer use of self-made nicotine liquids.  
It arises out of the Tax Code that the excise duty is solely imposed on liquids for disposable ENDS.  This 
results in certain problems. First, disposable ENDS are actually subject to double taxation: they are already 
excised as a separate excise category (ENDS), and in addition the nicotine liquid inside is excised too. 
Second, there arises a legal gap, which allows that the nicotine liquids for non-disposable ENDS, which are 
sold separately, are not subject to excise, and unfair and less responsible market players may well benefit 
from this gap to evade from taxation. 
Recommendations: 
Starting 2018, to decrease the excise rates per 1 ml nicotine liquid up to 5-10% of the cigarette pack excise, 
and to further increase them pro rata the increase of the cigarette excise. To amend the definitions of ENDS 
and ENDS liquid for the purpose of extending the excise regulations to all types of ENDS liquids.  
Issue.6. Regional profits tax benefits. 
In 2016, the Tax Code was amended so that the rules of calculation of the profits tax paid to the federal and 
regional budgets changed. Following those amendments, the federal share of the profits tax increased up 
to 3% owing to the decrease of the regional one to 17%. Today, many businesses use the regional profits 
tax relief, which used to be 4.5% (the regional profits tax was 13.5%). The existing amendments have 
resulted in the decreased regional profits tax relief from 4.5% to 3.5%. These amendments may result in the 
decreased investment attractiveness of the regions, in which respect we suggest considering a possibility 
to change the regional law to provide for the rate of the profits tax qualifying for relief and subject to payment 
to the regional budget in the amount of 12.5%. It bears mentioning that clause 1 of Article 284 of the Tax 
Code of the Russian Federation provides for such a possibility: “The rate of the tax subject to payment to 
the budgets of the constituent entities of the Russian Federation may be decreased for particular taxpayer 
categories by virtue of the laws of the constituent entities of the Russian Federation. The tax rate shall not 
be lower than 13.5% (12.5% in 2017-2020), unless otherwise provided for by this article”. 
Recommendations: 
To introduce the proposed amendment in the Tax Code of the Russian Federation. 
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5. Health care and pharmaceuticals 
Issue 1. Protection of intellectual property rights to brand-name (reference) pharmaceuticals. 

1.1. Infringements of intellectual property rights to brand-name (reference) pharmaceuticals as a 
result of the premature release of generics/biosimilars onto the market. 

1.1.1. Problem 

There are known cases when unscrupulous manufacturers of generics/biosimilars first enter a drug in the 
state register, and then, if the drug is listed as a vital and essential drug, register the maximum 
manufacturer’s price (Article 61 of the Federal Law “On Circulation of Pharmaceuticals”) and release the 
drug onto the market at their own risk before the patent expires.  

Most probably, the problem stems from the Ruling of the Russian SAC Presidium of 2009 whereby the court 
ruled that actions taken by a manufacturer of generics to prepare and submit documentation to authorized 
bodies to enter drugs into the state register and obtain a permit for the use of a generic before the patent 
expires, do not constitute infringements of exclusive patent rights (Ruling No. 2578/09 of the Presidium of 
the Supreme Arbitration Court of Russia of 16 June 2009). 

At the same time, the court pointed out that such actions may be regarded as taken to prepare for the use 
of the drug. From a legal perspective, such preparation for using the drug may be qualified as jeopardizing 
the holder’s patent rights.  

In real life, unscrupulous manufacturers of generics that apply the above approach appear to be willing to 
take advantage of the fact that the rights holders will have to invest heavily, both in terms of time and money, 
to prevent further abuse and violations of patent rights. The recent trend is to enter such drugs into the state 
register and fix their prices despite the fact that years will pass until the effective patents expire.  

Unscrupulous manufacturers take advantage of the dearth of information on the state registration of drugs. 
As a result, rights holders cannot obtain the relevant information in time to file a suit at an early stage if the 
registration of new drugs jeopardizes their patent rights. At the same time, Article 37 of the Federal Law “On 
Circulation of Pharmaceuticals” requires an authorized federal executive body to post information on the 
state registration of drugs, including expert examinations, on its official website. Strictly speaking, this would 
mean that such information should be publicly available in the Internet, similar to the state register of 
pharmaceuticals. Moreover, Part 2 of Article 37 of the above law explicitly states that such information “is 
publicly available”. 

However, under clause 7 of Order No. 747n of the Russian Ministry of Health and Social Development of 
26 August 2010 “On Approval of the Procedure and Time Limits for Posting Information on the Official 
Website of the Ministry of Health and Social Development of the Russian Federation,” only applicants have 
access to the drug registration database, which is contrary to the letter of the law.  

Recommendations: 

1. Comply with the provisions of the Federal Law “On Circulation of Pharmaceuticals” regarding the 
public disclosure of information on the state registration of drugs. 

Certain information must be made available during the state registration of drugs in order to protect 
intellectual property rights. For this purpose, amendments should be made to Order No. 747n of the Ministry 
of Health and Social Development of 26 August 2010, which determines what information is to be made 
available during registration. To give access to all concerned parties, the Order should be amended as 
described below. 

Part 3 of the Order should be amended to read as follows: 

“The pharmaceutical registration database is used to provide automated information support at each stage 
of the state registration of pharmaceuticals, to provide up-to-date information to pharmaceutical developers 
or legal entities authorized thereby that have applied for the state registration of pharmaceuticals 
(hereinafter, “applicants”, and also to guarantee that part of this information is public and commonly 
accessible by all concerned parties.”). 

In addition, draft instructions on the use of a pharmaceutical being registered should be added to the list of 
available information by adding clause 4 h) to the Order to read as “draft instructions on the use of a 
pharmaceutical being registered.” 

Since such instructions become public after registration, the availability of drafts should not raise any 
objections on grounds of confidentiality. Such instructions include an “ingredients” section and other sections 
that may be needed to determine whether a patent may have been violated.  
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To ensure confidentiality of information provided by applicants, we consider it appropriate to preserve their 
access to the drugs registration database by providing personal entries, at the same time ensuring that a 
part of information is accessible by all concerned parties. Consequently, clause 7.1 should be added to the 
Order to read as follows: 

“All concerned parties will have free access to information set forth in clause 4 hereof.” 

2. Additional measures relating to the state registration of pharmaceuticals 

Note: the proposed mechanism should apply above all to “primary” patents (i.e. patents for a molecule, 
substance or combination of substances).  

Step 1. A registration database should be created (to make information on registration applications and their 
current status available to all concerned parties). 

Step 1а. Developers of brand-name (reference) drugs should notify the Russian Ministry of Health of 
existing patents (such notification may be sent when applying for registration or later).  

Step 2. If an application is submitted for the state registration of a generic/biosimilar, and the 
generic’s/biosimilar’s release on the market could violate the developer’s patent, the developer should notify 
the Russian Ministry of Health of a potential patent violation.  

Step 2a. The Russian Ministry of Health should ask the Federal Service for Intellectual Property, Patents 
and Trademarks whether any patent would be violated upon the circulation of the drug being registered. 
The Federal Service for Intellectual Property, Patents and Trademarks should send their report to the 
Russian Ministry of Health, with the concerned parties being notified subsequently.  

Step 3. When the expert quality (risk-benefit) examination has been completed, the Russian Ministry of 
Health must make a decision on registration (within five days). A generic/biosimilar cannot be released to 
the public market if the Federal Service for Intellectual Property, Patents and Trademarks issued a report 
on patent violations, as indicated in clause 2a, in the course of its state registration. If a developer initiates 
court proceedings, we believe it appropriate to suspend state registration of a generic/biosimilar for six 
months (or less if a court decision is handed down). 

3. Additional measures relating to the state registration of maximum prices for manufacturers of vital 
and essential drugs. 

To develop an effective mechanism to protect intellectual property rights to pharmaceuticals, FIAC’s Health 
Care and Pharmaceuticals Working Group proposes to supplement the Federal Law “On Circulation of 
Pharmaceuticals.” If adopted, the new provisions will state that an applicant’s state registration of the 
maximum manufacturer’s price of vital and essential drugs is required to put the drug into public circulation. 
In this way, courts will have grounds to regard the registration of a maximum manufacturer’s price of a drug 
as a preparatory act to violate a patent and, consequently, an act constituting a jeopardy to a patent 
(Appendix No. 1). 

In addition, we believe it appropriate to ensure public access to information about the registration of the 
maximum manufacturer’s price of a vital and essential drug, similarly to the above approach concerning the 
public availability of information about the state registration of drugs.  

1.2. Unlawful commercial use of the findings of pre-clinical and clinical studies submitted by an 
applicant for drug registration (data exclusivity). 

1.2.1. Problem 

Pursuant to Parts 20 and 21 of Article 18 of the Federal Law “On Circulation of Pharmaceuticals,” an 
application for state registration of a generic or biosimilar may be submitted to the Russian Ministry of Health 
four and three years, respectively, after the state registration of a reference drug in the Russian Federation. 

The manufacturer of a generic or biosimilar will still have the right to conduct all the necessary clinical studies 
of the generic or biosimilar prior to commencing the state registration procedure. By law, the maximum 
period for the state registration is 160 business days (approximately eight months); in practice, a number of 
drugs were registered in less than six months.  

Thus, the total effective data exclusivity period in Russia is three years and eight months for 
biopharmaceuticals and four years and eight months for all other pharmaceuticals. It is remarkable that in 
this respect biopharmaceuticals are less protected than other pharmaceuticals, although the former are 
more innovative and often make the central element of treatments for most dangerous diseases. 

It should be noted that, upon accession to the WTO and in accordance with clause 1295 of the Working 
Group's Report on Russia's Accession to the WTO, the Russian Federation committed itself to prevent 
subsequent registration of products in the scope of the data exclusivity provisions of Article 39 of the 
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Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS) within six years after those 
products were initially registered. An exception to the above is that a party may register subsequent products 
if it provides its own data about the products that meet the same criteria as the data provided upon the initial 
registration. 

In addition to the above, the Federal Law “On Circulation of Pharmaceuticals” requires that a line be added 
to the state register of pharmaceuticals to indicate the period for putting a drug into public circulation 
(paragraph 1u of Part 1 of Article 33, introduced by Federal Law No. 429-FZ of 22 December 2014). The 
inclusion of such a line is a means of ensuring compliance with the general data exclusivity period if a 
generic/biosimilar is registered within six years after the registration of the brand-name (reference) drug, 
and it will ensure data transparency for the regulator and market players. The provision became effective 
on 1 July 2015 but has not yet been implemented.  

Recommendations: 

1. Comply with the provisions of the Federal Law “On Circulation of Pharmaceuticals” regarding the 
public disclosure of information on the state registration of drugs, as recommended above. 

2. Amend Part 18 of Article 18 of the Federal law “On Circulation of Pharmaceuticals” so that it clearly 
underlines the illegal nature of releasing a generic/biosimilar to the public market before expiry of the 
statutory six-year period. 

3. Comply with the requirement in paragraph 1u of Part 1 of Article 33 of the Federal Law “On 
Circulation of Pharmaceuticals” to add a line on putting a drug into public circulation, with account of the 
restriction in Part 18 of Article 18 of the Federal Law as worded in paragraph 2 above. 

4. Contemplate inclusion into the state register of pharmaceuticals of information about the exclusivity 
of those brand-name (reference) pharmaceuticals. 

5. Include a review of the data exclusivity status in the procedure for registering pharmaceuticals. 

Amend regulatory documents of the Russian Ministry of Health – in particular, the Administrative Regulation 
on the provision of the public service of registering pharmaceuticals for medical use – to ensure proper legal 
protection of the findings of pre-clinical and clinical studies for six years after a brand-name (reference) drug 
is registered for the first time.  

We believe it necessary to add a requirement to the document that compliance with Part 18 of Article 18 
(data exclusivity status) of the Federal Law “On Circulation of Pharmaceuticals”, as worded in paragraph 
1.2.2.2 above, be reviewed when generics/biosimilars are registered, and suspend or terminate state 
registration if Part 18 of Article 18 of the Federal Law “On Circulation of Pharmaceuticals” has been violated. 

1.3. The working group is also concerned about the possibility of legislative amendments that would 
introduce compulsory licensing and parallel imports for pharmaceuticals and medical products.  

1. Parallel imports 

The rationale offered by those promoting the legalization of parallel imports of pharmaceuticals is a possible 
reduction of pharmaceutical prices for end consumers as a result of imports from countries where prices are 
substantially lower than on the Russian market. Research and EU experience show that parallel imports are 
beneficial only for intermediaries, while the price difference for patients is negligible. For example, parallel 
imports account for almost 20% of the European market, and intermediaries have made profits up to twenty 
times higher than the savings for patients. 

Even if parallel imports yield macroeconomic advantages, they will be limited and short-term. The medium-
term effects will be negative for direct foreign investments, localization of production and the development 
of domestic production. In the short term, there will be additional risks for end consumers in connection with 
a surge in counterfeit products as well as declining quality and safety.  

The working group’s members are working hard to stabilize prices of pharmaceuticals sold in Russia in the 
face of a fluctuating ruble exchange rate, including by fixing prices in rubles. 

International pharmaceutical manufacturers recognize the social significance of pharmaceuticals and their 
responsibility to the public and plan to do what is necessary so that high-quality pharmaceuticals and medical 
products will continue to be available to the Russian public. Localized manufacturing of pharmaceuticals 
and medical products and greater depth of pharmaceutical processing in Russia are among measures 
designed to reduce the impact of exchange rate fluctuations on Russian pharmaceutical prices. It is also 
important that the working group’s members are good faith taxpayers in Russia. 

We believe that if parallel imports of pharmaceuticals are legalized, investments in the Russian economy 
may decline. Worse yet, projects for localizing pharmaceutical production in Russia could be frozen and 
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existing facilities shut down. From an economic standpoint, long-term capital investments in Russia – the 
construction and equipping of production facilities, for example – are substantial in the initial stage and lack 
economic sense if sales of localized products are threatened and a return on investments is not guaranteed, 
since some market players in Russia will be in a more advantageous position – investing nothing in the 
country’s economy, paying no taxes or levies in Russia. 

The proposed differential approach to legalizing parallel imports only from certain countries entails additional 
risks that international commitments under the Paris Convention for the Protection of Industrial Property and 
commitments that Russia assumed when it acceded to the WTO (violation of the most-favored-nation clause 
in GATT) will be violated. 

2. Compulsory licensing 

Proper protection of intellectual property rights is fundamental to the successful development of an 
innovation-based economy and to long-term investment. There is a direct correlation between the 
intellectual property protection index and the venture capital & private equity country attractiveness index. 
The Federal Antimonopoly Service’s initiative to amend Federal Law No. 135-FZ “On the Protection of 
Competition” and the Civil Code in order to broaden the application of compulsory licensing runs counter to 
the national policy of modernizing and diversifying the Russian economy in order to lay the groundwork for 
sustainable social and economic development and for attracting foreign investment. Current regulation 
(Articles 1360 and 1362 of the Civil Code) already contains the legal provisions needed to apply compulsory 
licensing.  

Global experience shows that proposals for compulsory licensing should be considered very carefully in 
view of the risks encountered by the governments of Thailand, Brazil, India, Indonesia, Malaysia and other 
countries. These risks include an ambiguous effect on price; frequent inability to reduce the price of a generic 
produced under a compulsory license, resulting in generics being purchased at prices close to, or even 
higher, than those of brand-name drugs; and inability to quickly market a drug manufactured under a 
compulsory license, with the resulting risk of reduced availability for patients.  

Compulsory licensing will definitely hinder current investment projects and new investment under the 
Pharma-2020 federal target program and slow down the innovation-based development of the 
pharmaceutical industry by eliminating incentives to develop and register innovative products in the country.  

Issue 2. Enhancement of the regulatory environment for medical products. 

2.1. Simplified registration procedure under the new EEU rules for medical products that are already 
locally registered and in circulation in EEU member countries, and extension of the transition period 
for local registration systems until 31 December 2025. 

There is a transition period (ending on 31 December 2021) provided for by the Agreement on Common 
Principles and Rules for Circulation of Medical Products (Medical Devices and Equipment) within the 
Eurasian Economic Union of 23 December 2014 and the resulting Decision No. 46 of the Council of the 
Eurasian Economic Commission “On Rules for Registration and Examination of Safety, Quality and 
Effectiveness of Medical Products” of 12 February 2016. During the transition period: 

- The manufacturer (or its authorized representative) may, at its own choice, register the medical 
product in accordance with the EEU Rules or the legislation of the Eurasian Economic Union member state. 

- Medical products registered in accordance with the legislation of the EEU member state circulate on 
the territory of this state. 

- Documents confirming the registration of medical products and issued by the authorized health 
administration body of the EEU member state in accordance with the legislation of this state expire on the 
pre-determined date but not later than 31 December 2021. 

Therefore, to circulate in the EEU after 2021, all medical products currently circulating on the EEU market 
in accordance with local rules are subject to the comprehensive registration procedure in accordance with 
the new EEU Rules for Registration and Examination of Safety, Quality and Effectiveness of Medical 
Products by 31 December 2021. The new registration rules do not provide for any exceptions or simplified 
registration procedures for the medical products already registered and successfully circulating on local 
markets of EEU member states. 

Second-level documents on medical products circulation, including the Rules for Registration and 
Examination of Safety, Quality and Effectiveness of Medical Products approved by Decision No. 46 of the 
Council of the Eurasian Economic Commission of 12 February 2016 (hereinafter, the “Rules”), have already 
entered into force. However, it should be emphasized that, in all objectivity, the new medical products 
registration mechanism is not working and unlikely to do so until 2018, in the best case scenario. In reality, 
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the transition period within which producers will have to re-register all their medical products in accordance 
with the new Rules is reduced to four years.  

It has been estimated that, under the new Rules, the release of medical products to the EEU market, 
including all the tests and the registration itself, may take up to 18 months on average. 

In the meantime, only in the Russian Federation there are currently about 32,000 registered medical 
products which will have to be re-registered by 31 December 2021 under the new Rules. We believe the 
number of registered medical products circulating in other EEU member states is also impressive. In 
addition, given the prospect of the new unified EEU legislation, producers have kept from releasing a number 
of medical products to local markets, which means they will also have to release the new products to the 
EEU market within the determined period. 

In this context, the logical conclusion is that the determined transition period (ending on 31 December 2021) 
is reasonably not enough to perform all the necessary procedures to ensure timely registration of all medical 
products circulating in EEU member states. Amendments to the effective EEU legislation could remedy the 
situation, but another obstacle is the existing challenges of EEU inter-state approvals, which will complicate 
adopting the required amendments within the remaining time before the end of the transition period. 

It should also be noted that even the simplified re-registration procedure for locally registered medical 
products will not help – the remaining transition period up to the end of 2021 will not be enough from a 
technical point of view to re-register all medical products currently circulating in the EEU market.  

Therefore, apart from the proposed simplified registration/re-registration procedure for locally registered 
medical products, it is necessary to extend the transition period for the medical products registered in 
accordance with the EEU member state legislation to circulate in the territory of this state. It should be 
extended at least to 31 December 2025, plus, both the Agreement on Common Principles and Rules for 
Circulation of Medical Products (Medical Devices and Equipment) within the Eurasian Economic Union of 
23 December 2014 and Decision No. 46 of the Council of the Eurasian Economic Commission “On Rules 
for Registration and Examination of Safety, Quality and Effectiveness of Medical Products” of 12 February 
2016 should be amended. 

Recommendations:  

1. Extend the transition period for the medical products registered in accordance with the EEU 
member state legislation to circulate in the territory of this state to 31 December 2025 and make 
corresponding amendments to the Agreement on Common Principles and Rules for Circulation of Medical 
Products (Medical Devices and Equipment) within the Eurasian Economic Union of 23 December 2014 and 
Decision No. 46 of the Council of the Eurasian Economic Commission “On Rules for Registration and 
Examination of Safety, Quality and Effectiveness of Medical Products” of 12 February 2016. 

2. Consider introducing a special simplified registration/re-registration procedure for medical products 
locally registered and circulating in EEU member states, and make corresponding amendments to the Rules 
for Registration and Examination of Safety, Quality and Effectiveness of Medical Products approved by 
Decision No. 46 of the Council of the Eurasian Economic Commission of 12 February 2016. The proposed 
mechanism is as follows: 

1. A simplified registration (re-registration) procedure should apply to all medical products that have 
passed the procedures prescribed by law for verifying compliance with the local requirements of EEU 
countries and are in circulation on the market of at least one EEU country at the time of re-registration.  

2. Technical tests, tests to assess biological activity and tests of medical products to approve the 
means of measurement are not done. 

3. Clinical (clinical-lab) testing is not done. Instead of tests, registration files include clinical data on 
the use of a medical product in EEU member states (opinions from clinics in at least one EEU country) as 
well as other clinical data (where available), verification that the medical product has not been withdrawn 
from the EEU market at the time of re-registration, publications in scientific literature on the product’s use in 
EEU countries (where available) and marketing information. 

4. An inspection report is submitted if the manufacturer was previously inspected for this category of 
medical products.  

If no such inspection has been done, an inspection report on compliance with the requirements for quality 
management systems in the EEU is not required for re-registration. For the registration of medical products, 
it is enough to provide documents verifying that the quality management system complies with ISO13485 
and similar national and interstate standards.  
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An inspection of compliance with the requirements for quality management systems in the EEU must then 
be done within three (3) years after re-registration. 

5. A positive report on re-registered medical products by experts in the reference country does not 
have to be additionally recognized in countries where the re-registered products have already been locally 
registered and circulated successfully, as verified by clinical data and materials in the registration file as well 
as in the expert report. A medical product’s registration certificate applies to such countries when the product 
is registered in the reference country.  

The following documents must be submitted to register (re-register) locally registered medical products with 
the authorized body of the reference country: 

1. Application for re-registration in the EEU reference country + countries of recognition (at the 
applicant’s discretion) along with the documents indicated in clauses 2-16 and 20-29 of Appendix No. 4 to 
the Rules for Registration and Expert Examination of Safety, Quality and Effectiveness of Medical Products. 

2. Copies of documents, valid at the time of application, verifying registration in EEU member 
countries. 

3. Clinical data (clinical opinions on the medical product’s circulation in at least one EEU country) + 
verification that the product has not been withdrawn from the EEU market at the time of re-registration + 
publications in scientific literature on the product’s use in various countries (where available). 

4. Marketing information (history of circulation on the EEU market). 

5. Registration-fee receipt + expert examination report + act of acceptance of the expert report.  

Summary of the procedure:  

1. The applicant submits an application for re-registration of a medical product along with documents 
and the registration fee.  

2. Within three business days, the registration authority checks the credentials of the person who 
submitted the application. If the credentials are properly documented, the registration authority forwards the 
documents to an expert organization for expert examination.  

If the credentials are not properly documented, the registration authority returns the application and all 
attached documents to the applicant for correction.  

When the faults have been corrected, the applicant may reapply without paying an additional registration 
fee for the given medical product.  

3. The expert organization performs an expert examination of the registration file within 30 business 
days after receiving documents from the registration authority. 

If the registration authority finds problems with the documents (required information is lacking), the applicant 
is notified that such problems must be corrected and the expert examination is suspended. When the 
problems have been corrected, the expert examination is resumed. 

When the expert examination has been completed, the expert issues an opinion as to whether the product 
should continue to circulate in EEU member countries (stating valid reasons if the opinion is negative) and 
sends its opinion to the registration authority. 

4. Countries of recognition in which the medical product was not previously registered have ten 
business days to submit any objections to the expert opinion. Differences are settled as prescribed in the 
Rules of Registration. If no objections are submitted within this period, the expert report is regarded as 
having been accepted by all countries of recognition indicated in the application. 

5. When the expert report has been prepared and accepted, the registration authority issues a new 
registration certificate or a decision not to issue such a certificate, giving valid reasons in the latter case. 

2.2. Regulation of alcohol-containing medical products (Federal law No. 278-FZ “On Amendments to 
the Federal Law ‘On State Regulation of the Production and Turnover of Ethanol and Alcoholic and 
Alcohol-Containing Products and on Restricted Consumption (Drinking) of Alcoholic Products’ and 
Certain Legislative Acts of the Russian Federation” of 29 July 2017). 

Certain provisions of Federal Law No. 278-FZ of 29 July 2017 “On Amendments to the Federal Law ‘On 
State Regulation of the Production and Turnover of Ethanol and Alcoholic and Alcohol-Containing Products 
and on Restricted Consumption (Drinking) of Alcoholic Products’ and Certain Legislative Acts of the Russian 
Federation” relating to the circulation of alcohol-containing medical products will become effective on 1 
January 2018.  
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In particular, with a view to prevent medical products containing alcohol from being used as a surrogate for 
alcoholic products, Federal Law No. 278-FZ applies not only to production of alcohol-containing medical 
products but also to all other aspects of their circulation, including purchases, supply, storage and (or) 
transportation. 

The list of alcohol-containing medical products has been extended; starting 1 January, the Federal Law 
applies to all medical products in liquid form that contain ethyl alcohol (ethanol) as a pharmaceutical 
ingredient in any concentration, whereas medical products with under 0.5% of alcohol were outside the 
scope of the earlier regulations.  

In addition, the Government of the Russian Federation is entitled to make lists of alcohol-containing medical 
products that are outside the scope of this Federal Law (Article 1.4) in terms of their production, preparation 
and (or) turnover. The Government decides on whether a medical product should be included in the list 
based on the volume of its container (packaging) and (or) its value and (or) functional purpose. 

According to the State Register of Medical Products and Organizations (Individual Entrepreneurs) that 
Manufacture and Prepare Medical Products, the following types of medical products containing ethyl alcohol 
in liquid form have been duly registered and are in circulation in the Russian Federation: reagents for lab 
tests and in-vitro diagnostics, dental bonding agents and primers for fillings and braces (in 6- to 8-milliliter 
containers).  

It should be noted that these alcohol-containing medical products have a form that does not allow pure 
alcohol to be obtained/extracted from them and are sold at a price substantially (in some cases, dozens of 
times) higher than the retail prices of vodka and other products with an alcohol content of over 28% per 0.5 
liters of the finished product, as established by Order No. 58n of the Russian Ministry of Finance of 11 May 
2016. This makes their use as surrogate alcohol very doubtful. Moreover, such alcohol-containing medical 
products as reagents for lab tests, and dental bonding agents and primers are not intended for retail sale 
and are sold exclusively to professional users (medical institutions and health care workers) via a distribution 
network that rules out the possibility of their being used as surrogate alcohol.  

In the period from 2012 through 2016, the Law regulated all aspects of the circulation of alcohol-containing 
medical products: production, turnover, purchases (including imports), storage and supply (including 
exports). All entities that circulated such medical products had to comply with licensing and declaration 
requirements and record all transactions in the Unified State Automated Information System. Such heavy 
regulation nonetheless failed to prevent cases of mass poisoning in Irkutsk in December 2016, when 75 
died after drinking methanol-based surrogate alcohol. On the contrary, tighter regulation forced a number of 
importers and manufacturers out of the market, leading to the illicit turnover of unlicensed medical products 
containing alcohol. One of the most effective ways of preventing such tragic consequences of surrogate 
alcohol consumption would be, as stated in Instruction No. АKh-P11-7pr of Deputy Prime Minister Alexander 
Khloponin of 7 February 2017, to require manufacturers of non-food alcohol-containing products (including 
medical products) to inspect raw materials (alcohol) received to determine the methanol content of each 
shipment. 

It is important to note that (by contrast with medical pharmaceuticals, perfumes and cosmetics, windshield 
washer fluids, household chemicals and alcohol-containing food flavorings), there have been no known 
cases in the Russian Federation in which alcohol-containing medical products have been used as alcohol 
surrogates, let alone cases resulting in injury or death. 

Additional recording and declaration requirements introduced by Federal Law No. 278-FZ for alcohol-
containing medical products create undesirable administrative barriers for small and medium-sized 
businesses engaged in the circulation of alcohol-containing medical products, which, in its turn, will 
substantially drive up prices for such products. Challenges faced by small and medium-sized businesses 
when connecting to the Unified State Automated Information System also imply that imported alcohol-
containing medical products that lack equivalents produced in Russia and the EEU may be restricted for a 
long period, or disappear from circulation altogether. 

On top of everything else, with the entry into force of the Agreement on Common Principles and Rules for 
Circulation of Medical Products (Medical Devices and Equipment) within the Eurasian Economic Union, the 
proposed regulation could provoke an undesirable increase in the flow of unregistered, poor-quality and 
counterfeit alcohol-containing medical products from EEC member states where there are no restrictions on 
the turnover of such goods.  

Recommendations: 

- The Government of the Russian Federation should instruct the Ministry of Health of the Russian 
Federation and the Ministry of Industry and Trade of the Russian Federation to design the procedure for 
making lists of alcohol-containing medical products that are outside the scope of Federal Law No. 171-FZ 
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in terms of their production, preparation and (or) turnover and approve those lists; the instruction should be 
executed by 31 December 2017.  

2.3. Decriminalization of the circulation of medical products that cannot endanger life and health 
(amendments to Article 38 of Federal Law No. 323-FZ “On Principles of Public Health Care in the 
Russian Federation” of 21 November 2011 and Article 6.33 of the Code of the Russian Federation on 
Administrative Offenses). 

According to the Federal Service for Surveillance in Healthcare, measures implemented by its subordinate 
expert organizations in 2016 to control circulation of medical products included over 500 expert 
examinations of medical products: technical tests and toxicology studies, expert reviews of documents for 
medical products, expert reviews confirming compliance of circulating medical products with the data in the 
respective registration files. In 83.9% of cases, the quality requirements were not met; only in 9% of those 
cases of incompliance, however, medical products threatened life or health.  

A typical violation of producers of medical products is when the characteristics and other data on the medical 
products they sell differ from those presented in the registration file, which means that the producers have 
failed to notify the regulator of the changes in due time. As a result of documentary non-compliance, medical 
products that are as such safe and effective are treated as ‘poor-quality’ and are put on hold, which, in its 
turn, causes lower tax revenues to the budget of the Russian Federation, reduced consumer access to 
medical products and poorer health care quality.  

In light of the above, we believe it appropriate to legalize circulation of medical products that bear no risk of 
damage to life or health, even if there are inconsistencies in their registration files. This will ensure stable 
tax proceeds from circulation of such medical products and alignment of the Russian legislation and 
international regulations adopted in the EEU (Decision No. 141 of the Council of the Eurasian Economic 
Commission “On Approval of the Procedure for Authorized Bodies of the Member States of the Eurasian 
Economic Union for Measures to Suspend or Forbid Application of Medical Products that Endanger Life 
and (or) Health, Poor-quality, Counterfeit or Falsified Medical Products, and On Their Withdrawal from 
Circulation in the Member States of the Eurasian Economic Union” of 21 December 2016). Another proposal 
is to introduce a special element of an administrative offense, namely the late notification of an executive 
body of the necessity to amend the registration documents for the medical product. 

Recommendations: 

1. Amend the existing term of ‘a poor-quality medical product’ in Article 38.13 of Federal Law No. 323-
FZ “On Principles of Public Health Care in the Russian Federation” of 21 November 2011 so that it indicates 
the potential danger of using the product: «13. A poor-quality medical product is a product that is non-
compliant with the requirements of the regulatory, technical and (or) operational documentation of the 
producer (preparer) or, in the absence of the above, the requirements of other regulatory documentation, 
and that may endanger life or health». 

2. Amend Article 6.33 of the Code of the Russian Federation on Administrative Offenses so that it 
includes a provision on liability for untimely amendments to the registration file for the medical product.  

2.4. Regulation of prices for implantable medical products (Government Decree No. 1517 “On State 
Regulation of Prices for Medical Products Included in the List of Medical Products Implanted in the 
Human Body under the State Program of Guaranteed Free Medical Treatment for the Public” of 30 
December 2015). 

Government Decree No. 1517 “On State Regulation of Prices for Medical Products Included in the List of 
Medical Products Implanted in the Human Body under the State Program of Guaranteed Free Medical 
Treatment for the Public” of 30 December 2015 (hereinafter, “Decree No. 1517”) envisages a mechanism 
for determining weighted average prices and for subsequent state and municipal purchases of medical 
products in the List of Medical Products Implanted in the Human Body under the State Program of 
Guaranteed Free Medical Treatment for the Public, approved by Government Regulation No. 2762-r of 29 
December 2014 (hereinafter, the “List”). 

The implementation of Decree No. 1517 in its current form is very likely to create a situation in which whole 
groups of medical products will become unavailable for purchase in the state guarantee program. Above all, 
this would affect high-tech and often quite costly medical products. As a result, the treatment of certain 
diseases could be greatly complicated by the need to obtain essential medical products. This has to do with 
the following key features of the Decree: 

• Average prices will be determined by type of implantable medical product (hereinafter, “IMP”) in 
the List, each of which will be given one weighted average maximum purchase price. 

• Purchases of IMPs by health care facilities for use in medical treatment under the state guarantee 
program will be possible only for medical products included in the List. 
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• Limiting the maximum price of certain types of medical products to the average weighted price will 
make the latest medical products unaffordable for state purchasers. Such a limitation will also 
prevent new, high-tech medical products from entering the market. 

In the working group’s opinion, virtually every current group of medical products requires greater detail (a 
breakdown) based on the following criteria: 

• Functionally distinct IMPs that are not analogs or mutually interchangeable and that have various 
areas of application are combined in a single type. This combination and the related price 
averaging inevitably rules out the most costly and frequently the most innovative medical products 
without guaranteeing the availability of analogs and functional substitutes.  

• IMPs supplied in packages standardized variously by weight, number of linear meters, etc., are 
not differentiated in terms of quantity to determine the average price. Packages of differing 
amounts of a single substance are combined in a single type.  

The current List is thus insufficient in terms of the number and detail of listed types and requires substantial 
revision before it is used for state price regulation. Otherwise, medical treatment under the state guarantee 
program may be seriously complicated. 

Recommendations: 

- The working group recommends revising Government Decree No. 1517 of 30 December 2015 to 
ensure that implantable medical products are available to the public under the state guarantee program.  

- Where the existing mechanism cannot be optimized, the working group suggests investigating 
alternative mechanisms, including the existing industry schemes (see the explanatory notes). 

Issue 3. Localization and import substitution. 

Given the central importance of pharmaceutical localization, EY (Ernst & Young), under the aegis of FIAC’s 
Health Care and Pharmaceuticals Working Group, is currently doing a comprehensive study to determine 
how effective investments in the Russian health care sector (2006-16) have been in achieving the Russian 
Government’s key tasks and goals in that sector as well as to develop proposals and recommendations for 
improving and/or developing measures to bring investments into the health care sector. 

3.1 Terms of access of pharmaceuticals when purchased for state and municipal needs (initiatives 
to amend Government Decree No. 1289 “On Restrictions on and Terms of Access of Vital and 
Essential Drugs Originating in Foreign States When Purchased for State and Municipal Needs”). 

The members of FIAC’s Health Care and Pharmaceuticals Working Group are concerned about initiatives 
to amend Government Decree No. 1289 “On Restrictions on and Terms of Access of Vital and Essential 
Drugs Originating in Foreign States When Purchased for State and Municipal Needs” and introduce a “three-
tier system of preferences” that would give preferences to drugs produced from pharmaceutical substances 
originating in EEU countries. The decree has already created a system of preferences for pharmaceuticals 
produced in EEU member countries: there is a rule, for example, excluding imported drugs from an auction 
in which two or more pharmaceuticals produced in EEU countries are involved. Proposals that only drugs 
produced from pharmaceutical substances originating in Russia (or EEU countries) be recognized as local 
products could seriously hinder the efforts of foreign investors who follow the principle of global cooperation 
to maintain affordable prices for their products. This initiative could also result in monopolization of the 
market of pharmaceutical substances for a number of international non-proprietary names and in higher 
prices for drugs produced from these substances. All too often such practices increase the state’s health 
care expenditures due to weaker competition between manufacturers. A more effective way of encouraging 
the localization of pharmaceutical production would be to offer long-term state contracts guaranteeing stable 
demand for manufacturers, fixed prices for the state and subsequent localization of production, including in 
the framework of special investment contracts. 

Recommendations: 

- Analyze the linkage between federal decisions on pharmaceutical import substitution (including the 
introduction of preferences in the state procurement system) and trends in state expenditures resulting from 
changes in the cost of products in these categories. 

-Offer to conclude long-term state contracts for pharmaceuticals as an incentive for localizing 
production. 

3.2. Special investment contracts. 

In order to implement the policy aimed at setting up production of competitive industrial goods in the Russian 
Federation, Federal Law No. 488-FZ “On Industrial Policy in the Russian Federation” was adopted on 31 
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December 2014, and Article 16 thereof provides for a special investment contract (SPIC) as an instrument 
to support investors. 

Among other things, the purpose of this instrument is "to encourage investments in the establishment and 
modernization of production through providing investors with industry benefits and preferences and ensuring 
stable business environment.”  

Currently, however, there is a number of obstacles preventing the SPIC instrument from becoming attractive 
and effective for pharmaceutical and medical companies. Primarily, it is due to poor consideration given to 
the industry specifics. In view of the long-term nature of capital investments in pharmaceutical production 
and technology transfers, the members of FIAC’s Health Care and Pharmaceutical Working Group propose 
that investments previously made in Russia be taken into account when special investment contracts are 
concluded. Investors are also concerned that the inter-agency commission that evaluates candidates for 
special investment contracts does not observe the turnaround period for applications. 

In this regard, we suggest considering the possibility to improve the existing measures and develop 
additional ones to encourage investors, which take into account specifics of the pharmaceutical industry and 
production of medical products, as well as the needs of the Russian health care system. These support 
measures will ensure effectiveness of SPICs as an instrument for improvement of investment climate and 
greater access to modern innovative pharmaceuticals and medical products for Russian patients.  

Currently, however, there is a number of obstacles preventing the SPIC instrument from becoming attractive 
and effective for pharmaceutical and medical companies. Primarily, it is due to poor consideration given to 
the industry specifics. The relevant department of the Ministry of Industry and Trade is currently processing 
five applications of pharmaceutical companies for special investment contracts. 

Conclusion of SPICs in the pharmaceutical sector is primarily hindered by the following: 

1. Lack of regional legislation that would allow pharmaceutical companies to qualify for regional tax 
benefits.  

2. Inapplicability of benefits for market players (namely, the condition that the investment project 
should generate at least 90% of total revenue). 

3. Inapplicability of benefits for major projects (the deadline for utilizing income tax benefits is 2025). 

4. Obtaining the local product status for pharmaceuticals manufactured under SPICs but not yet 
qualifying for Russian-made goods, pursuant to the Agreement on Rules for Determining the Country of 
Origin of Goods in the Commonwealth of Independent States of 20 November 2009. 

In this regard, we suggest considering the possibility to improve the existing measures and develop 
additional ones to encourage investors, which take into account specifics of the pharmaceutical industry and 
production of medical products, as well as the needs of the Russian health care system. These support 
measures will ensure effectiveness of SPICs as an instrument for improvement of investment climate and 
greater access to modern innovative pharmaceuticals and medical products for Russian patients.  

In particular, the following measures are recommended: 

Russian-product status for pharmaceuticals and medical products  

An effective measure to support an investor is establishing an accelerated and simplified procedure for 
obtaining the status of a Russian product for goods produced under SPICs in order to gain access to 
government procurement. A part of the legal framework to facilitate the implementation of this measure has 
already been developed (Russian Government Decree No. 719 “On Criteria for Classifying Industrial 
Products as Lacking Equivalents Produced in the Russian Federation” of 17 July 2015 and Order No. 3568 
of the Russian Ministry of Industry and Trade “On Approval of the Procedure to Confirm Localization of 
Production of Industrial Goods in the Russian Federation” of 20 November 2015 (“Order No. 3568 of the 
Ministry of Industry and Trade”). However, these documents do not take into account the main objective of 
determining the country of origin of goods, which is gaining access to government procurement. In addition, 
in order to gain access to government procurement for vital and essential drugs and medical products, a 
separate mandatory mechanism to confirm the country of origin of a product is in effect (the company has 
to obtain an ST-1 certificate). It is due to restrictions imposed on procurement of vital and essential drugs 
for state and municipal needs by Russian Government Decree No. 1289 “On Restrictions on and Terms of 
Access of Vital and Essential Drugs Originating in Foreign States When Purchased for State and Municipal 
Needs” of 30 November 2015 (“Decree No. 1289”) and Government Decree No. 102 “On Restrictions on 
and Terms of Access of Certain Medical Products Originating in Foreign States When Purchased for State 
and Municipal Needs” of 5 February 2015 (“Decree No. 102”). 
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Thus, in accordance with paragraph 2 of Decree No. 1289, in order for a vital and essential drug to be 
eligible for government procurement on general terms, the applicant must confirm the product’s country of 
origin by an ST-1 certificate. The certificate is issued pursuant to Order No. 93 of the Chamber of Commerce 
and Industry of the Russian Federation “On the Procedure for Issuing ST-1 Certificates Confirming the Origin 
of Goods When Purchased for State and Municipal Needs (for Vital and Essential Drugs”) of 21 December 
2015 (Order No. 93 of the Chamber of Commerce and Industry). However, the procedure of obtaining an 
ST-1 certificate does not imply any preferences to SPIC investors. Similar conditions are introduced by 
Decree No. 102. 

Moreover, the existing practice shows that an ST-1 certificate is also required under Order No. 155 of the 
Ministry for Economic Development “On Terms of Access of Goods Originating in Foreign States When 
Goods, Work and Services Are Purchased for State and Municipal Needs” of 25 March 2014 (“Order No. 155 
of the Ministry for Economic Development”) when applying for a 15% preference for the contract price. 
Considering the amendments made to this order on 13 November 2015, bidders who applied for supplying 
goods produced in EEU member states are provided with a 15% preference for the contract price in 2016 if 
the EEU origin of the product is confirmed by an ST-1 certificate. 

In view of the above, we recommend introducing a stimulating measure that implies similar treatment of the 
opinion of the Russian Ministry of Industry and Trade concerning the country of origin of a product issued 
to a SPIC investor and the ST-1 certificate. It will secure access to state and municipal procurement for a 
SPIC investor who assumed an obligation to localize production of goods.  

The working group’s proposal to develop criteria for treating pharmaceuticals produced under special 
investment contracts as Russian-made products was included in the list of instructions issued by Dmitry 
Medvedev based on FIAC’s 30th Session, held on 17 October 2016 (No. DM-P13-6338 of 22 October 2016). 
Members of the working group met with an official of the Ministry of Industry and Trade on 22 November 
2016 to discuss proposals on the criteria for classifying pharmaceuticals as Russian-made products under 
a SPIC. Government Decree No. 719 has not yet been amended, and the working group thus regards this 
item in the Prime Minister’s list of instructions as unfulfilled. 

We propose that the opinion on a product’s country of origin that is issued to a SPIC investor by the Russian 
Ministry of Industry and Trade be used to simplify the process of confirming the local-product status when 
applying to have a drug included in the pharmaceutical lists under Russian Government Decree No. 871 
“On Approval of the Rules for Forming Lists of Pharmaceuticals and the Minimum Assortment of 
Pharmaceuticals Required for Medical Treatment” of 28 August 2014. If Government Decree No. 1289 is 
amended to differentiate preferences by the degree of localization of production, the working group proposes 
that goods produced under a SPIC be eligible if the producer plans to increase localization to the level 
corresponding to such preferences. 

Long-term government contracts with investors 

Investors believe that, by entering into long-term government contracts for pharmaceuticals and medical 
products, manufacturers will be able to plan their production processes for the duration of such contracts 
and adopt pricing models beneficial for the contracting authority and the manufacturer alike. Long-term 
government contracts will also motivate foreign manufacturers to localize their production in Russia. 

Another important aspect is the possibility of setting a fixed price under a long-term government contract. 
This guarantees an investor a set level of demand for goods whose production is being localized as well as 
a stable environment for doing business and planning in the Russian Federation.  

As an incentive to conclude SPICs, the working group proposes that a mechanism be introduced to 
guarantee a set volume of purchases from a single supplier, because such an option is not currently 
envisaged by law. A differentiated approach could be used in this case – e.g. 5% of total production output 
could be stipulated in a SPIC as the guaranteed purchase volume, and the Russian government could make 
a separate decision on purchasing up to 30% of the total output during the term of the SPIC. 

Accelerated drug registration under SPICs.  

A reduction in the time required to register pharmaceuticals would be a great help to pharmaceutical 
companies that are SPIC investors. It should be noted that this issue was addressed in decisions of the 
Government Commission on Import Substitution of 8 July 2016.  

The registration procedure can be accelerated and simplified either by having stability testing done 
concurrently with registration or by eliminating the need for stability testing if a GMP certificate is provided. 

Such a change would shorten the registration process by at least 12 months (stability testing and registration 
currently take a total of around 24 months or more). 
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The working group has drafted certain regulations to clarify the procedure for obtaining ST-1 certificates and 
lift restrictions on access to state and municipal procurement of pharmaceuticals released under special 
investment contracts. 

The proposed draft regulations will help to: 

1. extend the list of documents and grounds to treat pharmaceuticals as goods produced in member 
states of the Eurasian Economic Union 

2. issue ST-1 certificates for pharmaceuticals when making state and municipal purchases on the 
date of concluding a special investment contract with the Russian Federation for the production of 
pharmaceuticals in the Russian Federation and stage-by-stage (within three years after equipment 
commissioning) performance of all technological and manufacturing operations, as set out in the appendix 
to Government Decree No. 719 for pharmaceuticals assuming that such pharmaceuticals do not yet qualify 
for goods of Russian origin in accordance with the Agreement on Rules for Determining the Country of 
Origin of Goods in the Commonwealth of Independent States of 20 November 2009 

3. lift restrictions concerning participation in state and municipal procurement tenders of 
pharmaceuticals produced in the Russian Federation under special investment contracts with the Russian 
Federation where such pharmaceuticals do not yet qualify for goods of Russian origin in accordance with 
the Agreement on Rules for Determining the Country of Origin of Goods in the Commonwealth of 
Independent States of 20 November 2009 

Recommendations: 

International pharmaceutical companies that are FIAC members propose that the current regulatory 
framework be revised to include measures to support investors under SPICs: 

- allow an opinion on a product’s country of origin issued to a SPIC investor under Order No. 3568 of 
the Russian Ministry of Industry and Trade to be treated as the equivalent of an ST-1 certificate issued under 
Order No. 93 of the Chamber of Commerce and Industry for purposes of Government Decrees No. 1289, 
No. 102 and No. 871 

- allow a company’s previous investments in Russia to be taken into account to enter into a special 
investment contract;  

- provide for long-term government contracts guaranteeing a set volume of purchases under a SPIC; 

- enable an accelerated registration procedure by changing the stability testing requirements; 

- treat goods produced under a SPIC as local products before technology transfer is completed, thus 
qualifying them for the corresponding level of preferences for purposes of government procurement; 

The Russian Ministry of Industry and Trade should consider using a preferential, rather than restrictive, 
approach to granting access to public tenders. 

Consideration should be given to amendments proposed by the working group and aimed to clarify the 
procedure for obtaining ST-1 certificates and lift restrictions on access to state and municipal procurement 
of pharmaceuticals released under special investment contracts. The amendments should be made to the 
following regulations: 

- Decree No. 1289 of the Government of the Russian Federation “On Restrictions on and Terms of 
Access of Vital and Essential Drugs Originating in Foreign States When Purchased for State and Municipal 
Needs” of 30 November 2015; 

- Order No. 93 of the Chamber of Commerce and Industry of the Russian Federation “On the 
Procedure for Issuing ST-1 Certificates Confirming the Origin of Goods When Purchased for State and 
Municipal Needs (for Vital and Essential Drugs)” of 21 December 2015; 

- Order No. 155 of the Ministry for Economic Development of the Russian Federation “On Terms of 
Access of Goods Originating in Foreign States When Goods, Work and Services are Purchased for State 
and Municipal Needs” of 25 March 2014. 

International pharmaceutical companies that are FIAC members believe that these incentives for investors 
under SPICs will make SPICs more attractive to foreign drug manufacturers, provide an additional influx of 
foreign investments into the Russian economy, create favorable conditions for reorienting localized 
production facilities to exports and thus serve as a growth driver for the Russian economy as a whole. 
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6. Trade and Сonsumer Sector 
Issue 1. Implementation of extended manufacturer responsibility and development of a system of 
recycling consumption waste in Russia (jointly with the Working Group on Technical Regulations and 
Elimination of Administrative Barriers). 

Federal Law No. 458-FZ “On Amendments to the Federal Law ‘On Production and Consumption Waste’ 
and Certain Legislative Acts of the Russian Federation as well as the Annulment of Certain Legislative Acts 
(Provisions of Legislative Acts) of the Russian Federation” (hereinafter, the “Law”) entered into force on 1 
January 2015. As of 2015, the Law requires producers and importers to recycle product waste (including 
packaging waste) or, failing that, to pay an environmental fee to the federal budget. Producers of packaged 
goods are also responsible for recycling packaging waste, as established in clause 10 of Article 24.2 of the 
Law. 

Law enforcement practice and an analysis of regulatory acts adopted by the government in 2015 (the list 
of goods, recycling quotas, declaration and reporting procedures, environmental fee rates) reveal that 
substantial amendments are required due to numerous omissions and problems that make it legally and 
practically impossible for manufacturers and importers to meet their obligations to declare and report on 
recycling – especially as regards packaging waste.  

Key issues include the following: 

1. Recyclable packaging is not included in the List of Goods to Be Recycled, and the new regulations 
thus do not apply to manufacturers and importers of packaged goods that are required under Law No. 458-
FZ to meet recycling quotas for the packaging they use. 

2. Current regulations do not provide any mechanism for the extended responsibility of 
manufacturers/importers of packaged goods when it comes to packaging waste.  

3. It is legally and practically impossible to use OKPD2/TNVED codes to identify packaging based on 
supporting documents that treat packaging as separate goods released into circulation. 

4. Products imported from the EEU enjoy unfair competitive advantages because of the double 
amount of waste to be recycled, and the regulation will apply to raw and other materials used in the 
manufacture of local finished products.  

5. There is confusion about the reporting periods for declaration and reporting purposes as regards 
meeting quotas: exact data on the amount of goods and packaging that will be released into circulation 
during a reporting year isn’t available at the start of the year to be used as a basis for waste recycling 
tenders and projects during the year. 

6. A number of terms, such as “release into circulation,” aren’t clearly defined.  

To resolve these issues, First Deputy Prime Minister Igor Shuvalov issued an instruction (clause 1) based 
on a meeting of FIAC’s Executive Committee on 3 June 2016, and the Ministry of Natural Resources, in 
cooperation with FIAC, responded by preparing a road map for amendments to regulatory acts concerning 
waste management.  The road map, to be completed by April 2017, was approved by Deputy Prime Minister 
Alexander Khloponin in December 2016, but the planned amendments have not been made, and the 2017 
declaration campaign was a failure as a result. Companies either didn’t file declarations and reports for 
2016 or else resorted to guesswork in completing them, entailing numerous inspections by regulators – a 
process that is still under way. In addition, the state received environmental fees of only some RUB 1.5 
billion instead of the planned RUB 6.5 billion. 

Due to the interdependence of many regulatory provisions included in the road map, the working group’s 
members believe that amendments should be made in groups, or “packages.” The core document remains 
Government Regulation No. 1886-r of 24 September 2015 (Regulation 1886), which approved the List of 
Goods to Be Recycled, Including Packaging, which, as we have said, does not include the packaging of 
listed or unlisted goods. The Ministry of Natural Resources is currently drafting a second section for 
Regulation 1886 and Regulation No. 2491-r of 4 December 2015 (the latter sets recycling quotas for listed 
goods for 2015-17, hereinafter “Regulation 2491”). The new section would introduce a classification of 
unregulated packaging materials, thus regulating entities that were previously omitted (e.g. manufacturers 
of food products, perfumes, cosmetics, pharmaceuticals, etc.). Note that Section 2 of draft Regulation 2491 
envisages recycling quotas for certain groups that are double the current quotas for similar materials in 
Section 1 (plastic and cardboard, for example). According to the business community’s preliminary 
assessments, such an approach will have an extremely adverse impact on companies’ price policy for 
finished products. 

The working group also considers it important that non-zero quotas for packaging included in Section 2 of 
Regulation 2491 be introduced no earlier than 2018 in order to avoid retrospectively putting an unplanned 
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financial burden on business in the current year. The introduction of recycling quotas at the end of the 
financial year also means that regulated entities were deprived of the ability to meet their obligations 
voluntarily by contracting with recyclers at the beginning of the year.  

Also worth mentioning is the lack of information on the timing of increases in recycling quotas for the next 
three-year period (2018-20). This prevents business from planning its recycling costs for the next budget 
cycle, which ends in October for most major companies.  

The fact that the law fails to provide for separate waste collection is still an issue. Without such provisions, 
the legal option of “independent recycling” may remain on paper, giving regulation a purely fiscal function: 
the collection of environmental fees from producers/importers. Rather than providing a stimulus for the 
waste recycling industry, extended manufacturer responsibility will impose a serious financial burden on all 
Russian producers, forcing them to raise selling prices 3%-15% to compensate for the additional costs. 
Note that Government Regulation No. 1589-r of 25 July 2017, which prohibits the burial of certain kinds of 
waste, can be fully implemented only if separate collection is rapidly introduced. 

This situation has a negative impact on both the consumer goods market, which is sensitive to a wide range 
of factors, and the processing market, thus inhibiting new investments in the sector. Such an approach is 
inconsistent with efforts to restore economic growth in Russia and does not further the President’s 
environmental goals for the Year of Ecology. 

Recommendations: 

1. Current 

It is essential to adopt the discussed amendments to key regulatory acts in 2017 so as not to disrupt the 
2018 declaration campaign. Specific recommendations: 

1. The previously approved approach to classifying packaging based on materials only should be 
retained. 

2. The reporting year (period) should be defined as the calendar year in which manufacturers and 
importers meet recycling quotas for a given calendar year. Declarations of the quantity of goods put out in 
the previous calendar year should be filed by 1 April of the reporting year (period). Reports on the fulfillment 
of quotas in the reporting year should be filed by 1 April of the year following the reporting year. 

3. Composite packaging should be classified based on the predominant material in terms of weight; 

4. Zero quotas should be set for 2017 under the new Section II of Regulation 2491-r. 

5. Environmental fees for 2018 should be set at the same level as for 2017 for all groups. 

6. Beginning in 2018, rates of environmental fees for groups introduced in the new Section II should 
be set by analogy with similar materials in Section I. 

2. In the medium term 

1. So as not to destabilize business, and in view of law enforcement practice in the first two years, 
including a lack of conditions that would favor independent implementation of extended manufacturer 
responsibility, abrupt increases in recycling quotas for 2018-20 should be avoided; 

2. Recycling quotas for 2018 should be kept at the level of 2017 for all groups, and recycling quotas 
for Section 2 should be identical to the current quotas for the corresponding groups in Section 1  (based on 
packaging material); 

3. In connection with the end of the moratorium introduced as a result of Dmitry Medvedev’s meeting 
on 1 June 2015 (Protocol No. DM-P13-48pr), recycling quotas for all groups of commodities that have zero 
quotas in 2015-18 should be set at a level of no more than 5 percentage points in 2019; 

4. Beginning in 2020, recycling quotas for these groups of commodities should be raised by another 
five percentage points. 

Issue 2. Basic principles of Russian retail trade regulation. 

2.1. The impact that amendments to the Law “On Trade” have on relations between suppliers and 
retailers. 

The amendments involved a radical restructuring of the entire system of relations between suppliers and 
retailers, seriously complicating the operations of all market players. In conditions of falling consumer 
demand, suppliers are no longer able to make flexible use of retail networks for promotion and logistics. 
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Retail and supply relations effectively shifted to a front margin model, and price competition intensified, 
limiting the ability to promote goods on the market. It is thus small and medium-sized businesses, both 
retailers and food suppliers that have encountered the greatest difficulties.   

The Federal Antimonopoly Service did not publish the necessary clarifications on how to apply the amended 
law until September and November 2016, reducing the already short transition period and forcing market 
players to revise the terms of supply agreements on very short notice (several thousand such agreements 
for each retail network). Additional clarifications by the Federal Antimonopoly Service have limited the ability 
of both retailers and suppliers to temporarily reduce prices as a way of promoting sales. 

Players on the food market were greatly inconvenienced by the large-scale inspections that regulatory 
agencies initiated after 1 January 2017. These inspections, to ensure that suppliers and retail companies 
complied with the amended law, found no major violations. The self-regulation process, which in 2014-15 
had enabled market players to ease their burden somewhat and helped restrain growth in consumer prices, 
was put on hold for a long while. Only gradually, as new business practices developed under the amended 
Law, were market players able to resume the dialog on self-regulation. There were early successes: self-
regulation allowed market players to resolve the problem of lower returns on baked goods. Now the dialog 
between retailers and suppliers has focused on adapting the code of good practices to the new regulatory 
environment. 

Since the Law was amended, however, the retail situation has not yet regained equilibrium. Market players 
(suppliers and retailers) are increasingly dissatisfied with the business climate created by the amended 
Law “On Trade.” There is a risk of impulsive and poorly thought-out proposals for further correcting the Law 
in conditions where the recently adopted provisions have not yet been fully implemented.  Other topics are 
now being publicly discussed, such as the regulation of markups, prices, direct imports, in-house production 
and own trademarks, the introduction of shelf quotas for local manufacturers and the limitation of contractual 
penalties, food quality inspections and shopping center hours. All of this points to real risks that state 
regulation of the economy will continue to intensify – in particular, that legislative interference with economic 
relations between players on the food market will be counterproductive in terms of the development of a 
modern market economy. 

FIAC’s position on this is that any further toughening of trade law, especially tougher state regulation of 
prices/markups, will not only create serious complications for the consumer market, but will inevitably be 
perceived as a retreat by the Russian leadership from market principles. 

Recommendations: 

1. Do an impact assessment to analyze the actual market impact of the amended Law (as compared 
with the Law’s officially stated objectives). Based on the findings of the impact assessment, consider 
whether the amendments made to the Law in 2016 should be retained or not.  

2. Ensure that additional legislative restrictions on free contractual relations between consumer 
market players are not initiated or introduced before the impact assessment procedure is completed. 

3. During the transition to a new model of interaction between suppliers and retailers in 2017, 
government procedures to check the compliance of players on the food market should focus on helping to 
promote good business practices rather than on punitive measures.  Limit inspections and ensure that they 
aren’t duplicated by several state agencies in order to minimize both the administrative burden and pressure 
on food product manufacturers, suppliers and retail networks; 

4. Consider further revising the law to promote the accelerated development and legislation of self-
regulatory mechanisms on the Russian consumer market. These mechanisms should motivate market 
players by providing specific benefits and exempting good-faith companies from certain provisions of the 
new law. 

Issue 3. Reforms of veterinary law in the Russian Federation and the Customs Union. 

3.1. Legal and technical readiness for electronic veterinary certification; expanded applicability to 
finished food products in conflict with Russia’s WTO accession commitments and its impact on 
distribution networks. 

In July 2014, the Russian Ministry of Agriculture approved Order No. 281 “On Approval of the Rules for 
Processing Supporting Veterinary Documents and the Procedure for Processing Supporting Veterinary 
Documents in Electronic Form” (the “Order”). The Order entered into force in September 2015. 

This document has provoked strong criticism in the business community, including among FIAC member 
companies. 

A lengthy cooperative effort between the business community and the Ministry for Economic Development 
has given us some understanding of the dramatic consequences of the new rules: cumbersome 
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administration involved in processing supporting veterinary documents, a greatly expanded list of regulated 
goods transported within Russia and the market’s inability to adapt to the proposed changes. As a result, 
the Ministry of Agriculture approved two orders: No. 70 of 20 February 2015 and No. 78 of 26 February 
2015. In combination with amendments to the current Federal Law “On Veterinary Medicine,” these orders 
partially postponed the consequences of the new regulation until 1 January 2018. 

Essentially, it was decided not to add a large number of finished food products to the list of products 
requiring supporting veterinary documents until the full-scale implementation of electronic veterinary 
certificates (EVC) in Russia; according to its authors, the new system will not impose an undue 
administrative burden on market participants and will not cost anything to implement, as was noted in 
amendments to the Federal Law “On Veterinary Medicine.” 

At the same time, Order No. 648 of the Russian Ministry of Agriculture of 18 December 2015, which was 
adopted at the end of 2015, establishing the list of products requiring veterinary supporting documents 
(“controlled products”), left a number of issues unresolved. Due to a legal error in the document, shipments 
of finished dairy products around the country – over 40% of the country’s total volume of dairy products – 
were at risk of being stopped when the order entered into force. This is because the Order required that 
supporting veterinary documents be provided for a number of previously uncertified categories of liquid milk 
beginning on the date of its adoption. It should be noted that the Order’s expansion of the list of products 
subject to veterinary certification in Russia is inconsistent with Russia’s WTO accession commitments, as 
currently applied to similar products imported into the EEU, that certification is required for each production 
lot and for each movement of controlled goods or transfer of title to such goods, and also that the correct 
assignment of TN VED codes to commodities is problematic. 

It should also be noted that, while the Federal Law “On Veterinary Medicine” and Order No. 589 allow 
entities to prepare supporting veterinary documents for controlled products with a low veterinary risk, Order 
No. 646 of the Ministry of Agriculture, which establishes the list of such products, overlooks a number of 
items that should be included under the Federal Law “On Veterinary Medicine.” This means that entities 
cannot take advantage of the stated benefits of EVCs in terms of cost savings from the free-of-charge 
preparation of electronic supporting veterinary documents.  

The adopted documents thus do not eliminate risks of enormous additional financial costs and logistical 
problems for companies in the food sector and retail trade, and the decision not to add to the list of products 
requiring supporting veterinary documents until 2018 is clearly an interim measure that ultimately fails to 
resolve the problem. 

Another matter that has not yet been regulated in detail is “level of service,” i.e. ensuring that the EVC 
system is reliable and has the required capacity. The time frame proposed by Order No. 589 of the Ministry 
of Agriculture for processing supporting veterinary documents upon request is unacceptable for entities that 
manufacture perishable products as well as those that have a large number of production facilities and 
extensive distribution networks throughout the Russian Federation. The EVC system’s developer has not 
proposed any way for entities to process supporting veterinary documents when the system is unavailable 
or responds too slowly to requests for such documents. This creates risks of major delays and disruptions 
of companies’ logistical processes, especially since these provisions are to enter into force at the same 
time for all market players during a period of official state holidays and for a greatly expanded list of 
products. 

If the system is properly implemented and the problems are addressed, we think the EVC system proposed 
by Rosselkhoznadzor should have the advantages of freeing up time spent on preparing hard copies of 
supporting veterinary documents, of saving company costs involved in maintaining a staff of veterinary 
specialists and paying for veterinary control and of creating a national database of current supporting 
veterinary documents along with other advantages of electronic documentation management. Protected 
certification forms have been removed from circulation, but despite this benefit, the new certification system 
poses serious financial and logistics risks in connection with such unresolved issues as the procedure for 
organizing and conducting veterinary and sanitary expert examinations and laboratory tests, decision-
making on the automated issuance of EVCs, the lack of clear traceability requirements, etc. The introduction 
of such new systems will of course require upgrades of corporate accounting programs and significant 
investments in modules to integrate them with Vetis Federal Information System and will also require 
modernization of production lines. The automation of each site of production and transportation of controlled 
goods, including the development and implementation of additional marking, should free up time spent on 
preparing veterinary documents and reduce the dependence of federal retail networks on the veterinary 
agencies of Russian constituent entities.  

A separate issue that remains unclear for business is the free-of-charge preparation of supporting 
veterinary documents, as stipulated in clause 11 of Article 2.3 of the Federal Law “On Veterinary Medicine.”  
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The new rules for preparing supporting veterinary documents and using the Mercury Automated Information 
System also have a very negative impact on stages in the consolidation of goods in supply chains: 
distribution, operations with goods at distribution centers and cases where there are several links in the 
wholesale chain (the model of small wholesale cash & carry). Pilot projects (targeting a limited number of 
entities in designated regions of the country) that give direct access to the system (a web interface) fail to 
yield realistic assessments of the EVC system’s effects across all entities. The system is effective for 
entities that have a limited product range (up to 200 items) and work with small lots of goods that are 
simultaneously manufactured, warehoused and in transit, as confirmed by monthly monitoring conducted 
by Rosselkhoznadzor. The situation is just the reverse for entities with a wide product range (16,000 to 
20,000 separate product items) and numerous lots. The introduction of EVCs will greatly complicate 
logistics processes in terms of recording the movement of goods and transfers of title in the Mercury system 
and will require that accounting systems be reconfigured for turnover, storage and shipment. 

A study done in 2015-17of the potential deployment of EVCs at enterprises manufacturing finished food 
products found that the system was not yet ready for use. As of today, the industry has no marking 
mechanisms or systems in place to identify each item in each lot of each commodity group throughout the 
entire supply chain. The available marking solutions either cannot be used (when marking is larger than 
the product to be marked, for example, or when marking cannot be reliably read) or does not make 
economic sense. Even the system of accounting for each unique logistical item (comprising several product 
items) has not been fully implemented.  

The EVC system cannot accommodate manual data input due to the large number of finished food products 
(up to 600 per plant) and products manufactured in lots as well as the cyclical nature of production. It has 
been calculated, for example, that at one distribution center with a range of 21,000 controlled goods (based 
on the list in Order 648), manual data input (i.e. web interface processing) would require an additional 15 
people engaged solely in recording deliveries/shipments in the Mercury system (based on data provided 
by Rosselkhoznadzor on the number of transactions performed by state veterinary service employees per 
shift). The only reasonable solution, as already indicated, is to configure/upgrade/create accounting 
systems that can be directly integrated with the Mercury Automated Information System, or else change 
the approach to certifying packaged finished products that have undergone thermal or other processing to 
eliminate veterinary risks (i.e. products with low veterinary risk) by ending the process at the stage of the 
production certificate, whose number would then be included in all shipping documents until the products 
appear on store shelves. Such an approach will make it easier and less expensive to introduce the federal 
information system. 

Preliminary CAPEX estimates suggest that the cost of integrating the EVC system into the electronic 
systems of market players will depend on the business model (production, distribution, wholesale or retail 
sales). Such integration will require upgrades of warehousing systems at a minimum and, in the case of 
cash & carry, upgrades of all goods turnover systems. Costs can be estimated based on a detailed 
statement of work for upgrading systems, including the deadlines for such work. The project may take up 
to five years, provided that the system’s developers resolve the numerous problems that have been 
mentioned. 

It is generally agreed that a tracing system should be both economical and practical. It may be optional for 
market players and is never the only legal or mandatory option. Nowhere in the world do such systems 
require additional shipping documents, and veterinary certificates are never used as a means of tracing 
goods. 

The Mercury system’s approach to tracing is excessive for the industry, as the only way to meet the 
system’s tracing requirements is to introduce unique marking for each product item, which is not 
economically feasible at the present time. At the same time, the Mercury system allows for the tracing of 
major lots (product items produced on a particular date or during a range of dates), meaning that such lots 
can be accommodated in the initial stage of system implementation. However, such “relief” gives rise to 
unacceptable risks for all entities in the distribution network. 

Claims that the EVC system is an excellent way of detecting counterfeit products and their manufacturers 
are inaccurate. The system does not fully capture the movement of raw materials through the production 
cycle and so cannot be sensitive to such factors as mixture of animal and non-animal ingredients, recipes 
and material consumption rates.   

FIAC raised this issue repeatedly at both plenary sessions and Executive Committee meetings. As a result 
of these efforts, Prime Minister Dmitry Medvedev and First Deputy Prime Minister Igor Shuvalov issued 
instructions (No. DM-P13-8001 of 25 October 2014 and No. ISh-P13-3888 of 15 June 2015) to the Ministry 
of Agriculture, including an instruction to revise the list of products requiring supporting veterinary 
certificates. These instructions have not yet been acted on. 
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On 24 August 2016, pursuant to decisions made in June by FIAC’s Executive Committee, a trilateral 
meeting was held at which members of the working group, officials of the Ministry for Economic 
Development and representatives of Rosselkhoznadzor discussed removing finished (processed) products 
from the list of those requiring supporting veterinary documents as well as other EVC implementation 
issues. Despite differences on a number of issues (including the cost of integrating electronic systems and 
their legal status), the parties reached an understanding that “composite products” in which raw materials 
of animal origin make up less than 50% should be removed from the list of products requiring EVCs. 
Rosselkhoznadzor was willing to consider proposals for resolving this issue. It was also agreed to switch 
to a 2019/2023 time frame for transition to mandatory EVCs, but this agreement was subsequently 
suspended by the Ministry of Agriculture. 

In December 2016 a draft order designed to replace Order No. 281 was posted by the Ministry of Agriculture 
for public discussion. It needed careful consideration and analysis, but was signed on 27 December as 
Order No. 589 “On the Approval of Veterinary Rules for Preparing Supporting Veterinary Certificates, the 
Procedure for Preparing Electronic Supporting Veterinary Certificates and the Procedure for Preparing Hard 
Copies of Supporting Veterinary Certificates.” This was a gross violation of the RIA (regulatory impact 
assessment) procedure, because the Ministry of Agriculture unilaterally, and without good cause, moved 
the public discussion deadline from 16 January 2017 to 26 December 2016 and failed to announce this on 
its website until 25 December 2016. Entities affected by the regulation were aiming at the 16 January 
deadline and were thus unable to provide comments as part of the RIA procedure.  

The working group is deeply concerned about the violations of public discussion and RIA procedures. The 
stylistic, conceptual and procedural shortcomings and inconsistencies in the hastily approved order require 
urgent revision, as has been officially acknowledged by the Ministry of Agriculture and Rosselkhoznadzor. 
Given the extremely tight schedule for transition to the EVC system, such haste may disrupt the transition 
process and bring the operations of many food enterprises to a halt. 

At the same time, we should note certain successful cases of interaction between retailers and the Federal 
Service for Veterinary and Phytosanitary Oversight in regard to amending regulatory acts. For example, a 
legal procedure has been introduced for the issuance/cancellation of SVDs by authorized employees of 
retail companies; EVCs no longer apply to ready-cooked foods of retailers; and legislative amendments 
entering into effect have been clarified. Technical support is in place for the integration of accounting 
systems for turnover and business processes, and automated information systems have been modified and 
upgraded to comply with the adopted global turnover standards (GS1 standards, for example).  

In FIAC’s opinion, the EVC system may be applied to the entire range of finished food products in Order 
648 only when its countrywide implications for all entities (raw material suppliers, organized and 
unorganized retailers, logistics companies, warehouses and distribution centers) and for the range of 
controlled goods that already require supporting veterinary documents have been carefully assessed and 
when any pilot projects have shown that business will not incur major additional costs and that there are no 
irremediable inconsistencies between current business processes and how they are supported in the 
Mercury system (for example, lot-by-lot write-offs of each product item and subsequent recycling, or 
multimodal transport involving several vehicles, where the details (state registration number, route number) 
of an intermediate vehicle are unknown). 

Status 

Under consideration. The working group’s repeated proposals, aimed largely at shortening the list of 
products requiring supporting veterinary certificates, have been rejected by the Ministry of Agriculture. 

Recommendations: 

1. Develop, approve and launch Vetis Federal Information Agency.  

2. Harmonize the List of Controllable Goods approved by Order No. 648 of the Ministry of Agriculture 
of 18 December 2015 with Russia’s WTO accession commitments in terms of the exclusions in Decision 
No. 810 of the Customs Union Commission of 23 September 2011 and in Decision No. 317 of the Customs 
Union Commission of 18 June 2010. 

3. Harmonize the Order of the Ministry of Agriculture of 18 December 2015 with Law No. 4979-1 of 
14 May 1993 “On Veterinary Medicine,” and supplement the TN VED EEU codes in Order No. 646 with 
groups 0208, 0209, 0210, 0401, 05, 15, 16, 20, 21, 31 and 35 for products that undergo thermal or other 
processing to eliminate disease-causing microorganisms and parasites and/or products in consumer or 
transport packaging that prevents exposure to the environment, provided that such products or their 
constituent raw materials have undergone the procedures prescribed by Russian veterinary law for verifying 
(ensuring) their safety; 
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4. Make the necessary amendments, and provide full formal clarifications of the application of Order 
No. 589 of the Ministry of Agriculture of 27 December 2016. 

5. Continue pilot projects in 2017-18, and analyze their results. In 2019-20, do a comprehensive 
assessment of the results of mandatory electronic veterinary certification for goods that currently require 
hard-copy SVCs; based on the data obtained, the government should decide whether the system of 
veterinary certification, including certification that is fully electronic, should be used for finished processed 
foods of animal origin. 

6. Develop and adopt acts regulating the EVC system’s capacity and prescribing a procedure for 
entities to follow if the EVC system malfunctions or response time is too long, etc. 

7. Eliminate the need for supporting veterinary documents for the transport (“movement without a 
change of owner” and “movement with a change of owner”) of finished products that have undergone 
thermal or other processing to eliminate disease-causing microorganisms and parasites and/or products in 
consumer or transport packaging that prevents exposure to the environment, provided that such products 
or their constituent raw materials have undergone the procedures prescribed by Russian veterinary law for 
verifying (ensuring) their safety and that a certificate has been issued for the production lot;   

8. When points 1–5 of the recommendations have been acted on, requirements for the introduction 
of veterinary certification in electronic form for entities involved in the turnover of controlled goods should 
be introduced in the following order: lengthen the transition period for the final entry into force of electronic 
veterinary certification, and take an incremental, risk-oriented approach in extending the order to entities 
involved in the turnover of controlled goods:  

a. starting 1 January 2019, extend the requirements to operators engaged in keeping animals, 
manufacturing unprocessed products in EEU TN VED groups 02, 03, 04 (except for processed dairy 
products), 05 and 15, and recycling bio waste – operators managing the highest risks; 

b. starting 1 January 2020, extend the requirements to operators engaged in product distribution, 
logistics and sales – major retail chains; 

c. starting 1 January 2023, extend the requirements to operators engaged in product sales and 
catering – small and medium-sized businesses – and operators engaged in the production of 
processed products in EEU TN VED groups 04 (including processed dairy products), 10, 12, 16, 19, 
20, 21, 23, 31 and 35. 

9. Harmonize the List of Controlled Goods Requiring Supporting Veterinary Certificates, introduced 
by Order No. 648 of the Ministry of Agriculture of 18 December 2015 at the level of OKPD 2 commodity 
sub-groups, and elaborate the list at the level of small commodity groups/subgroups/commodity items. This 
will help to prevent the provisions from being misinterpreted. 

Issue 4. Reforms of phytosanitary law in the Russian Federation and the Customs Union. 

Position on the development of regulatory acts in connection with the implementation of Federal 
Law No. 206-FZ “On Plant Quarantine” of 21 July 2014. 

Federal Law No. 206-FZ “On Plant Quarantine” of 21 July 2014 (“Law 206-FZ”), whose main provisions 
entered into force on 1 January 2015, is an important regulatory document directly affecting virtually all 
companies involved in agro-processing and the food industry. 

Twenty-seven subordinate acts need to be developed and adopted in order to implement the law’s 
provisions correctly, but so far the majority have not been adopted. This results in regulatory gaps and in 
incorrect application of the law’s plant quarantine provisions by authorized bodies in the Russian regions, 
doing serious economic harm to agricultural producers and food and processing enterprises. 

Members of FIAC’s Trade and Consumer Sector Working Group have noted positive developments in their 
work with the Ministry of Agriculture. The Ministry formed a focus group to address the issue of regulatory 
acts required by Law No. 206-FZ, the key problems that businesses face in the absence of such acts were 
clarified, and a unified position was formulated on some of these problems. 

Nevertheless, the list of unresolved issues remains long, and the approval process for draft regulatory acts 
is extremely slow, forcing industry players to operate in a situation of legal and procedural uncertainty for 
nearly three years. Moreover, a number of the working group’s proposals that were previously rejected 
deserve closer attention and discussion by experts. An analysis of these documents by industry experts 
identified a number of issues that could have a very negative impact by formalizing or even increasing the 
excessive administrative burden on entrepreneurs and making it harder to protect plants and Russian 
territories from exposure to and the spread of infectious diseases. 
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The key issues are as follows:  

1. The unjustified inclusion of an overly broad range of quarantine items and quarantine products in 
the draft documents without first analyzing the phytosanitary risk. (Lists of quarantine items and quarantine 
products.) 

2. The legalization of opaque and potentially corrupt practices already in place and the introduction 
of new ones. 

3. A major expansion (not directly stipulated by Law) of Rosselkhoznadzor’s control and oversight 
functions, abuse of a monopoly position on the service market and the use of phytosanitary measures for 
purposes other than plant quarantine. (Procedures for delivery notification and proper storage.) 

4. No deadlines have been set for the introduction of federal information systems for issuing and 
recording phytosanitary documentation (Articles 5 and 6 of Federal Law No. 206 “On Plant Quarantine,” 
starting in 2018); there is no harmonized approach taking into account current state information systems, 
particularly in view of the starting date for reporting (1 January 2018). 

5. There is no serviceable directory of quarantine areas, similar to that of veterinary regions, for each 
harmful quarantine organism specific to a certain type of product with clear rules on 
importing/exporting/transporting products, a schedule of operation and clear boundaries. 

An area of particular concern is the Ministry of Agriculture’s unjustified plan to legalize (for an indefinite 
period) fees for the state function of determining the quarantine phytosanitary condition of imported 
quarantine products (see the notification of draft amendments on the official RIA website, ID-02/04/01-
17/00061458). This initiative will clearly encourage corrupt practices and adversely affect agriculture as 
well as the country’s image. 

As of today, the list of quarantine products (describing characteristic types of quarantine items) expressly 
provided for by Law No. 206-FZ has not been approved. This document will make imports of products from 
quarantine phytosanitary areas (qpas) much easier as well as significantly reduce budget pressures. The 
draft List of Quarantine Products requiring a quarantine certificate, currently in the process of approval by 
ministries and agencies, partially takes business’s recommendations into account, but is not linked to TN 
VED codes or national product classifiers. This makes it impossible to identify products reliably and may 
result in corrupt law enforcement practices.  

There has been a long delay in annulling Order No. 43 of the Ministry of Agriculture of 13 February 2008, 
which, even in the Ministry’s view, contradicts Article 19 of Federal Law No. 206-FZ of 21 July 2014 “On 
Plant Quarantine” in terms of the procedures for canceling quarantine phytosanitary areas. 

For reference: 

Article 19 of Law No. 206-FZ establishes direct regulation of the decision-making procedure for imposing 
or lifting a quarantine phytosanitary regime. This article contains an exhaustive list of conditions for 
establishing or canceling a quarantine phytosanitary area (“QPA“) and does not call for the adoption of any 
subordinate acts. Therefore, any subordinate acts adopted before Law No. 206-FZ came into force that 
provide for a different procedure and/or additional conditions not stipulated by the law for 
establishing/canceling a QPA should apply only to the extent that they are not contrary to Law No. 206-FZ 
or else be harmonized with Law No. 206-FZ or repealed.  

In fulfillment of Federal Law No. 99-FZ “On Plant Quarantine” of 15 July 2000 (“Law No. 99-FZ”), the 
Russian Ministry of Agriculture adopted Order No. 43 “On Establishing and Canceling a Quarantine 
Phytosanitary Area, Imposing and Lifting a Quarantine Phytosanitary Regime, and Imposing and Lifting a 
Quarantine” of 13 February 2008. Law No. 99-FZ lost force on 1 January 2015, and businesses think that 
all subordinate acts adopted in fulfillment of that law should also be repealed or should apply only insofar 
as they are not contrary to the new law. The working group’s members are thus of the opinion that Order 
No. 43 of the Russian Ministry of Agriculture of 13 February 2008 is in conflict with a newer regulatory act 
having greater legal force. 

In its clarifications of Federal Law No. 206-FZ “On Plant Quarantine” of 21 July 2014, pending adoption of 
the relevant subordinate acts, the Ministry of Agriculture states that the procedure for establishing and 
canceling a QPA and imposing/lifting a quarantine or quarantine phytosanitary regime applies to the extent 
that it does not conflict with Law No. 206-FZ (the full text of the clarifications is available in consultantplus). 
This effectively confirms that the Ministry’s Order No. 43 of 13 February 2008 is in conflict with Federal Law 
No. 206-FZ “On Plant Quarantine” of 21 July 2014 as regards the cancellation of a QPA. The clarifications 
provide no clear guidance as to which procedure should currently be followed when canceling a QPA. 

In the absence of clear legislation, regional agencies of Rosselkhoznadzor often refuse to cancel a QPA 
on formal grounds, completely ignoring the results of actual phytosanitary risk assessments. 
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The quality of drafted and adopted subordinate acts remains low due to poor communication between the 
authors and industry experts at the RIA stage, as a result of which most of business’s comments and 
proposals are ignored. For example, immediately after the adoption of Order No. 293 of the Ministry of 
Agriculture of 13 July 2016, it became clear that inconsistencies with Law No. 206-FZ would require 
amendments. The amendments have been on the RIA website for over three months, but none have as 
yet been adopted. 

Also of understandable concern are a number of excessive and vague definitions in the following draft 
orders of the Ministry of Agriculture:   

1. “On Approval of the Procedure for Maintaining a Register of Quarantine Items Subject to 
Devitalization Technologies”. 

2. “On Approval of the Procedure for Immediate Notification of the Federal Service for Veterinary and 
Phytosanitary Oversight of the Delivery of Quarantine Products and Items, Including in Electronic Form”. 

3. “On Approval of the Procedure for Proper Storage of Quarantine Products and Quarantine Items 
Prior to the Initiation of State Quarantine Phytosanitary Control (Oversight)”. 

Recommendations: 

1. Continue work in the framework of the Ministry of Agriculture’s focus group to develop and approve 
key regulatory acts in connection with the entry into force of Federal Law No. 206-FZ “On Plant Quarantine” 
of 21 July 2014.  

2. Reach an agreement with the Ministry of Agriculture on the need to draft a List of Quarantine 
Products including TN VED and/or OKVED codes and to match the list with quarantine items typically 
causing contamination and/or infestation, as stipulated by Law No. 206-FZ (Article 21.1 and Article 18.3). 

3. Allow quarantine products put out by manufacturers that have the technology to devitalize 
quarantine items and are registered in the appropriate register of manufacturers to be classified as low-risk 
products that do not require a quarantine certificate to be removed from a quarantine phytosanitary area. 

4. Harmonize laws and regulations concerning the cancellation of quarantine phytosanitary areas 
that were introduced before Law No. 206-FZ enters into legal force. 

5. Reach an agreement with the Ministry of Agriculture on the budget financing of 
Rosselkhoznadzor’s performance of the state function of determining the quarantine phytosanitary 
condition of imported quarantine products, as set forth in Law No. 206-FZ. 

6. Create a directory of quarantine areas, similar to that of veterinary regions, for each harmful 
quarantine organism specific to a certain type of product, including clear rules on 
importing/exporting/transporting products as well as clear boundaries.  

7. Develop a unified approach to creating a state phytosanitary information system based on similar 
practices in other areas. 

Issue 5. Requirements for marking an indefinite list of goods with control (identification) marks.  

The regulator regards the system of marking products with control (identification) marks as a key instrument 
of state oversight policy in the fight against counterfeit products. In principle, the working group’s members 
support such efforts against counterfeit products, but they are concerned about a number of issues giving 
rise to a high degree of uncertainty. 

Three draft documents that in one way or another regulate legal relations involved in the marking of goods 
with control (identification) marks are currently under public discussion.  

1. The Eurasian Economic Commission is discussing the draft EEU Regulation “On  Marking Goods 
with Means of Identification in the Eurasian Economic Union,” which establishes the basic principles of such 
a marking system.  

2. Russia is simultaneously discussing the draft Federal Law “On Marking Goods with Control 
(Identification) Marks in the Russian Federation” (ID#02/04/08-16/00052485), which also lays the 
groundwork for such a system, and  

3. the draft Federal Law “On Amendments to Certain Legislative Acts of the Russian Federation as 
Regards the Mandatory Marking of Goods with Control (Identification) Marks in the Russian Federation” 
(No. 229463-7) authorizes the government to establish a list of marked products and adds control 
(identification) codes to cash register receipts.  
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The simultaneous discussion of these three legal acts creates a very uncertain situation. We believe that 
such legislation should be discussed at the level of the Eurasian Economic Commission for purposes of 
consistent wording and the consistent application of marking in the Eurasian Economic Union. 

The situation is complicated by the fact that the drafts are in direct conflict with one another in a number of 
key points. For example, the documents authorize different agencies to make decisions on the introduction 
of control (identification) marks for commodity groups. Of particular concern is the lack of any criteria for 
determining the products to which control (identification) marks should be applied. The lack of transparent 
marking criteria makes it virtually impossible to forecast the draft’s implications for market players and 
assess budgetary and industrial costs involved in implementing the draft and formulating investment plans.  

As regards the draft Federal Law “On Marking Goods with Control (Identification) Marks in the Russian 
Federation,” the working group is obliged to point out that the revised draft not only fails to resolve the 
issues raised in official communications from the business community, but in fact complicates what was 
already a highly nontransparent marking system. For example, the draft states that “logistics ports,” 
introduced for the transfer of data between companies and the federal information system, may be owned 
by commercial businesses, which may charge for their services.  

There is no analysis of federal budget costs involved in implementing the law. According to its authors, the 
law will not entail any additional costs for the budget, but the Ministry of Health estimates that the 
Government Decree “On an Experiment to Mark Medications with Control (Identification) Marks,” developed 
in 2016, involved budgetary costs of over 274 million rubles in 2017 for just one commodity group.  

The draft law is to be introduced as a supplement to similar product tracing systems that are already in 
operation or under development: The Unified State Automated Information System for alcohol products, 
the Mercury Automated Information System of tracing food products via electronic supporting veterinary 
documents, cash registers that transfer information electronically via a fiscal data operator to the tax 
authorities, etc. Business will incur substantial expenses in connection with each tracing system introduced. 
They are not integrated, and each requires its own software and hardware, including equipment to read the 
new marks. Thus, on top of costs involved in purchasing control (identification) marks, manufacturers will 
have to purchase marking equipment or reconfigure existing equipment as well as adapt their information 
systems, and the additional costs may top RUB 1.5 billion. The cost of consumer goods (including 
essentials) for mass consumers will grow considerably, since companies will have to include some or all of 
these costs in the final cost of goods. In the current economic situation, this means that consumers may 
stop buying some products or significantly cut back their level of consumption. In order to optimize the 
expenses of all concerned, including budgets at various levels, and to increase transparency as well as 
trust on the part of end consumers, a single, unified instrument is clearly the best way of achieving a specific 
goal (the introduction of tracing to deal with counterfeit products).  

We believe that the marking system should be introduced in stages in close cooperation with business and 
based on international practice. It would thus be advisable to stipulate that existing international standards 
be used in creating the marking system. This will help to reduce overall costs involved in introducing a 
nationwide marking system in Russia, facilitate its integration with existing supranational and/or 
international marking systems and expand the Russian economy’s export potential. In addition, the 
introduction of marking for some categories of goods that involve or may involve Russian liabilities under 
international treaties should not require parallel tracking systems.  

When new regulations on product marking are introduced, there should be a transition period of at least 
three years after the passage of the law or amendment introducing marking for a new product. Naturally, 
penalties should not be applied during pilot projects and the initial stage of system configuration.  

Under the current wording of the draft law, the release of goods into circulation implies that they are 
imported into the Russian Federation. However, under Article 4.3 of the Customs Code of the Customs 
Union (as amended on 8 May 2015) (appendix to the Agreement on the Customs Code of the Customs 
Union, adopted by Decision No. 17 of the EEU Interstate Council of 27 November 2009), “importing goods 
into the customs territory of the customs union means performing actions with goods ... until they are 
released by the customs authorities.” It follows that goods must be marked with control (identification) marks 
in the country where the manufacturing enterprise is located, essentially equating control (identification) 
marks with excise stamps in terms of administration and related expenses. Since each control 
(identification) mark is an accountable document containing important corporate information, such a 
procedure for marking goods should be avoided. 

In sum, the contradictory nature of current framework legislation on marking with control (identification) 
marks has created a high level of uncertainty, exposing all parties involved in commodity turnover to serious 
administrative and financial risks. A number of key issues (marking criteria, the authorized agency, the type 
and form of control/identification marks) remain unresolved, and a detailed assessment of the project and 
its potential costs for government and business is thus impossible.  
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It should also be noted that the production of goods subject to marking with control (identification) marks is 
regulated above all by Federal Law No. 184-FZ of 27 December 2002 “On Technical Regulation” and does 
not come within the scope of the Federal Law “On the Principles of the State Regulation of Trade in the 
Russian Federation.” It would thus be advisable for any future legislative regulation of such issues in Russia 
to be done in the framework of the Law “On Technical Regulation.”  

Recommendations: 

1. Postpone the Eurasian Economic Council’s discussion of the draft on control (identification) marks 
in the EEC in order to avoid inconsistent approaches in different EEU states. 

2. In close cooperation with good faith manufacturers and their industry unions, develop criteria for 
making decisions on whether marking should be applied to particular product categories. The key (but not 
exclusive) criteria for including a product in a group of goods subject to marking should be that the 
percentage of counterfeit and/or contraband products exceeds a certain threshold as well as the product’s 
cost. 

Another issue requiring thorough discussion by stakeholders is the type of control (identification) marks to 
be applied to each particular product category. 

3. Give priority to harmonizing the approaches to product tracing in existing national information 
systems and those under development and eliminate overlapping functions. 

4. Align the requirements of national tracing systems with global practices.  

5. Develop a road map with precise deadlines for the introduction of tracing for each planned category 
of goods, carry out pilot projects with a sufficient transition period during which fines are not charged, and 
avoid parallel introduction of marking in several categories in order to optimize the burden on business. 

6. Formulate a decision on imported goods released into free circulation in the EEU following customs 
clearance and on sales of goods on retail markets, inasmuch as the proposed draft law does not address 
these aspects. 

Issue 6. The Strategy for the Promotion of a Healthy Lifestyle and the Prevention and Control of 
Noncommunicable Diseases until 2025. 

The Ministry of Health has drafted a government order approving the Strategy for the Promotion of a Healthy 
Lifestyle and the Prevention and Control of Noncommunicable Diseases until 2025 (the “Strategy”). The 
Strategy’s developers drew on materials of the World Health Organization (the Global Action Plan for the 
Prevention and Control of NCDs, 2013-2020, materials of the Moscow Ministry Conference, resolutions of 
a high-level session of the UN General Assembly on NCDs, etc.) as well as Russian programs for the 
development of health care. The Strategy’s goal is to create an integrated prevention-oriented environment 
with optimal conditions for leading a healthy lifestyle and fully realizing human potential.  

The working group supports the government’s efforts to develop a systemic approach to promoting an 
active/healthy lifestyle and preventing noncommunicable diseases (NCDs). Many industry leaders have 
already made voluntary commitments, based on the health-related recommendations of WHO and other 
global regulators, and are making a contribution to promoting a healthy lifestyle and preventing NCDs. 

At the same time, the working group is obliged to call the developers’ attention to a number of issues that, 
unless addressed, may greatly complicate work on the Strategy and subsequent implementation. 

Above all, the Strategy’s developers have overlooked a number of requirements of Federal Law No. 172-
FZ of 28 June 2014 “On Strategic Planning in the Russian Federation.” The grounds for developing the 
Strategy are unclear, and its developers have also overlooked Russian strategic documents that have 
already been adopted: the Strategy for Development of the Food and Processing Industry, the Strategy for 
Improving the Quality of Food Products, the Food Security Doctrine of the Russian Federation, etc. Such 
an approach not only complicates any assessment of the Strategy’s financial impact, it also threatens to 
disrupt the unitary and interconnected legal space of Russian strategic documents. A conceptual 
assessment of the current draft suggests that implementation of the Strategy will entail fundamental 
changes in the volumes and structure of production of such agricultural products as sugar, cheese, meat, 
butter and oil-and-fat products.  

Since the Strategy may play a decisive role in the development of the food industry, the working group’s 
members are convinced that an inter-agency task force should be formed to work on the Strategy and 
develop an implementation plan. The task force should include government officials as well as 
representatives of manufacturers, nonprofit organizations and the scientific community. The task force’s 
main goal should be to integrate the Strategy’s proposals into the overall Russian legal space and to 
harmonize the Strategy with other strategic planning documents. Experience suggests that the Strategy will 
otherwise lack flexibility and balance, ignoring actual market practices and industry growth trends. 
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One priority is to develop methods of collecting statistical information on the full range of risk factors as a 
basis for state policy on the prevention and control of NCDs. Reliable statistics will make it possible to select 
a set of policies optimal for achieving the Strategy’s goal. This approach is in agreement with WHO’s 
comments that any measures should be based on national data and specifics.  

Note that in international practice the preferred approach is a “balanced diet” containing all the essential 
components, vitamins and micronutrients, rather than a “diet that excludes particular products.” It would 
make sense to use the term “food products with a high content of saturated fats, trans fatty acids, free 
sugars or salt,” as these are the ingredients that, if consumed to excess, cause an unbalanced diet and 
increase the physiological risks of contracting NCDs. Any references to specific types of products as “select” 
or as not in line with a comprehensive approach to the promotion of a healthy lifestyle, enhanced food value 
and balanced meals should be removed.  

The Strategy also contains a number of provisions designed to limit marketing and toughen technical 
requirements with respect to marking and product ingredients (including by amending EEU technical 
regulations). These provisions, in combination with the Strategy’s fiscal measures, greatly exceed 
commitments made by other countries in terms of preventing NCDs and promoting a healthy lifestyle. 
Together with economic measures affecting the Russian Federation, this will further impede the 
development of the Russian food industry. A number of working group members that are leaders in the 
food industry have taken successful measures based on self-regulation. Companies believe that further 
development in these areas should draw on accumulated experience, and they call for a maximally 
balanced approach taking into account the current state of the industry and motivating companies to take 
additional measures based on self-regulation and a broad industry consensus.  

We hope that further revision will shift the Strategy’s emphasis, making it more constructive and less 
prohibitive. Leading companies in the food industry want to be involved in jointly preparing and discussing 
the Strategy as well as in comprehensively analyzing its direct and indirect impact.  

Recommendations: 

1. Form an inter-agency task force, using the resources of the Ministry for Economic Development, 
to work on the Strategy and develop an implementation plan. The task force should include government 
officials as well as representatives of manufacturers, nonprofit organizations and the scientific community. 

2. Conceptually harmonize the Strategy with Russian strategic documents that have already been 
adopted (e.g. the Strategy for Increasing the Quality of Food Products in the Russian Federation to 2030). 

3. Give priority to developing means of collecting statistical information on the full range of risks as a 
basis for state policy on the prevention and control of noncommunicable diseases; select an optimal set of 
policies based on the collected information.  

4. Stimulate companies to implement best world practices of voluntarily limiting advertising aimed at 
children under the age of 12, informing consumers about product ingredients and allocating a certain 
quantity of single-portion products. 

5. Eliminate from the Strategy any references to specific types of products as “select” or as not in line 
with an integrated approach to promoting a healthy lifestyle, enhanced food value and balanced meals. 

6. Consider including recommendations in the Strategy on limiting the promotion of breast-milk 
substitutes in accordance with the WHO International Code of Marketing.  

7. Consider measures to support public-private partnerships by priority social advertising aimed at 
promoting a healthy lifestyle. 

Issue 7. The impact of changes in the regulation of road transport logistics in the FMCG sector. 

7.1. Implementation of an automated system of weight and dimensional control (WDC) on the 
country’s roads.  

The business community is concerned about plans to deploy an automated WDC system on federal and 
regional roads in the absence of any information on the implementation stages and procedure.  

Although weight and dimensional control is not new, the shift to an automated system will involve real 
changes in market conditions as well as tighter control over vehicle loads and terms of transport for both 
carriers and shippers. The new system is similar to Platon in terms of scale and complexity, and we believe 
that the Ministry of Transport should develop an implementation schedule and begin with a trial period 
during which fines are zero-rated.  

The trial period will allow operators to refine the system during the process of implementation: verify the 
accuracy of measurements (the extent of error) in various seasonal and climatic conditions; eliminate 
technical faults involved in measuring vehicles, including vehicles transporting liquids; and deal with 
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measurement problems due to load shifting while a vehicle is in motion. Market players will thus have time 
to adapt to the new procedures, reducing the risks of technical failures. 

Currently, however, it looks likes the Platon scenario all over again: the automated WDC system was 
launched without testing on a federal highway in Vologda Region and on regional roads in Moscow, Tula, 
Ryazan, Smolensk, Saratov and Nizhny Novgorod regions as well as in Altai Territory and Kaliningrad. The 
automated equipment’s manufacturers have openly admitted that it is not working properly in some regions, 
while market players are fined up to RUB 400,000 for violations under Article 12.21 of the Administrative 
Offenses Code (solidary liability of vehicle and freight owners).  

To avoid negative consequences, we suggest the following:  

1. Suspend the fines for violations of weight and dimension parameters in the automated WDC 
system on both federal and regional roads. 

2. Approve a trial period for the automated system, and ensure that all potential users are notified 
well in advance of the system’s full deployment, both nationally and regionally.  

3. Adjust the amount of fines to make them consistent/appropriate. 

4. Develop a mechanism allowing business and the authorities to cooperate openly and effectively 
to eliminate weaknesses in the system, as was done in the case of the Platon system.  

5. Launch the full-scale system once the identified weaknesses are eliminated. 

The suggested approach will: 

a) Ensure that the market is informed in advance of changes in the “rules of the game” and the 
degree of responsibility for breaking the new rules. 

b) Prevent unreasonable fines and lower road-transport efficiency due to the system’s newness and 
complexity. 

c) Prevent the political component from being exploited, since a test period and public efforts to 
correct problems ensure that everyone is informed/involved.    

Recommendations: 

1. The Russian Ministry of Transport, jointly with the executive bodies of Russian constituent entities, 
should develop a schedule for implementing the automated system of weight and dimensional control 
throughout the country so that the business community is informed well in advance. 

2. There should be a trial period involving full-scale implementation, but without administrative liability 
for violations: violators should be notified and charged a zero-rated fine.  

3. A mechanism should be developed allowing business and the authorities to cooperate openly and 
effectively to eliminate weaknesses in the system, as was done in the case of the Platon system.  

7.2. Potential extension of the Platon Toll System from federal to regional and intercity roads 
(including authorizing the regions to determine tariff coefficients) as well as its extension to light 
commercial vehicles (gross vehicle weight over 3.5 tons). 

There are worrying reports coming from the regions of plans to collect additional resources for regional 
road funds by rerouting truck traffic from federal highways to regional and local roads. The risk of such an 
initiative is quite high in light of numerous attempts by regional authorities to have federal laws passed 
introducing tolls for regional roads. The Ministry of Transport supports this idea, but various time frames 
have been mentioned – from the second half of 2017 to early 2018. Moscow Region, the Republic of 
Tatarstan and Krasnodar Territory have stated that they currently have the technical capability to deploy 
the system.  

According to experts, this could produce a ripple effect in terms of prices for finished products. We also 
believe that the inadequacy of current procedures will prevent a level playing field for domestic carriers and 
foreign haulers entering the country on a temporary basis.  

In November 2016, it was reported that the Ministry of Transport planned to introduce tolls on federal 
highways for trucks weighing from 3.5 to 12 tons. Ministry officials later denied these reports, explaining 
that there could be no discussion of timing until feasibility and administrative capabilities had been studied, 
but they didn’t reject the idea out of hand.  
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Recommendations: 

1. Ensure that the development of initiatives at federal and regional levels is monitored. 

2. While approving the initiative in principle, postpone the decision as long as possible, and ensure 
that regulatory documents are developed and adopted as recommended by industry experts. 

7.3 Stability of the business environment as a government objective for 2017: the example of 
changes in Platon rates and new amendments affecting road transport logistics. 

The business community takes an active part in discussing the optimization of the procedure and terms for 
tolls charged on trucks with a gross weight of over 12 tons on federal highways as well as other regulatory 
issues concerning road transport logistics. 

Another topic of discussion is the establishment of a reasonable amount of toll and the predictability of rate 
changes. Due to the understanding reached by all stakeholders, a discount rate of 0.41 was applied almost 
as soon as the system began functioning, so that the toll was 1.53 rubles/km until 15 April 2017.  

Beginning in October 2016, the business community and senior officials of the Russian Ministry of Transport 
and Rosavtodor engaged in heated discussions of the possibility of raising the toll. In November, the 
Russian Ministry of Transport drafted a document involving a compromise (two-stage) toll increase: from 
1.53 rubles/km to 2.61 rubles/km on 1 February 2017 and from 2.61 rubles/km to 3.06 rubles/km on 1 June 
2017. The business community objected to this increase, reasonably arguing that only a small percentage 
(25%-60%) of all vehicles are registered in the Platon system and that higher tolls would place an unfair 
burden on the minority of good-faith market players. Moreover, the increase will not resolve the system’s 
fundamental problems: lack of adequate control, less than 100% involvement of carriers nationwide and 
low toll collection even among registered participants. As a result, the draft decree involving a two-stage 
increase was rejected based on an assessment of its regulatory impact. Nevertheless, the decision to 
increase the toll was not reversed but only modified: in early February, Government Decree No. 120 
approved a one-time doubling of the toll (to 3.06 ruble/km), effective 15 April 2017. Ultimately, responding 
to strong arguments made by the business community, the Prime Minister instructed that the decision be 
changed.  

We believe that, beyond the additional financial burden on business, such changes have a destabilizing 
effect by undermining forecasts of the country’s business environment. The uncertainty about possible 
changes in Platon tolls has a negative impact on both the consumer goods market, which is sensitive to a 
wide range of factors, and on the market of logistics services, discouraging new investments in the 
transportation industry. Good faith freight owners – the primary source of tolls collected in the Platon system 
– are generally major companies that complete their budget planning for the next year in August–
September. Today Platon accounts for a major portion of their non-tax payments, and the predictability of 
Platon tolls, like any other transport fee, is of critical importance.  

Unexpected regulatory changes (toll increases and uncertain prospects concerning the extension of Platon 
from federal to regional and intercity roads) entail unplanned expenditures that disrupt their financial and 
investment plans.  

Such an approach prevents the full realization of measures to promote economic growth in the country. 
Renewed economic growth depends on business’s confidence that macroeconomic conditions are stable 
and that government reforms are predictable and transparent. 

Recommendations: 

1. The Ministry for Economic Development should propose that the Russian Government introduce 
a period of least eight to twelve months between the decision on a rate of mandatory payment and its 
application so that market players will have time to take the amendments into account in their financial 
plans for the relevant planning period. The planned decision should be discussed openly and at length 
with regulated parties and representatives of both shippers and carriers. 
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7. Localization 
Issue 1. Support for Russian producers and processors of agricultural products needed by leading 
food manufacturers. Increasing the export potential of Russian agricultural products. 

Foreign companies are ready to increase the involvement of Russian producers in their procurement 
system, thus improving their level of localization, lowering costs and making their output more competitive 
on the market. The food industry in particular offers strong potential for the development of primary agro-
processing. It involves such products as dried vegetables (cut up), dried vegetables/herbs, powdered milk, 
milk fat, dry whey, raw materials for juice products (apple puree and apple juice concentrate), malt and 
other products. 

Cooperation with Russian suppliers may, however, be hindered by certain problems. One of the key issues 
is lack of international certification or only formal compliance with the requirements.  

For most companies, certification of compliance with the GFSI requirements is a prerequisite to start 
cooperation with a certain supplier. Preparatory work to get certification requires a number of measures, 
such as rearrangement of production premises, modification and regulation of production processes, staff 
training, etc. Consequently, both the process of certification itself and all the required preparatory activities 
entail significant costs.  

That being said, we believe that staff training is a measure that can, and should, be supported by the state.  

Major companies purchasing processed products are concerned about the qualifications of their suppliers’ 
employees, as, in the end, it is the team that determines the level of safety and quality of manufactured 
products. 

Personnel training provides a background to spread international business practices, ensure compliance 
with modern standards, integrate into global supply chains, and create highly productive jobs.  

Possible solution: 

Today, thanks to the joint efforts of the Ministry for Economic Development and regional authorities, a 
support infrastructure for SMBs has been created in constituent entities of the Russian Federation. 

There is a potential for product certification support for such organizations in the SMB support infrastructure 
as BSCs (business support centers) and ESCs (export support centers). It is necessary to analyze the 
demand for such pattern of working, assess its efficiency and revise it to account for the needs of potential 
suppliers of large food companies. 

In addition, there is an option for certain organizations in the SMB support infrastructure to benefit from 
educational events.  

We believe that this mechanism should be employed to train employees who prepare to obtain the GFSI 
standards certification.  

As a rule, training activities organized via SMB support infrastructure organizations target business owners 
rather than production employees; in this respect, alternatives should be sought to arrange state-funded 
training events as part of the SMB support infrastructure activities for employees who prepare to obtain the 
GFSI standards certification.  

The Localization Working Group’s recommendations on the issue:  

The Ministry for Economic Development, in cooperation with members of the working group, should:  

1. analyze the demand for assistance from BSCs and ESCs in certifying goods, work and services 
and develop proposals for making such support more popular with SMBs; 

2. develop effective state-funded training schemes as part of the SMB support infrastructure activities 
for employees who prepare to obtain the GFSI standards certification;  

3. arrange for an information seminar, Development of Russian Suppliers of International Companies 
and Enhancement of Their Production Quality, to be attended by officials of the Ministry for Economic 
Development, FIAC member companies, local suppliers, providers of training and pre-certification 
preparation services, SMB support infrastructure organizations, federal executive bodies, and Russian 
business associations; 

4. based on the results of the seminar, develop a pilot project to facilitate certification preparation 
procedures for small and medium businesses in five regions of the Russian Federation selected upon the 
recommendation of the Ministry for Economic Development and FIAC WG members.  
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Issue 2. Enhancement of state measures to support the processing of goods for domestic 
consumption (jointly with FIAC’s Working Group for Improvement of Customs Law). 

The traditionally high share of imported goods in many segments of the Russian market – a result of low 
domestic supply and growing domestic demand – is a sure indicator of high growth potential for domestic 
production in terms of both consumer demand and import substitution.  

Yet growth in production is hindered by a number of factors, one of the most important being the structural 
imbalance between import duty rates, with the rates for raw and other materials exceeding or equaling 
those for the finished products. This is an economic barrier to growth in domestic production, because 
importing finished products is cheaper than producing them in Russia. The result is a decline in the 
competitiveness of domestic products on both domestic and foreign markets. The problem primarily 
involves raw and other materials that are not produced in EAEU countries and cannot be replaced by other 
materials without a substantial loss in the final products’ consumer properties.  

A review of customs duty rates for specific items in the Common Customs Tariff is a complex, laborious 
and lengthy process. 

In our opinion, this situation can be resolved by more actively using the special customs procedure of 
processing for domestic consumption (customs legislation of the Eurasian Economic Union). Under this 
procedure, which will further the purposes of import substitution, raw and other materials used in processing 
are fully exempt from import duties. The processed products are placed under the customs procedure of 
release for domestic consumption and subject to import duties at the applicable rates. 

The customs procedure of processing for domestic consumption is widely used throughout the world and 
is an effective means of developing local industry and attracting investments. 

Under Article 265 of the Customs Code of the Customs Union (Article 188 of the EAEU Customs Code), 
the procedure of processing for domestic consumption is applied to a number of goods determined by the 
national laws of member states.  

In Russia’s case, a list of such goods is established by Article 265 of Federal Law No. 311-FZ On Customs 
Regulation in the Russian Federation of 27 November 2010 and by Government Decree No. 565 of 12 July 
2011 (the “Decree”). The list is limited only to designated goods. As a result, the procedure of processing 
for domestic consumption is not used in practice, and this holds back the development potential of domestic 
high-tech production with high added value as well as new investment in such production.  

In view of the changes in the Russian legislation upon the adoption of the Customs Code of the Eurasian 
European Union, we suggest revising the approach to determining which goods may be processed for 
domestic consumption. 

Under Belarusian law (Decree No. 1373 of the Council of Ministers of 13 October 2011), Kazakh law 
(Decree No. 73 of the Government of the Republic of Kazakhstan of 16 January 2012) and Kyrgyz law 
(Decree No. 564 of the Government of the Kyrgyz Republic of 10 August 2015), the procedure of processing 
for domestic consumption may be applied to all goods in the Customs Union’s Unified Goods Classifier for 
Foreign Economic Activity, except for goods that may not be imported into the customs territory of the 
Customs Union and/or that do not qualify for processing in the customs territory (a list of such goods was 
approved by Resolution No. 375 of the Customs Union Commission On Certain Issues Concerning the 
Application of Customs Procedures of 20 September 2010). The customs legislation of many other non-
EAEU countries contains the same approach. 

We believe that such an approach gives flexibility to respond to commodity markets volatility and helps to 
offer goods to EAEU consumers at prices lower than those for similar finished foreign products. 

Even so, Chapter 26 of the EAEU Customs Code sets clear, unambiguous and exhaustive requirements 
for foreign trade operators to ensure proper use of the procedures of processing for domestic consumption, 
prevent unfair declaration for purposes of evading import duties and taxes, ensure observance of bans and 
restrictions and measures to protect the domestic market. This procedure may be used only on the basis 
of a processing terms document issued by an authorized body of the Eurasian Economic Union member 
state and containing information on both the recipient and the conditions for application of the procedure.  

There are also numerous requirements with respect to the manner, conditions, timing and volumes of 
processing as well as the identification of goods and processed products, including the requirement that 
processed products cannot be restored to their original condition in a cost-effective manner. 

Thus, Chapter 26 of the EAEU Customs Code allows for the effective use of a customs procedure designed 
to attract, support and develop production in the Eurasian Economic Union, regardless of any imbalance in 
the customs duty rates for raw materials and finished products, while ensuring an appropriate level of 
control over the correct use of the procedure. 
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In that context and in view of the changes in the Russian legislation upon the adoption of the Customs Code 
of the Eurasian European Union, it is recommended to consider modifying the procedure for determining 
which goods may be processed for domestic consumption by establishing a list of goods that do not qualify, 
in order to expand the application of the customs procedure of processing for domestic consumption. 

Cross-border operators note that the comprehensive use of the procedure requires addressing the issue of 
identifying foreign goods in processed products.  

The following should be noted in connection with the identification of foreign goods in processed 
products. Under Article 242 of the Customs Code of the Customs Union, the following methods may be 
used to identify foreign goods in processed products: 1) seals, stamps and digital and other labeling affixed 
on original foreign goods by the declarer, processor or customs officials; 2) a detailed description, 
photographs or scaled-down representation of foreign goods; 3) a comparison of preselected specimens 
and samples of foreign goods and processed products; 4) use of the current labeling of goods, including 
serial numbers; 5) other methods, depending on the nature of the goods and processing operations, 
including a review of detailed information provided about the use of foreign goods in processing as well as 
about the processing technology or by means of customs control over processing operations. 

Unfortunately, for most industries the methods indicated in 1)–4) are unacceptable because the raw 
materials used: 

1. do not or cannot have definite identifiers (chemical raw materials, food raw materials, small 
components and spare parts); 

2. disappear during manufacture (evaporation, chemical transformation); 

3. are difficult to isolate and identify due to the specifics of the final product (food products, 
sophisticated equipment). 

A simplified identification procedure should be provided for such industries, including that based on the 
FIFO (first in, first out) method which assumes that goods imported earlier are processed first. This will help 
reduce the administrative burden on processing companies and apply processing procedures more 
frequently. 

Recommendations: 

1. The Russian Ministry of Finance, the Russian Ministry for Economic Development, in cooperation 
with other concerned federal executive bodies and public organizations, should consider modifying the 
procedure for determining which goods may be processed for domestic consumption by establishing a list 
of goods that do not qualify, in order to expand the application of the customs procedure of processing for 
domestic consumption. 

2. The Russian Ministry of Finance should add a provision to the draft Federal Law On Customs 
Regulation for the potential application of the FIFO method, whereby foreign goods in processed products 
are identified on the assumption that foreign goods imported earlier are processed first, unless the declarer 
proves otherwise. 

3. The Russian Ministry of Finance should draft a legal act setting requirements for corporate 
accounting systems of entities applying customs processing procedures and for their reporting documents 
aligned with accounting (tax) or internal accounting systems that serve as evidence of using foreign goods 
to manufacture processed products of certain volumes during a certain period. 

4. The Russian Federal Customs Service, in cooperation with concerned federal executive bodies, 
should set methodological guidelines with detailed instructions for customs officials, tailored for the 
accounting policies of companies operating in different industries. 

Issue 3. Providing high quality locally produced meat and bone meal to animal food production 
companies.  

Animal feed production is a progressing fast-growing industry. Investments in the national economy have 
been impressive exceeding 3 billion dollars for the feed production sector only in the last 20 years. FIAC 
member companies have already built six plants in Russia; another plant is soon to be commissioned in 
the Rostov region. The annual turnover of the animal feed production market is over 170 billion rubles. 
More than 20,000 people are employed in production and distribution. In addition, substantial volumes of 
finished feeds are exported to CIS and other countries (more than 16 countries). 

High-protein meat and bone meal is an important ingredient in animal feeds which is absolutely essential 
in their production. FIAC member companies have always prioritized localizing feedstock, including meat 
and bone meal. 
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To date, over 50% of feedstock is purchased in Russia. However, a number of intrinsic problems including 
the quality of meat and bone meal and legislative regulation of its use in the Russian Federation prevent 
local producers from boosting their purchases. Certain types of meat and bone meal, such as rabbit, duck, 
turkey and salmon meat and bone meals, are not produced in Russia or are only manufactured in small 
volumes, thus forcing animal feed producers to import feedstock from third countries (Appendix 1). 

The issue of banning imports of meat and bone meal from certain countries is still under discussion, and 
this is the reason why in May the Russian Ministry of Agriculture set up a special Working Group for Meat 
and Bone Meal Market Monitoring aimed to design a road map for the import substitution of meat and bone 
meal and coordinate cooperation of consumers and meat and bone meal producers in order to ramp up 
manufacturing in Russia. The work performed in the last three months has helped to improve the situation 
and support high quality meat and bone meal supplies to the industry (with account of the forecasts up to 
late 2018); however, there still exists a significant overall deficit of 47.6%, or 37.7 thousand tons (Appendix 
2). 

We believe it appropriate to maintain this pattern of cooperation of the Ministry's Working Group until 
manufacturers are fully provided with locally produced feedstock. Otherwise, the proposed ban may be 
imposed causing a number of serious problems including lack of feedstock for all Russian producers of 
finished animal feeds in 2017-18, a drop in production to 300 thousand tons (over 30 billion rubles in 
monetary terms), and a 3 billion ruble reduction in tax revenues to budgets of various levels. If Russian 
producers curtail their production, they will lose their shares in EAEU and CIS markets and feeds will have 
to be imported. In this case, it will take long to recover the Russian export position. 

Given the circumstances, we have drafted proposals on the plan of action (road map) to develop the 
Russian market of meat and bone meal to produce cat and dog foods (Appendix 3). The proposals focus 
on measures to facilitate the industry's transfer to locally produced feedstock (potentially compensating for 
an expected shortfall in supplies from third countries) by 2020. 

Recommendations: 

The plan of action (road map) to localize high quality meat and bone meal by 2020 should be approved and 
the order of the Russian Ministry of Agriculture should be adopted. 
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Appendix 1. Consumption of high quality meat and bone meal by animal feed producers, breakdown for 2015-17 

Meat and 
bone meal 
type 

2015 volume, 000’ tons 2016 volume, 000’ tons 1H2017 volume, 000’ tons 

Of Russian 
origin 

Of EAEU 
(Belarusian) 
origin 

From third 
countries 
(imported) 

Total Of Russian 
origin 

Of EAEU 
(Belarusian) 
origin 

From third 
countries 
(imported) 

Total Of Russian 
origin 

Of EAEU 
(Belarusian) 
origin 

From third 
countries 
(imported) 

Total 

Poultry meal 13,233 0 41,744 54,977 27,47 0 27,958 55,428 12,32 0 15,193 27,513 

Pig/meat 
meal 3,455 9,477 12,049 24,981 6,416 7,605 13,781 27,802 3,588 6,446 5,554 15,588 

Other 
animals and 
birds (rabbit, 
duck, etc.) 

0,468 0 0,739 1,207 0,528 0 1,108 1,636 0,272 0 0,52 0,792 

Total 17,156 9,477 54,532 81,165 34,414 14,99 42,847 84,866 16,18 6,446 21,267 43,893 
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Appendix 2. Requirement for high quality meat and bone meal, 2017-18 

Meat and bone meal type 2017  2018 

Overall 
requirement 

Available in annual 
terms*  

Projected deficit in 
annual terms*  

Overall 
requirement Available  Projected deficit  

000’ tons 000’ tons % 000’ tons % 000’ tons 000’ tons % 000’ tons % 

Chicken meal 56,31 23,21 41.22 33,1 58.78 62,91 40,52 64.41 22,39 35.59 

Pig meal (including high-
protein meal) 19,23 17,13 89.08 2,1 10.92 21,36 19,16 89.7 2,3 10.3 

Fish meal, including salmon 
meal 1,3 0 0 1,3 100 1,462 0 0 1,462 100 

Other animals and birds 
(rabbit, duck, turkey, etc.) 1,9 0,718 37.79 1,182 62.21 2,15 0,818 38.05 1,332 61.95 

Total 78,74 41,058 52.14 37,682 47.86 87,882 60,498 68.8 27,484 31.2 

* As at 11 August 2017 
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Appendix 3. Draft plan of action (road map) to develop the Russian market of meat and bone meal to produce cat and dog foods 
 
I. General description 

The purpose of the plan of action (road map) to develop the Russian market of meat and bone meal for the production of cat and dog foods (hereinafter, the 
“road map”) is to ensure the transparent process of localizing meat and bone meals for animal food production, as well as the quality of localized feedstock and growing 
exports of Russian-made products. Measures set out in the road map are aimed at enhancing government control and standardizing requirements for manufactured 
products. 

The road map will be implemented within 2017-20, together with the Development Strategy for the Food and Processing Industry of the Russian Federation 
for the period up to 2020 approved by Instruction No. 559-r of the Russian Government of 17 April 2012 and the charter of the Agricultural Produce Exports priority 
project approved by the Russian President’s Council for Strategic Development and Priority Projects (Minutes No. 11 of 30 November 2016). The goals of the road 
map will be achieved through:  

1) drafting and amending the EAEU technical regulation and federal standards;  
2) increasing production capacities of high quality meat and bone meal producers by promoting competition on the meat and bone meal market; 
3) expanding exports of finished goods. 
The following control measures were selected to assess the road map efficiency: 
 

Control measures: 

 Measure Reference value Period, year 

2018 2019 2020 

1 Availability of chicken meal 40%* 60% 80% 100% 

2 Availability of pig meal 89%* 95% 100%  

3 Availability of meat and bone meal 
from other feedstock 

38%* 40% 50% 60% 

4 Exports of finished animal feeds, 
USD mln (TN VED 2309 10 group) 

81.4** 85 90 100 

* For 2017 
** For 2016 
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II. Plan of action 
 Activity Type of document Expected results Deadline Activity owner 

1. Improve the quality of locally produced meat and bone meal 

1.1. Draft new regulations or amend the 
effective regulations concerning the meat 
and bone meal quality and safety 
standards 

Federal standard  Amended GOST 17536-
82 (USSR standard 
Feedmeal of Animal 
Origin. Technical 
specifications.) 

Standard technical 
specifications to produce 
high quality meat and 
bone meal 

December 2017 Ministry of Agriculture 

Federal Agency for 
Technical Regulation and 
Metrology (Rosstandart) 

Institute of Meat Industry 

1.2. Ban intraspecific feeding to make the 
market of byproducts and meat and bone 
meal 

Technical regulation Adoption of the technical 
regulation for feeds and 
feed supplements 

 

June 2018 Ministry of Agriculture 

Ministry of Industry and 
Trade 

Ministry for Economic 
Development 

1.3. Enhance quality control systems at Russian 
meat-processing factories that process 
byproducts and produce meat and bone 
meal 

Agency regulatory act Information directory of 
best available 
technologies (IDBAT) 
Animal Slaughter at Meat 
Processing Factories and 
Refrigerated 
Slaughterhouses, Animal 
Byproducts 

December 2017 Ministry of Agriculture 

Federal Agency for 
Technical Regulation and 
Metrology (Rosstandart) 

2. Increase production capacities of Russian high quality meat and bone meal producers 

2.1. Design a program to notify agriculture 
companies of the requirements for high 
quality meat and bone meal 

Agency regulatory act Notification program December 2017 Ministry of Agriculture 
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 Activity Type of document Expected results Deadline Activity owner 

2.2. Design a program for subsidizing 
investment projects to boost meat and bone 
meal production 

Agency regulatory act Subsidizing program December 2017 Ministry of Agriculture 

2.3. Design a program for proactive 
development of fish meal production, as 
well as the production of poultry, duck, 
turkey and lamb meal in Russia 

Agency regulatory act Development program December 2017 Ministry of Agriculture 

3. Monitor the transfer from foreign to local 
meat and bone meal production 

Report to the 
Government 

Report to the Government Year end Ministry of Agriculture 

4. Assess the probability of limits on imported 
meat and bone meal 

Report to the 
Government 

Report to the Government January 2020 Ministry of Agriculture 

Ministry for Economic 
Development 
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Issue 4. Harmonizing Russian and EU technical compliance procedures for chemical and other 
products in order to increase the export potential of goods produced in Russia. 

One of Russia’s key economic tasks is to increase exports of non-resource and high-tech goods and make 
them more competitive abroad. 

One essential step toward this goal would be to eliminate technical barriers that limit the volume of trade 
between Russia, EU member states and other countries. One such barrier to industrial growth in Russia is 
the lack of unified standards of technical compliance for a number of goods that account for a sizable share 
of Russia’s trade with EU member states.  

Harmonization of the Russian and European systems of technical regulation, including mutual recognition 
of lab tests and the elimination of any need for repeat tests of goods produced in the EU and Russia, will 
give each country greater access to the others’ markets. This would have a very positive influence on the 
development of Russian industry and exports of Russian-made goods as well as on the Russian economy 
as a whole. 

The importance of harmonizing Russian and EU technical compliance procedures is a topic of discussion 
in the business community as well as at the highest level of government. Following his participation in the 
2016 Sochi International Investment Forum, Russian Prime Minister Dmitry Medvedev instructed that this 
issue be studied by the Ministry for Economic Development and the Federal Accreditation Service.  

The great majority of companies investing in the Russian economy are convinced that there is strong 
potential for further localizing production in Russia and exporting Russian products to other countries.  

We welcome any initiatives to lower barriers limiting growth in the volume of trade between our countries 
and are ready to propose a number of measures that we think would have a very positive influence on 
Russia’s industrial and export potential: 

1. Inclusion of businesses as permanent members in EEC (Eurasian Economic Commission) working 
groups that are drafting regulatory documents on technical regulation and sanitary measures. 

2. A review of the requirements of EAEU technical regulations in view of international best practices 
and the goal of harmonization with the EU, including input from the business community, namely: TR CU 
009/2011 On Safety of Cosmetic Products (toxicological safety parameters, appendices, definitions), TR CU 
005/2011 On Safety of Packaging (labeling requirements), TR CU On Safety of Chemical Products 
(alignment of the register of chemicals with that of the EU). 

3. Harmonization of approaches to determining the hazard classes of products by more closely 
aligning Russian (in the long term, Eurasian) and European law (on the basis of CLP – Classification, 
Labeling and Packaging Regulation No. 1272/2008). 

Following UN recommendations, Russia adopted the Globally Harmonized System of Standards on 
Classification and Labeling of Chemicals (GHS) in 2013. To align with the GHS, European countries have 
adopted the new regulation CLP (EC) No. 1272/2008 on classification, labeling and packaging of chemical 
substances and mixtures.  

Efforts should continue to improve the standards and align them with the CLP Regulation.  

4. Introduction and recognition in Russia (at the EAEU level) of alternative testing methods: calculation 
methods and methods involving biological models; harmonization of the respective safety requirements and 
testing techniques to ensure a consistent approach to assessing products’ compliance with safety 
requirements. Design of bilateral agreements to confirm the respective test protocols. 

Currently effective Russian laws do not allow acknowledging the results of classifying chemicals, including 
household chemicals, using calculation methods. As a result, known products are unreasonably subjected 
to numerous tests creating unnecessary administrative barriers. 

Toxicological safety parameters of cosmetic products in the EAEU are currently assessed using two 
standards, GOST 33506-2015 and GOST 32893-2014, providing for alternative methods, such as the 
luminescent bacteria test, the chicken chorioallantoic membrane test, and mobile cell culture assays. 

It is proposed that these standards be updated, or new standards be developed, which will cover other tests 
with a higher degree of correlation recognized and known in the EU. These include: 

• OECD TG 435 (2006), OECD TG 431 (2004), OECD TG 430 (2004), OECD TG 435 (2006); 
• OECD TG 439 (2010),  OECD Guidance 2012b, OECD TG 442 c, OECD TG 442 d;  
• OECD TG 437 (2013), OECD TG 438 (2013), OECD TG 460 (2012), OECD TG 492.  
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5. Development of current methods and introduction of new methods of in vitro toxicology testing 
recognized by the international scientific community and their harmonization with EU rules (in the long run, 
at the level of the EAEU) from a legal and practical point of view; options (first – at the applicant's choice) 
for testing products excluding the use of laboratory animals and relying on the long-established successful 
practices in the EU. Extensive use of the methods by testing centers, their promotion (provision of equipment 
and training) and accreditation. 

To assess household chemicals in Russia, two alternative methods are currently used (Quick Toxicological-
Hygienic Testing of Detergents with Luminescent Bacteria and Toxicity Assessment of Household 
Chemicals. Quick Toxicity Testing of Detergents Using Cattle Sperm as a Test Object.)  

Those are purely local methods not used in Europe. To be recognized globally, they require validating in 
Europe or introducing recognized approved European methods. 

Toxicological safety parameters of cosmetic products in the EAEU are currently assessed using two 
standards: GOST 33506-2015 and GOST 32893-2014. Those provide for alternative testing methods for a 
limited number of cosmetic products. Other products, for example hair dyes, can only be tested using 
laboratory animals. 

In this context, it is proposed that the alternative methods already used be extended to other categories of 
cosmetics. It should be noted that such practice exists and had been successfully applied until GOST 33506-
2015 was adopted in 2017. 

6. Elimination of administrative and technical barriers to the evaluation of product safety by increasing 
the number of state-recognized independent testing centers. 

7. Elimination of administrative barriers so that documents can be adopted and amended more rapidly 
in the framework of the EEC. Legislation of time limits for preparing and adopting EEC regulatory acts and 
liability for failing to meet such time limits (e.g. in some cases it may take nearly five years to amend technical 
regulations). Adoption of a simplified procedure to amend appendices to technical regulations that relate to 
obtaining new data on safety of chemicals. 

8. Official use in Russia of European chemical databases to eliminate the need for additional testing 
in Russia. 

9. Introduction of the institution of independent attested experts to arbitrate disputed issues 
(interpreting contradictory findings from various testing centers). Consideration of the issue with input from 
the business community. 

Issue 5. Implementation of the principle “localization in exchange for support,” including special 
investment contracts (SPICs). Determination of the level of localization that can be achieved by 
various industries and products. 

According to the Plan of Priority Measures to Ensure Sustainable Development of the Economy and Social 
Stability in 2015 (the “Anti-Crisis Plan”) approved by Resolution No. 98-r of the Russian Government of 27 
January 015, one of the Government’s key efforts will be to support import substitution for a broad range of 
non-resource (high-tech) goods and to ensure social stability, including in the area of health care and 
pharmaceuticals, by placing restrictions on purchases of pharmaceuticals and medical goods originating in 
foreign countries for state and municipal needs. 

The Anti-Crisis Plan’s stabilization measures include proposals for amendments to federal law providing for 
long-term state contracts that are conditional on the localization and development of production in Russia. 
Long-term contracts guarantee stable demand for pharmaceuticals and medical goods for an extended 
period, and the large purchase volume will help stabilize prices and so optimize budget expenditures for 
pharmaceuticals and medical goods. Such long-term contracts are intended to provide an additional 
incentive for foreign investors to localize production in Russia. To date, pharmaceutical companies have not 
entered into any long-term contracts. A committee headed by the Russian Ministry of Industry and Trade 
was established in late 2016 to hold pricing negotiations with producers, though it has not shown any actual 
results yet (no long-term contracts concluded). 

Another stabilization measure in the Government’s Anti-Crisis Plan is a restriction on state purchases of 
foreign-made pharmaceuticals and medical goods if offers are made by two or more producers in EEU 
countries.  

Decrees to implement this measure were adopted by the Government on 5 February 2015 (for medical 
goods) and 30 November 2015 (for pharmaceuticals). Foreign investors are concerned that these 
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documents fail to set criteria for local products and take no account of the investments already made by 
foreign investors to develop the pharmaceutical and medical industry in Russia.  

Pursuant to Government Decree No. 1289 On Restricting the Use of Pharmaceuticals Originating in Foreign 
States <…> of 30 November 2015, in the event of two or more participants with EAEU-made 
pharmaceuticals in a public tender, the foreign drug bid is declined (the Three is a Crowd rule). In addition, 
the Ministry of Industry and Trade has drafted amendments to support producers of pharmaceutical 
substances. According to the draft amendments to Decree No. 1289, where a locally produced 
pharmaceutical (including a pharmaceutical substance) participates in a tender, all other bids are declined. 
Otherwise, tenders are held as required by the previous version of Decree No. 1289.  

The pharmaceutical community and the Russian Federal Antimonopoly Service did not support the initiative. 
Furthermore, the experience in applying the currently effective Three is a Crowd rule has been controversial. 
According to the Russian FAS, in a number of cases bids of public tender participants were declined though 
they were willing to supply pharmaceuticals at a significantly lower price than that of the winning bidder. 

In this context, additional efforts should be made to amend the Three is a Crowd rule so as to provide 
differentiated preferences to public tender bidders depending on the extent of localization of the bidding 
pharmaceuticals and to eliminate barriers that clearly restrict access to public procurement. 

Another important contributor to localization would be an improved procedure for applying the 15% discount 
factor to “contract prices” for state and municipal purchases (Order No. 155 of the Ministry for Economic 
Development On Terms of Access of Goods Originating in Foreign States when Goods, Work and Services 
are Purchased for State and Municipal Needs of 25 March 2014). This preference is currently applied in 
only a limited number of cases, because customers do not always divide goods into several auction lots, 
and the price preference cannot be applied if a lot includes both localized and unlocalized goods. 

In furtherance of the policy to encourage the production of competitive industrial goods in the Russian 
Federation, Federal Law No. 488-FZ On Industrial Policy in the Russian Federation was adopted on 31 
December 2014, and Article 16 envisages special investment contracts (SPICs) as a means of supporting 
investors. 

SPICs are intended, among other things, “to encourage investments in the establishment and modernization 
of production by providing investors with industry benefits and preferences and ensuring a stable business 
environment.”  

Currently, however, there are a number of obstacles preventing SPICs from being attractive and effective 
for pharmaceutical and medical companies. The main reason is the poor consideration given to industry 
specifics. The relevant department of the Russian Ministry of Industry and Trade is currently processing six 
applications of pharmaceutical companies for special investment contracts. 

Conclusion of SPICs in the pharmaceutical sector is primarily hindered by the following: 

1. Lack of regional legislation that would allow pharmaceutical companies to qualify for regional tax 
benefits  

2. Inapplicability of benefits for market players (namely, the condition that the investment project 
should generate at least 90% of total revenue) 

3. Inapplicability of benefits for major projects (the deadline for utilizing income tax benefits is 2025) 

4. Obtaining the local product status for pharmaceuticals manufactured under SPICs but not yet 
qualifying for Russian-made goods, pursuant to the Agreement on Rules for Determining the Country of 
Origin of Goods in the Commonwealth of Independent States of 20 November 2009 

In view of the above, we suggest that current measures be refined and additional ones be developed to 
provide more incentives for investors that take into account the specifics of the pharmaceutical industry and 
the production of medical goods as well as the needs of the Russian health care system. Such support 
measures will make SPICs a really effective means of enhancing the investment climate and giving Russian 
patients greater access to innovative pharmaceuticals and medical goods.  

One way to increase the appeal of SPICs for investors is to design additional incentives that would guarantee 
a certain volume of state purchases of pharmaceuticals and medical goods produced under SPICs, provided 
they are sufficiently localized. 

Another driver for investors to enter into SPICs for drug manufacturing is fixed prices for pharmaceuticals 
produced in accordance with the terms of SPICs which are set at the date of contract origination. 
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The working group has drafted certain regulations to clarify the procedure for obtaining ST-1 certificates and 
lift restrictions on access to state and municipal procurement of pharmaceuticals released under special 
investment contracts. 

The proposed draft regulations will help to: 

1. extend the list of documents and grounds to treat pharmaceuticals as goods produced in member 
states of the Eurasian Economic Union 

2. issue ST-1 certificates for pharmaceuticals when making state and municipal purchases on the 
date of concluding a special investment contract with the Russian Federation for the production of 
pharmaceuticals in the Russian Federation and stage-by-stage (within three years after equipment 
commissioning) performance of all technological and manufacturing operations, as set out in the appendix 
to Government Decree No. 719 for pharmaceuticals assuming that such pharmaceuticals do not yet qualify 
for goods of Russian origin in accordance with the Agreement on Rules for Determining the Country of 
Origin of Goods in the Commonwealth of Independent States of 20 November 2009 

3. lift restrictions concerning participation in state and municipal procurement tenders of 
pharmaceuticals produced in the Russian Federation under special investment contracts with the Russian 
Federation where such pharmaceuticals do not yet qualify for goods of Russian origin in accordance with 
the Agreement on Rules for Determining the Country of Origin of Goods in the Commonwealth of 
Independent States of 20 November 2009 

Recommendations: 

• The Russian Ministry of Industry and Trade, jointly with the Ministry of Health, in developing 
incentives for medical companies involving SPICs, should provide for the expedited issue (within 
one month) of registration certificates by the Russian Federal Service for the Oversight of Health 
Care and Social Development. 

• The Russian Ministry for Economic Development should develop methodological instructions 
recommending that state and municipal customers make state and municipal purchases in lots in 
order to take full advantage of the 15% discount off the “contract price” for localized products.  

• The Russian Ministry of Industry and Trade should consider using a preferential, rather than 
restrictive, approach to granting access to public tenders. 

• The Russian Ministry of Industry and Trade should give priority consideration to FIAC member 
companies’ projects involving SPICs. 

Consideration should be given to amendments proposed by the working group and aimed to clarify the 
procedure for obtaining ST-1 certificates and lift restrictions on access to state and municipal procurement 
of pharmaceuticals released under special investment contracts. The amendments should be made to the 
following regulations: 

• Decree No. 1289 of the Government of the Russian Federation On Restrictions and Terms of 
Access of Vital and Essential Drugs Originating in Foreign States to Be Purchased for State and 
Municipal Needs of 30 November 2015; 

• Order No. 93 of the Chamber of Commerce and Industry of the Russian Federation On the 
Procedure for Issuing ST-1 Certificates Confirming the Origin of Goods to Be Purchased for State 
and Municipal Needs (for Vital and Essential Drugs) of 21 December 2015; 

• Order No. 155 of the Ministry for Economic Development of the Russian Federation On Terms of 
Access of Goods Originating in Foreign States when Goods, Work and Services are Purchased 
for State and Municipal Needs of 25 March 2014.

consultantplus://offline/ref=F9DFE4D58122A2069CF9A271F67D95B37348051B63FA874E956A8AB0A8BDE7054A174CC1CC67EA81gAUCV
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8. Energy efficiency 
Issue 1. Energy consumption in residential, public and industrial buildings.  

Russia’s energy efficiency per square meter remains among the lowest in the world. In residential buildings, 
for example, annual energy consumption averages 350 kWh per square meter. Energy consumption in 
Russia is substantially higher than in countries with a similar climate (up to 50% higher, depending on the 
type of building). Residential buildings account for 23% of all primary energy consumption in Russia. 

Recent experience has shown that the sector responds well to state policy designed to improve energy 
efficiency. For example, power consumption per square meter of living space was reduced 13% in 
comparable conditions – largely due to Moscow building regulations to ensure energy efficiency and prevent 
heat loss (1994-2003) and Construction Standards and Regulations 23-02-2003 “Prevention of Heat Loss 
in Buildings” (from 2003) as well as the increasing use of meters, more efficient lighting and electrical 
appliances and the intensification of capital repair programs in 2008-09. Power consumption for heating was 
reduced 12% per square meter in state-owned buildings. 

The period of 2014-15, however, has seen stagnation in key areas of energy efficiency policy. State capital-
repair programs are episodic in nature, and economic incentives for constructing buildings in a higher energy 
efficiency class have not yet been implemented.  

At the suggestion of the Energy Efficiency Working Group, the Prime Minister’s instructions following FIAC’s 
29th session on 19 October 2015 (Resolution No. DM-P13-7296 of 26 October 2015) included an instruction 
that the Ministry of Construction, Housing and Utilities prepare a road map for enhancing the energy 
efficiency of buildings and submit it to the government by 22 March 2016.  

In Resolution No. 1853-r of 1 September 2016, the Russian government approved the road map for 
enhancing the energy efficiency of buildings, structures and facilities by eliminating technical, regulatory, 
informational and other barriers to increased energy efficiency, while establishing appropriate energy 
efficiency levels for the design, construction, use and capital repairs of buildings, structures and facilities. 
As of today, the road map has been practically completed.  

It should be noted that, as a result of the inter-agency approval process, the road map was adopted in a 
truncated form, leaving out such key elements as economic incentives for the construction of energy-efficient 
buildings, an increase in the proportion of energy-efficient capital repairs, analysis of a building’s life cycle, 
etc. We thus recommend that the adopted plan be supplemented with the following measures. 

Recommendations: 

1. Improve the regulatory framework for energy efficiency parameters in buildings, including the 
approval of GOST R “Energy efficiency of buildings. Calculation of energy consumption for heating and 
cooling, ventilation and hot water supply (EN ISO 13790:2008),” and eliminate inconsistencies, including in 
the mandatory energy consumption parameters for single-family detached houses and townhouses to be 
sold as part of state programs and circulate on the market. Review the regulatory requirements for energy 
efficiency in buildings at least once every five years, including a mandatory review of the rules.  

2. Approve energy efficiency requirements for buildings and structures as quickly possible, including 
mandatory requirements and additional, voluntary requirements; 

3. Develop codes of rules for energy conservation and enhanced energy efficiency in industrial 
buildings and structures and harmonize them with the respective European standards; 

4. Introduce a system to monitor compliance with construction rules and standards, including 
mandatory measurements when buildings and structures are commissioned and mandatory meter 
verification of such measurements during use; develop a national standard for the commissioning of capital 
construction, including mandatory indication of the consumption level for all energy resources; 

5. Provide economic incentives for constructing low-energy and passive buildings. Introduce tax 
benefits and interest-rate subsidies for bank loans granted for the construction of energy-efficient buildings 
or capital repairs to increase the energy efficiency of buildings;  

6. Introduce a system of bank guarantees for loans granted for capital repairs of residential buildings 
to increase their energy efficiency, including by forming energy conservation funds;  

7. Take projected energy prices (for gas, fuel oil, coal and other types of fuel) into account in analyzing 
life cycle costs when determining the feasibility of measures to enhance the energy efficiency of buildings 
and structures. 

http://government.ru/orders/20289/
http://government.ru/orders/20289/
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8. Promulgate energy efficiency classification requirements (certification of energy efficiency 
parameters) for single-family detached houses and townhouses to be sold as part of state programs and 
circulate on the market as well as for public, administrative and industrial buildings; 

9. Develop a system of statistical monitoring of energy efficiency levels in buildings and structures. 

10. Formulate recommendations and technical solution albums for measures to enhance energy 
efficiency when standard residential and public buildings undergo capital repairs. 

11. Maintain the annual level of capital repairs of apartment buildings at a level of at least 3% of their 
total area and bring the level of state-owned buildings up to 2% of their total area. Require that energy 
savings be brought up to standard levels when residential buildings undergo capital repairs. 

Issue 2. Electric power industry: effective operation of Russia’s Unified Energy System. 

On 27 August 2015, the Russian government adopted Decree No. 893, introducing a new model of the long-
term capacity market in the Russian power industry. The improved model, which provides for capacity 
takeoff for four years in advance rather than one, will enhance the investment climate in the industry; improve 
price forecasting for consumers, generation companies and tariff regulators; facilitate long-term planning of 
operations and investments by suppliers and consumers; and contribute to better market functioning overall. 

Currently, there is substantial surplus capacity in the Russian energy system, resulting in lower efficiency in 
terms of the capacity utilization factor and reference fuel consumption per unit of electricity or heat produced. 

According to the System Operator, capacity selected in excess of the minimum demand amounted to 17.8 
GW for 2017, 18.6 GW for 2018, 18.6 GW for 2019 and 18.7 GW for 2020. Consumers will have to pay for 
this surplus capacity, and efficient generators will not receive payment at the level required for development 
and modernization due to lower prices resulting from surplus capacity arising after competitive capacity 
takeoff.  

Among the main reasons for this is the lack of incentives for investing in the modernization of generation 
equipment and the existence of must-run generators.  

To turn the current situation around, substantial investments are needed to modernize current capacity. This 
can be done by developing a model of the long-term capacity market. 

Currently, a substantial portion of existing generation equipment cannot be decommissioned for both 
objective and not-so-objective reasons. These generation plants can be divided into two categories: efficient 
and inefficient. Generators in the first category perform well in technical and economic terms and, aware 
that they are indispensable, request the status of must-run generator just to recover their investments. In 
this case, their commercial risks are compensated by consumers, who didn’t agree to this in advance, as 
was the case under capacity supply agreements. Generators in the second category incur steady losses 
but cannot be shut down because their owners lack the needed funds to modernize them, improve their 
efficiency or replace them. 

The situation became somewhat better in 2015 after the capacity takeoff model was modified. Currently, 
ineffective generators do not squeeze effective generators out during competitive capacity takeoff, but they 
do push prices down substantially. Unfortunately, the government has retreated from its 2014 decision to 
restrict the Government Commission’s authority to make decisions on the supply of capacity in must-run 
mode based on heating conditions after 1 July 2015. Such a departure from previous decisions sends a 
negative signal to investors and a positive signal to players on the wholesale power and capacity market 
that manipulate must-run status. 

Also, errors made in preparing the General Power Generation Deployment Scheme resulted in an excessive 
concentration of effective inexpensive generating capacity in the Ural integrated energy system (Tyumen 
Region, for example). The inability to transmit such capacity to neighboring power areas due to network 
restrictions results in forced downtime and in the granting of must-run generator status to ineffective 
equipment. We believe that the investment program of the Federal Grid Company (Rosseti) should be 
analyzed, and changes should be made to eliminate bottlenecks and optimize the utilization of inexpensive 
capacity. 

Recommendations: 

1. Develop an approach to determining the parameters of the elastic demand curve for long-term 
competitive capacity takeoff in order to stimulate investments in the modernization and upgrading of 
generation facilities after 2021, taking into account the introduction of new generating facilities at thermal 
stations under capacity supply agreements. 
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2. Make a decision on how to invest funds freed up after the capacity-supply-agreement program is 
completed, and develop regulatory support for competitions to select and realize projects for investments in 
power generation.  

3. Analyze the investment program of the Federal Grid Company (Rosseti) and make changes to 
eliminate bottlenecks and optimize the utilization of inexpensive capacity. 

4. Formalize the procedure for obtaining the status of must-run generator. Must-run status should be 
granted only on the basis of a decision by the Ministry of Energy at the request of the System Operator, 
taking into account power supply reliability and for a limited period only.  

5. Develop and implement a market mechanism for decommissioning power facilities on the wholesale 
power and capacity market. Such a mechanism should envisage:  

• assessment of whether a specific facility can continue operating in market conditions;  

• purchase of the facility;  

• development, assessment and replacement measures, including a tender to select a provider;  

• sources of financing. 

We suggest the following approach: if an owner decides to decommission a power generation facility, it 
should notify the System Operator accordingly. If the System Operator cannot approve the facility’s 
decommissioning due to power supply reliability considerations, the owner should put the facility up for sale. 
The purpose of this approach is to make sure that the facility really is unprofitable and can’t continue to 
operate in current market conditions. This will rule out participants that manipulate must-run status in order 
to obtain excess profits. If power generation equipment put up for sale attracts no buyers, this means that 
no one needs the facility and it should be shut down. The next step is competitive bidding to select 
replacement measures by means of a comparison of options. The lowest-cost replacement measures 
should be chosen as the winner. 

Such a market approach is the only way of ensuring an effective decommissioning mechanism, improved 
efficiency in the power industry and the right investment signals. 

Issue 3. Updating the price mechanism of power supply agreements. 

Power supply agreements envisage a return on investments via both the capacity and power markets. The 
price formula for capacity under a power supply agreement involves a coefficient (CRSV) reflecting the 
proportional return on investments via the power market: the lower the coefficient, the greater the proportion 
of costs recovered via the power market. For example, a CRSV of 0.75 means that 75% of investments are 
returned via payment for capacity and 25% via profit from sales of electricity.  

The base values of CRSV are set in the price rules for power supply agreements. Deviations of the base 
values from actual profit on the power market are determined by recalculating CRSV three and six years 
after capacity is supplied using a special method approved by the Russian Ministry of Energy. The CRSV 
method was approved on 2 November 2015. In February 2017 the CRSV method was corrected, and 
clarifications were added, but the current version still needs modification. Next steps: 

1. Make a correction to take assets tax and the in-house needs coefficient into account in the price 
formula for power supply agreements in the eleventh through fifteenth years. 

2. Correct the discount level to correlate the amount of recovered costs for the eleventh through 
fifteenth years of supply with the payment period in the seventh through fifth years.  

3. Ensure that the price of a power supply agreement takes account of the return on investments as 
a result of the late approval of the CRSV method. 

As a result of these shortcomings, generation companies do not fully recover their investments in 
construction under power supply agreements. 

• We recommend that the CRSV method be modified to ensure the correct calculation of CRSV and 
the return on state-guaranteed investments. 

Issue 4. Changes in the approach to determining the amount of under-supplied capacity. 

Among measures to encourage generation companies to keep their equipment in good working order are 
penalty coefficients lowering the amount of capacity to be paid for by consumers. 

Coefficients are currently set at the low end of the range established by the Wholesale Market and Capacity 
Rules, but from 1 January 2018, under clause 55 of the Wholesale Market Rules, values at the higher end 
of the range will be used – an increase of 7-13 times and in some cases as high as 25 times. 
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We believe that the current system of availability coefficients is fully balanced in terms of creating incentives 
to maintain the availability of generation equipment. Any increase in the coefficients will be an economic 
disincentive for owners to maintain the availability of generation equipment and is thus inadvisable. 
Generating companies share this position with the Ministry of Energy, SO UES and the Market Council 
Association.  

Recommendations: 

1. Revise the Wholesale Market Rules to eliminate the increase in coefficients above the current level. 

Issue 5. Need to amend regulatory acts to take into account the specifics of renewable energy 
generation and eliminate excessive requirements with respect to the design, construction and 
operation of renewable energy generation facilities. 

Support for renewable energy, as a part of state policy to encourage energy efficiency, is set down in 
Government Regulation No. 1-r of 8 January 2009 “On the Key Areas of State Policy to Enhance Energy 
Efficiency in the Power Industry Based on the Use of Renewable Sources of Energy in the Period to 2024.” 

The following facilities are expected to go into service based on currently selected renewable energy 
projects on the wholesale power and capacity market:  

• 105 solar generation facilities with a combined capacity of 1,704.2 MW; 

• 78 wind generation facilities with a combined capacity of 2,452.1 MW. 

At the same time, current regulatory requirements with respect to the design, construction and operation of 
generation facilities fail to take into account the actual conditions and technical specifics of renewable energy 
generation. These include a lack of capability for full involvement in general primary frequency control, 
capacity distribution schemes that do not involve the amount of reserves required for traditional generation 
facilities, etc. Renewable energy facilities have many specifics that must be taken into account in land, 
urban-development and counter-terrorism law. 

In this connection, many current requirements with respect to the design, construction and operation of such 
power plants are excessive and should be eliminated.  

Preliminary estimates indicate that these excessive/inexpedient requirements and standards raise the cost 
of renewable energy projects at least 15%, and this may result in capital expenditures higher than the 
approved level for such projects. 

Recommendations: 

1. Work closely with the relevant expert community, Market Council and concerned federal executive 
bodies to develop a road map for the correction and elimination of excessive regulatory requirements in 
order to take into account the specifics of renewable energy generation, and obtain approval for this road 
map at the level of the Government of the Russian Federation. 

Issue 6. Systematic nonpayment by North Caucasus power suppliers. 

Systematic nonpayment by power suppliers (guarantee suppliers) in the North Caucasus Federal District 
for power and capacity supplied by generation companies has created an extremely negative situation.  

As of 1 August 2017, these companies owed a combined total of RUB 43.5 billion to wholesale producers 
(around 67% of the total debt of all buyers on the wholesale market). This is a serious concern for foreign 
investors that have made substantial investments in the Russian power industry. 

It should be noted that, despite the problem of nonpayment in the North Caucasus, such bad-faith power 
suppliers (guarantee suppliers) still manage to collect and accumulate substantial payments for power and 
capacity, but even these amounts are not used to pay for power and capacity supplied by wholesale 
generation companies. 

The situation could be improved if payments were collected from retail power consumers and redistributed 
among wholesale market players and power grid companies by a structure (operator) independent of the 
power suppliers (guarantee suppliers) in the North Caucasus Federal District.  

We believe that such a structure should be established at the federal level with the involvement of federal 
executive bodies and should be controlled entirely at the federal level in order to minimize abuses in the 
problem regions.  

In order to implement this recommendation in the regions where problem debtors (or their successors) do 
business, special rules should be established for collecting payments from retail power consumers and 
distributing them among providers. The new federal structure should also be responsible for monitoring 
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compliance with these rules. This will involve amending the Basic Rules for the Functioning of Retail Power 
Markets.  

Recommendations: 

1. Develop special rules for collecting payments from retail power consumers in the North Caucasus 
Federal District and for distributing such payments among providers to ensure that power suppliers 
(guarantee suppliers) in the North Caucasus Federal District do not have direct access to cash flows from 
retail power consumers; 

2. Establish a structure (operator) at the federal level, involving federal executive bodies, that is 
independent of power suppliers (guarantee suppliers) in the North Caucasus Federal District to collect and 
distribute payments from consumers in these regions. 

3. Revise the Basic Rules for the Functioning of Retail Power Markets accordingly. 

Issue 7. Improvement of the bankruptcy procedure for power suppliers. 

Existing arbitration practice improperly applies legislative provisions on the bankruptcy of natural monopolies 
to distressed power supply companies (guarantee suppliers) in the North Caucasus Federal District. 

These provisions (Article 197.3 of the Federal Law “On Insolvency (Bankruptcy)”) set higher bankruptcy 
requirements than do general bankruptcy rules: arrears of 6 months instead of 3 and debt of RUB 1 million 
instead of RUB 300,000.  

Creditors are also required to verify that outstanding debt is uncollectable by initiating proceedings to recover 
a debtor’s assets. Such verification requires that an enforcement officer go through the lengthy procedure 
of identifying all assets that can be seized, arresting them, determining their market value, selling them and 
then distributing the proceeds among the creditors. What is more, each such step/document may be and 
frequently is challenged by debtors. 

This seriously complicates the procedure for having bad-faith power suppliers (guarantee suppliers) 
declared bankrupt, making it practically impossible to deprive such suppliers of their status as players on 
the wholesale power and capacity market and cut off the cash flows they receive from power and capacity 
consumers in these regions of the North Caucasus. 

To address this situation and improve payment discipline in problem areas of the North Caucasus, existing 
bankruptcy law should be amended to prevent the special bankruptcy criteria for natural monopolies from 
being applied to power suppliers (guarantee suppliers). 

Recommendations: 

1. Amend Article 197.1 of the Federal Law “On Insolvency (Bankruptcy)” so that it reads as follows: 
“1. For the purposes of this Federal Law, a natural monopoly is an organization engaged in the production 
and/or sale of goods (work, services) in natural monopoly conditions. The provisions of this Federal Law 
regulating bankruptcy procedures for natural monopolies shall not apply to business entities holding a 
dominant (but not monopolistic) position on a particular commodity market, including guarantee suppliers of 
electric power.”  
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9. Efficient use of Natural Resources in Russia 
Issue 1. Amending laws and regulations with a view to improving the investment climate in the 
subsoil use sector (Russian Federation Laws No. 2395-I of 21 February 1992, On Subsoil Use; No. 
57-FZ of 29 April 2008, On Foreign Investment Procedure in Businesses of Strategic Significance for 
National Defense and State Security). 

1.1. Exploration and Production. 

Foreign investors may participate in the development of continental shelf areas of federal significance as 
minority partners of companies controlled by the Russian Federation only. As for other subsoil areas of 
federal significance, the development thereof by foreign companies shall be by special permits only issued 
on a case by case basis. In practice, such permits will apparently be granted exclusively to Russian joint 
ventures with foreign companies established in compliance with the Russian law. Generally, such practice 
is used in many oil-producing countries and is acceptable to international oil and gas majors. On the whole, 
foreign investors are willing to engage in mutually beneficial collaboration with Russian companies for the 
development of Russian mineral resources, however, a number of specific provisions of the applicable 
Russian laws effectively hamper such collaboration.  

By way of general business practice, international oil and gas companies act both as investors and operators 
of oil and gas development projects. To date, major oil and gas projects are executed mostly by “special-
purpose vehicles” established by project partners for the only purpose of carrying out a given project.  Such 
a company would normally be a new legal entity. 

Hence, the provisions of the Law On Subsoil Use stipulating that the subsoil user of a continent shelf area 
of federal significance must have prior five-year experience of such development in the Russian Federation 
makes it impossible to implement such projects through a special-purpose vehicle because a newly 
registered joint venture set up by government-controlled Russian companies with foreign investors would 
be a new legal entity established for a specific purpose of implementing a given project, and so, by definition 
it cannot have the experience required by law. A possible solution could be to count continental shelf 
development experience of such joint venture founders and/or their subsidiaries. Notably, offshore 
development experience in Russia could be counted as well as the relevant expertise gained by the 
member-companies elsewhere in the world. Also, the law may stipulate that the operator has the legal status 
of a subsoil user. It is important for investors that a “special-purpose vehicle” established by project partners 
can become operator and a subsoil user (license holder) at the same time. 

Recommendations: 

Amend the Law On Subsoil Use in order to allow counting years of continental shelf development experience 
of the founders of a legal entity engaged in such development in the Russian Federation or subsidiaries 
thereof gained both in and outside Russia against the five-year continental shelf development experience 
in the Russian Federation presently required from such legal entity 

Amend the Law On Subsoil Use in order to clarify what the development of a subsoil area on the continental 
shelf involves and specify what types of subsoil use or operations on the Russian continental shelf will be 
considered relevant in evaluating earlier experience. 

Amend the Law On Subsoil Use in order to define the concept and legal status of the operator as a subsoil 
user. 

1.2. Geological Exploration. 

An option to terminate the subsoil use right held by legal entities with foreign ownership or foreign investors 
in the event of a discovery of federal significance made thereby is a big disincentive to foreign investors in 
geological exploration in Russia.  

The recovery of costs incurred in exploration and appraisal of discoveries would not work because the cost 
recovery amount would not cover the costs incurred in other projects in the event of failure to make a new 
discovery (for instance, dry wells). Oil and gas and ore mining companies invest in exploration of multiple 
subsoil areas that may be located in different regions and even in different countries, and by far not all of 
them happen to contain commercial mineral reserves. Major companies conduct large investment programs 
involving multiple subsoil areas. This investment is risky from purely geological standpoint; additional risks 
related to potential termination of the subsoil use right make the overall risk prohibitively high. Moreover, 
international oil and gas and ore mining companies invest in exploration projects precisely because they 
expect to participate in subsequent development of new discoveries.  
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While the Federal Law No. 57-FZ of 29 April 2009, On Foreign Investment Procedure in Businesses of 
Strategic Significance for National Defense and State Security defines the term “Foreign Investor”, the Law 
On Subsoil Use has no clear definition of a subsoil user representing a legal entity with foreign participation. 

While the former Law uses the term “control”, the Law On Subsoil Use uses the word “participation”. The 
former Law defines the term “control” and specifies appropriate criteria therefor, while the latter contains no 
definition of “participation” and no defining criteria. So, the term may even be interpreted as ownership of a 
single share of stock, because neither the law nor the regulations thereunder set any limits for what should 
qualify for “participation”  (as opposed to the Federal Law No. 57-FZ of 29 April 2009). 

Recommendations: 

Add a provision to the Law On Subsoil Use excluding an option to deny subsoil users (including those with 
foreign ownership) controlled by the Russian Federation Government either directly or through companies 
controlled thereby the right to develop a discovered field of federal significance or terminate such right on 
the grounds of potential threat to national defense and state security. This provision would be similar to the 
exemption granted to government-controlled companies by the Federal Law No. 57-FZ of 29 April 2009, On 
Foreign Investment Procedure in Businesses of Strategic Significance for National Defense and State 
Security. 

Add a provision to the Law On Subsoil Use stipulating that prior to announcing a competitive tender or 
auction for the right to subsoil exploration, including exploration under a combined licence, the Government 
of the Russian Federation or an authorized body thereof shall conduct a survey and make a representation 
of the presence (or absence) of a threat to national defense and state security in the event the subsoil user 
is a company with foreign ownership and the exploration conducted thereby results in a discovery meeting 
the criteria stipulated by the Law On Subsoil Use, Part 3, Article 2.1. Such a representation by the Russian 
Federation Government or an authorized body thereof shall be published as part of an official announcement 
of a subsoil use tender or auction. If by the time of such a tender or auction, the Russian Federation 
Government or an authorized body thereof has concluded that the option described above constitutes no 
threat to national defense or state security and the representation of such conclusion has been made public 
as part of the tender or auction announcement, the Russian Federation Government shall not deny the 
subsoil user with foreign ownership the right to use the subsoil area in question for exploration and 
production purposes or terminate the use right thereof under a combined license. 

There may be other ways of securing foreign investor’s participation in a joint venture to be established for 
the development of a new discovery. 

1.3. Improving Evaluation Procedure of Subsoil Use Requests for the Purpose of Geological 
Exploration (Filing Order). 

The Russian Federation Government has presently named efficient replacement of the mineral resource 
base with the help of private (including foreign) investment its top priority goal. A favorable legal and 
regulatory framework for granting mineral exploration rights is instrumental for reaching that goal.  

Certain steps have been taken to improve subsoil exploration licensing system. Specifically, in the early 
2014, some amendments were made to the Evaluation Procedure of Subsoil Use Requests for the Purpose 
of Geological Exploration (excluding subsoil areas of federal significance) (See Order of the MNR of Russia 
No. 61 of March 15, 2005, as amended January 27, 2014 and the Order of the MNR No.583 of November 
10, 2016), hereinafter "Procedure".  

The said amendments essentially allowed - by way of exception from the general rule - a geological 
exploration license to be granted to subsoil user in response to the first favorably evaluated request, without 
going through a tender or auction as required under the general rule in the event two or more requests have 
been registered for exploration rights. Such provision is applicable to subsoil areas having no data on 
prognostic mineral resource in the P1 and P2 categories and not included in the programs or lists of subsoil 
areas to be granted for use. The exploration rights including exploration and appraisal of mineral fields for 
subsoil user’s own account (and/or financed thereby by borrowed funds) shall be granted under a simplified 
procedure   without the need to put such subsoil areas on the said lists.  

The P3 category is known to indicate an extremely low exploration level of a given area. Such resources 
reflect “…no more than a probability of discovering mineral reserves of one type or another based on 
favorable geological and paleo-geographic features identified in a given region by medium- and small-scale 
geological and geophysical surveys, satellite image interpretations, and the results of geophysical and 
geochemical studies" (See Classification of Solid Mineral Reserves and Probable Resources, Par. 20, 
approved by the MNR Order No. 278 of December 11, 2006). Such resources cannot be defined as 
containing mineral occurrences, and they are not covered even by such tough regulations as, for instance, 
those governing the use of subsoil areas of federal significance.  
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By limiting the types of areas that could be granted for exploration to first requestor to those containing P3 
resources only the lawmakers considerably narrow applicability of the “filing order”, and accordingly reduce 
its positive effect on market players contemplating potential investment in geological exploration.  

As is known from international practice the attractiveness of geological exploration   projects to investors 
would be the highest in a legal environment allowing for granting the areas containing prognostic resources 
to the first requestor meeting eligibility criteria without any further restrictions. 

Recommendations: 

Consider removing the restrictions established in the “filing order” procedure regarding P1 and P2 prognostic 
resources in respect of those subsoil users who are engaged in exploration activities in the Far Eastern 
Federal Okrug (FEFO) regions using their own (including, borrowed) funds.  

Any first requestor eligible under the Procedure should apparently have the right to the area requested 
thereby for geological exploration purposes without any additional encumbrances or restrictions (such as 
the presence or absence of the area in question in a program or list).  

The proposed amendments to the Procedure will require no approval, amendment, suspension, or 
invalidation of other regulations. 

1.4. Classification of Fields of Federal Significance. 

The solid mineral resource base is revealing the following development trends: 

- the fund of easy-to-discover fields is being used up; 

- replacement of fields rich in high-grade and easy-to-concentrate ores are being taken out of service 
and replaced with fields of poor difficult-to-dress ores; 

- exploration works are carried out in remote areas with harsh geological and climatic conditions and 
less developed infrastructure. 

This makes it necessary to encourage subsoil users for prospecting new large fields that will be developed 
because of their economic attractiveness, which would not only bring real investments into the Russian 
economy and create jobs in remote regions but would promote introduction of new, more advanced 
technology in the industry.  

However, the existing legislation contains a number of provisions that prevent from increasing investments 
into exploration and from enhancing its efficiency. For instance, when the Federal Law “On the Procedure 
for Making Foreign Investments into Business Entities of Strategic Significance for National Defense and 
State Security” was passed, the Subsoil Law set criteria for regarding subsoil areas as subsoil areas of 
federal significance. Currently, subsoil areas of federal significance include subsoil areas containing more 
than fifty tons of vein gold reserves, more than 500,000 tons of copper reserves; there are certain solid 
natural resources whose mere showings make subsoil areas regarded as those of federal significance. In 
view of the above description of the mineral base and a tendency for diminishing of valuable concentration 
of noble metals in ores, these subsoil areas are not so promising in terms of economic viability of their 
separate development. The regulatory regime does not encourage companies for discovery or detailed 
exploration of medium-size and large fields, which has a poor effect on the state of the country’s mineral 
base. 

In view of the above, it makes sense to review limitations for sizes of subsoil areas of federal significance 
so that they are indicative of their real strategic importance and encourage investments into exploration. 

Recommendations: 

Amend Article 2.1 Clause 2 to read as follows: “2) that are located in a constituent of the Russian Federation 
or in constituents of the Russian Federation and that contain, based on the state balance sheet of natural 
resource reserves starting from 1 January 2006: 

- recoverable oil reserves of 70 million tons or more; 

- gas reserves of 50 billion cubic meters or more; 

- vein gold reserves of 250 tons or more; 

- copper reserves of 7 million tons or more”. 
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1.5. Proposals Regarding the Federal Law No. 57-FZ of 29 April 2008, On Foreign Investment 
Procedure in Businesses of Strategic Significance for National Defense and State Security. 

Article 4, item 4 of the said Law says that transactions involving shares (interests) of a strategically important 
business entity shall not be subject to early approval if prior to carrying out such a transaction the foreign 
investor or a group of persons have already controlled more than fifty percent of the voting rights carried by 
voting shares (interests) constituting charter capital of such an entity and (or) if the foreign investor 
contemplating such a transaction is controlled by an entity controlling such a legal entity. This provision 
appears fair and justified. 

However, a reservation “except a business entity having strategic significance and using a subsoil area of 
federal significance” makes transactions with such business entities’ shares unreasonably complicated. This 
provision may be interpreted in such a manner that a preliminary approval would be required for purchase 
and sales of shares (stakes) within one group of persons that controls more than fifty percent of a Russian 
company having strategic significance and using subsoil areas of federal significance. It seems unjustified 
to obtain an approval for transferring shares from one participant of the group to another. 

Recommendations: 

1. Drop the phrase “(except business entities of strategic significance using subsoil areas of federal 
significance)” from Article 4, item 4  

The above amendments would help foreign investors assess their risks properly, which would in turn 
improve the attractiveness of natural resource development projects to investors, specifically Russian 
energy projects. 

Issue 2. Liberalizing exports of geological information. 

A necessity for obtaining a licence even for export of unrestricted geological data has been a real issue. 

The Eurasian Economic Commission’s Decision No. 30 of April 21, 2015 approved the List of Goods That 
Are Subject to Regulatory Approval Procedure for Import to the Customs Territory of the Eurasian Economic 
Community and/or export from the customs territory of the Eurasian Economic Community (hereinafter 
referred to as “the List”). The List title states that it is the list of goods. However, the List includes Clause 
2.23 Subsoil Information Grouped by Regions and Fields of Energy and Mineral Resources. The internal 
logics seems upset here because, based on the analysis of the notion “information” in Article 2 of Federal 
Law No. 149-FZ of 27 July 2006 “On Information, Information Technology and on Protection of Information”,  
one can draw a clear conclusion that information is not a commodity.  A review of Federal Law proves the 
above conclusion. Pursuant to Article 2 Clause 26 of this Law, goods mean “movable property,  immovable 
property including air-, sea crafts, inland waterways vessels, combined navigation (river - sea) vessels, 
space crafts, as well as electric power and other types of energy, that are commodities of foreign trade 
activities”. It is obvious that information does not fall within this definition, which is supported by the fact that 
no code for information is provided in the Integrated Commodity Classifier of Foreign Economic Activities.  

Licensing of export of geological information that is not state secret makes it extremely difficult to implement 
joint projects dealing with geological survey and development of subsoil of the Russian Federation and to 
operate using advanced technical methods. Using state-of-the-art techniques for effecting transactions, for 
instance, an electronic access to the partner’s documents (Electronic Due Diligence Room), results in 
breach of legislation. For information to be processed in foreign data processing centres, a company has to 
obtain a licence, which often causes suspension of work for quite a long time.  

Recommendations: 

For effective lowering of administrative barriers, it seems necessary for information that a priori cannot be 
regarded as state secret pursuant to Clause 67 of the List of Details Regarded as State Secret (approved 
by Decree of the President of the Russian Federation No. 1203 of 30 November 1995, as amended in 
Decree of the President of the Russian Federation No. 90 of 11 February 2006), to be taken out of the 
aforementioned List, i.e. information obtained during joint works engaging foreign states’ individuals and 
legal entities in particular natural resource fields or in their parts. 

Issue 3. Drafting, Reviewing, and Endorsing Mining Plans and Schedules (hereinafter, Mining Plans) 
by Mineral Types. 

The Law No. 2395-1,On Subsoil Use, Article 24, and the Russian Federation Government Decree No. 814, 
On Reviewing, and Endorsing Mining Plans and Schedules by Mineral Types (hereinafter, Decree No.814) 
envision the drafting, reviewing, and endorsement of Mining Plans. The agency authorized to review and 
endorse Mining Plans is the Rostekhnadzor (RTN). 
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Subsoil users, including oil companies are presently obligated to draft Mining Plans and obtain endorsement 
thereof. The review and endorsement process takes five months or more. However, in practice hydrocarbon 
fields are developed in compliance with their field development plans (Tekhschemas), project field 
development documentation and well programs. It would be fair to say that oil companies draft Mining Plans 
for the sole purpose of meeting subsoil use regulations and avoid noncompliance and administrative 
prescriptions by auditors.  

Meanwhile, RTN agencies conduct regular audits of hazardous facilities for compliance with industrial safety 
regulations and maintain continued oversight if required by applicable law.  Also, the government conducts 
geological oversight, including verification of compliance with field development Techschemas, through its 
Rosprirodnadzor agency (RPN). Hence, considering that subsoil users are required to have several project 
development documents at a time (supporting field development, development facility construction, and well 
construction) and are subject to government control by the RTN and RPN agencies, the demand for one 
more duplicating documents appears excessive and creates yet another administrative hurdle. We believe 
the Mining Plan redundant and merely duplicating other documents. 

Recommendations: 

In view of the above, initiate the process of dropping the requirement for drafting and obtaining endorsement 
of Mining Plans and Schedules for hydrocarbon fields as redundant and creating additional administrative 
barriers. 

Amend Article 24.6 of the Law On Subsoil Use to read as follows (the addition is shown in blue): “Actions 
aimed at ensuring compliance with the main operational safety provisions related to subsoil use shall be 
provided for in Mining Plans or Schedules subject to endorsement by a government agency authorized to 
conduct mining oversight. The procedure for Mining Plans or Schedules drafting, review, and endorsement 
by types of minerals (excluding hydrocarbons) shall be determined by the Russian Federation Government”.  

Amend the title of the Government Decree No.814, On Reviewing, and Endorsing Mining Plans and 
Schedules by Mineral Types to read as follows (the addition is shown in blue): On Reviewing, and Endorsing 
Mining Plans and Schedules by Mineral Types (Excluding Hydrocarbons)”  

Issue 4. Proposals Regarding Oil and Product Spill Prevention and Response (OSR) Laws. 

4.1 Establishing unified standards for onshore and offshore OSR Plans.  

The applicable laws governing OSR presently set different standards for the content of OSR Plans and 
different approval procedures for onshore and offshore OSR Plans, as stipulated in the RF Government 
Decrees No.1188 and No.1189 of November 14, 2014. Hence, oil and gas companies are compelled to draft 
two individual OSR plans for their onshore and offshore facilities in the absence of established criteria for 
defining a facility as an onshore or offshore one. 

Adoption of the draft Federal Law “On Amending Article 46 of the Federal Law No.7-FZ “On Environment 
Protection” of January 10, 2002 (introducing required availability of a positive conclusion by the SEER for 
Onshore OSR Plans) will result in yet another extra administrative hurdle similar to the SEER procedure 
existing for offshore OSRPs.  

Recommendations: 

If possible, amend the Draft On Amending Article 46 of the Federal Law No. 7-FZ of January 10, 2002, On 
Environmental Protection deleting the required positive SEER conclusion for Onshore OSRPs and, deleting 
the notion of an “OSR Plan”, which conflicts with the OSR Plan approval procedure established herein. Also, 
more specific reference to changes to OSR plan that would not entail repeat SEER review process is 
necessary. 

Develop and document a unified approach to/standards for onshore and offshore OSR Plan content and 
approval procedure  

4.2 Dropping the requirement for State Environmental Expert Review (SEER) of OSR Plans.  

The requirement of conducting SEER of an OSR Plan as a separate expert review target creates additional 
administrative barriers in the OSR Plan approval process, which would require extra effort, time and expense 
from the subsoil reserve user, due to the following:  

• Pursuant to Federal Law #174-FZ “On Environmental Expert Review” the documentation subject to 
SEER (OSR Plan) shall include the environmental impact assessment materials, but the contents 
of OSR Plans, prescribed by MChS Order #1189, do not include development of such section in an 
OSR Plan. 
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• The Federal Law No.7-FZ On Environmental Protection says that environmental impact assessment 
shall be conducted in respect of economic and other activities planned, but operational information 
contained in OSR Plans by its nature looks more like a description of measures used for prevention 
of or response to such impact  

• The law provides no methodological guidelines for an unambiguous identification of those kinds of 
OSR activity which are to be subject to the impact assessment. The period of emergency response 
readiness is addressed in the design documentation. Such uncertainty of the regulatory 
requirements carries unacceptable risks for subsoil user companies whose activities are thus 
dependent on arbitrary interpretations by SEER experts.  

• Methods for estimating various kinds of impact (damage), used for the intended economic activities, 
are inapplicable to the assessment of impact (damage) in case of emergency situations, which 
complicates development of the EIA’s in terms of the methods used and leaves open the possibility 
of arbitrary interpretation of the damage assessment’s sufficiency and level.  

• The procedure for amending OSR Plans is not addressed as pursuant to Federal Law #174-FZ an 
OSR Plan is subject to a repeat SEER in the case of any changes, which could result in the majority 
of the OSRP losing their legitimate status and in overloading the SEER panels as they would have 
to conduct the repeat review of the plans (for instance, in case of a replacement of a member of the 
Commission on Emergency Situations, or a replacement of an OSR vessel included in the SEER 
Conclusion, by another vessel). Previously, the repeat OSRP approvals were required only in the 
cases when the changes necessitated increases of the OSR personnel and equipment. 

Recommendations: 

- Take OSR Plans off the list of documents subject to individual SEER and amend the Laws No. 187-
FZ and No. 155-FZ accordingly. 

- Consider the use of an integrated approach to planning oil spill response actions like mechanical 
skimming, combustion and dispersing. Specific response actions should be identified based on the results 
of the Net Environmental Benefit Analysis (NEBA). 

- Develop a new regulatory document setting forth a procedure of assessment of environmental impact 
from the planned business or any other activity and recognize that the Goskomekologiya Order No.372 shall 
not apply.  Add obligatory environmental impact review of emergency situations associated with oil spills 
and response to the new regulation. For reference: all documents submitted for SEER presently contain 
such sections and assessments, however, to date, no regulatory standards for such sections are in place.  

- Engage foreign investors, FIAC members who have accumulated significant experience in 
operations and compliance practices, at the early stages of drafting regulations concerning environmental 
protection requirements (including those concerning OSR plans) in offshore mineral development projects.  

Issue 5. Proposals for Facilitating Enforcement of the Federal Law No.219-FZ of July 21, 2014 and 
the Russian Federation Government Decree No.1029. 

5.1 The Federal Law No. 219-FZ of July 21, 2014, On Amending the Federal Law On Environmental 
Protection and individual legal regulations of the Russian Federation. 

Article 31.1, item 5 – Requests for Integrated Environmental Permits (IEP) for newly designed Category I 
facilities/facilities in construction shall be submitted no later than two months prior to commissioning thereof. 
Article 31.1.3 of the Law No.219 says that supporting materials for the IEP request shall indicate the code 
of a facility producing adverse environmental impact assigned thereto at registration. Registration of a facility 
built shall be completed within six months of its commissioning date, i.e. by the time of IEP request 
submission no facility code would be available.  

Recommendations: 

Address the above conflict by amending Article 31.1, it.5, specifically, “Requests for Integrated 
Environmental Permits (IEP) for newly designed Category I facilities/facilities in construction shall be 
submitted within 30 calendar days following registration of the facility producing adverse environmental 
impact”. 

Article 31.2 of the RF Law No.219-FZ outlines submission procedure for Environmental Impact Assessment 
Declaration (EIA Declaration) regarding Category II facilities. However, the Law provides no timeframe for 
the submission thereof. The content of the Declaration (Article 31.2.3 requests indication of the facility code) 
suggests a conclusion that the EIA Declaration submission is expected after an appropriate code has been 
assigned to the facility in question. Facility registration is to be completed within six months after facility 
commissioning.  
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Recommendations: 

Make an addition to Article 31.2, namely: “The EIA Declaration shall be submitted within 30 calendar days 
following registration of a facility producing adverse environmental impact”. 

Article 8.1 of the Law No. 219-FZ amends Article 16 of the Law No. 7-FZ to exclude discharge of pollutants 
in water-producing areas. It should be noted that the facilities operated by oil and gas companies would 
normally be located at remote distances from populated areas, and it would be unpractical to discharge 
waste water into centralized (or other) water disposal systems; process facilities would normally be located 
far from water pools suitable for wastewater collection (wastewater discharge is prohibited in low-water or 
dried pools, and some other water pools). Eventually, the construction and installation of pipelines across 
large territories would produce a significantly worse environmental impact than the discharge of wastewater 
treated to clear-water standards in water producing areas; pipeline system construction/installation would 
add considerable costs to field development.  

Recommendations: 

Supplement the Law No. 7-FZ with a language allowing for “discharge of treated wastewater in water 
producing areas”, subject to compliance with certain conditions. 

5.2 Federal Law No. 7-FZ of January 10, 2002, On Environmental Protection (as amended by Law No. 
219-FZ). 

• In defining the category of facilities producing adverse environmental impact, categorization of 
certain facilities was recognized as unpractical because they are not sources of pollutant and 
wastewater discharges in water pools and conduct no waste disposal/decontamination operations. 

Recommendations: 

Amend Article 4.2.1, Categories of Facilities Producing Adverse Environmental Impact by adding the phrase 
“representing a source of pollutant discharge and/or wastewater discharge in water pools, and/or the 
location of waste disposal or decontamination” following the words “adverse environmental impact”. So, 
Article 4.2.1 should read as follows: “Facilities producing adverse environmental impact and representing a 
source of pollutant discharge and/or wastewater discharge in water pools, and/or the location of waste 
disposal or decontamination shall fall into four categories by the level of such impact”.  

5.3. The Russian Federation Government Decree No.1029 of September 28, 2015, On Approving 
Classification Criteria for Facilities Producing Adverse Environmental Impact into Categories I, II, III, 
and IV. 

The RF Government Decree No. 1029 provides no criteria for assigning a category to the economic activity 
of oil or gas processing. 

Recommendations: 

Add language to Section II of the RFG Decree No.1029, Type of Economic Activity: Oil and Gas Processing 
for Transportation from the Production Site to the Delivery (Offloading) Point: 

• Category for such economic activity as natural gas liquefaction by cooling to minus 160oC without 
changing its chemical properties. In assigning a category to the said process it should be noted that 
gas liquefaction changes its physical properties and cannot be considered a petrochemical process 
because it does not involve deep chemical conversion of hydrocarbon feedstock.   

Recommendations: 

Add language to Section II of the RFG Decree No.1029, Types of Economic Activity: Natural Gas 
Liquefaction by Cooling to minus 160oC without Changing its Chemical Properties. 

Assigning Category I to facilities handling decontamination of waste falling in Hazard Class III without 
establishing volume criteria for such waste results in a situation when Category I is assigned to facilities 
incinerating such conventional types of waste as, for instance,  rags and sorbent wastes, while Category II 
is assigned, for instance, to “process facilities” containing 

• Radioactive sources (other than radioactive sources made up exclusively of radionuclide sources 
of Hazard Class IV and V) provided the facility contains sources of radioactive environmental 
emissions and discharges  

• Storages of nuclear and radioactive materials, radioactive waste storages; radioactive waste burial 
sites 

• Chemical weapons storage and/or decontamination facilities”. 
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Recommendations: 

Establish criteria for assigning Category II or lower to  facilities producing adverse environmental impact 
based on volumes of waste in Hazard Class III subject to decontamination using equipment and (or) units 
with the design capacity of 300 plus kg per hour.  

By the criteria for assigning Category III to facilities producing adverse environmental impact all facilities 
with diesel generators installed as backup power sources (offices, hospitals, etc.) fall into that category, as 
well as motor vehicles as a source of atmospheric emissions of pollutants belonging to Hazard Class I and 
II (for instance, benzo a pyrene), even though gross emission of such pollutants may not exceed several 
kilograms a year. 

Recommendations: 

Add a criterion to the RFG Decree No. 1029 indicating the minimum content of Hazard Class I and II 
substances in discharge volumes, for which purpose amend Paragraph 6 in Section IV as follows: a) replace 
the phrase “provided the emission contains no substances falling in Hazard Class I and II” with the following 
phrase: “provided the cumulative mass of the emission of substances falling in Hazard Class I and II does 
not exceed 0.1 t/year”.  

Issue 6. The Need for a Law On Specific Labor Regulations for Employees Sent by their Employer 
Other than a Private Employment Agency on Temporary Assignments to Other Legal Entities under 
Secondment Agreements. 

The Federal Law No. 116-FZ of May 5, 2014, On Amending Individual Legal Regulations of the Russian 
Federation, effective as of January 1, 2016, prohibits the use of “borrowed employee labor” and imposes 
restrictions on the use of agreements for temporary assignments of personnel in the Russian Federation.  

After the effective date of the Law No. 116-FZ, private employment agencies (PEA) were the only agencies 
still allowed to make personnel available to other entities under temporary agreements. According to the 
Law No. 116-FZ, entities other than PEAs may, in certain instances, send employees to third-party entity 
according to the terms and procedures set forth in a federal law. As at this time, approval of the law is still 
pending. 

In 2016, the Ministry of Economic Development drafted such a special Law On Specific Labor Regulations 
for Employees Sent by their Employer Other than a Private Employment Agency on Temporary Assignments 
to Other Legal Entities under Secondment Agreements, which was endorsed by the government, but was 
denied endorsement by the Government Law Office under the Russian Federation President.  

To date, the Draft has been finalized by the Ministry of Economic Development with due regard to the 
comments received from the Government Law Office under the Russian Federation President and the 
Independent Unions’ Federation and submitted for endorsement to relevant federal executive bodies for 
subsequent submission to the  Government Office.  

However, adoption of the draft law any time soon is questionable due to strong resistance by the unions. 
The bill was presented by the Ministry of Economic Development at the latest meeting of the Russian 
Trilateral Commission and supported by the business community (Russian Union of Industrialists and 
Entrepreneurs) but caused yet another manifested negative reaction by the unions, although most of their 
comments were taken in account, while they failed to raise any new substantial case against the draft law.   

Delays in the adoption of the bill create a plethora of risks for foreign investors operating in the Russian 
Federation.  

In the international practice, including that of the Russian Federation, major investment projects, are 
normally executed by a group of investors in various forms of relationship: joint ventures, consortia, 
operating agreements, etc.  In such arrangements highly skilled foreign personnel would often be assigned 
to a partner entity under personnel secondment agreements. The limitation imposed by the RF Law No. 
116-FZ on eligibility for secondment agreement to a small group of entities only effectively precludes 
secondment of highly skilled foreign personnel to and from entities outside the group named in the Law No. 
116-FZ. The bill drafted by the Ministry of Economic Development addresses that issue because of clearer 
definition of the group of entities participating in secondment agreements.  This approach reflects long-term 
business practice of using such a tool in Russia by major businesses that existed before the Law No. 116-
FZ enactment.  

If the bill in question is not adopted, companies that have been using that mechanism will have to restructure 
the relationships within the group or, will have to withdraw from certain projects altogether and also take the 
corporate tax risks, associated with the risk of impossibility to deduct the costs of personnel secondment. 
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Adoption of the draft law is equally important to the Russian companies, because it will allow them to keep 
open the opportunity to access unique foreign technology, skills, expertise and experience in a range of 
areas, including production and processing of minerals in capital intensive and remote projects, to operate 
high-tech equipment purchased from foreign manufacturers more effectively and to access new 
technologies and methods, including for further localization of the same. 

The early adoption of the bill drafted by the Ministry of Economic Development will remove the existing legal 
uncertainty and, will considerably mitigate risks in the investment projects jointly implemented by Russian 
and foreign partners.  

Recommendations: 

Accelerate enactment of the Law On Specific Labor Regulations for Employees Sent by their Employer 
Other than a Private Employment Agency on Temporary Assignments to Other Legal Entities under 
Secondment Agreements.
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9. Innovation Development 
Issue 1. Development of innovative technologies in the Russian Federation through leverage of the 
technical competences of FIAC member companies to promote innovative business models, 
facilitate cooperation and support the development of Russia's innovation policies. 

Innovation is designated as one of the priorities of the Russia’s long-term economic development. Its priority 
status was reflected in the President's annual message to the Russian Federal Assembly of 1 December 
2016 and in the Strategy of the Russia’s Research and Technology Development, whereas certain tasks 
involving stimulation of innovation development have already being solved by the National Technological 
Initiative (NTI), which is aimed at delivering sustainable solutions for identifying key technologies in the key 
global development areas.  

As of today, the full potential of FIAC member companies has not been utilized for NTI development and 
many decisions do not rely on the international best practices. As there is a great number of technologies 
presented as innovative solutions, there is a risk that the proposed innovation solutions will include 
technologies which previously did not exist in Russia and therefore unknown to Russian regulators and 
research community, however proved, tested and presented in other countries. This may also result in 
situation, when in the absence of the respective benchmarking the technologies already known to other 
markets (which definitely may not provide a technological breakthrough) will be re-developed, or, even 
worse, money will be spent on technologies unknown to the Russian market, but rejected by the global 
leaders on a testing stage. 

Recommendations: 

In his message to the Federal Assembly Vladimir Putin has defined the National Technological Initiative 
(NTI) one of the priorities of the RF state policy. We offer to consider more extensive and active participation 
of the FIAC in the activities of the National Technological Initiative (NTI), the Inter-departmental Working 
Group on the Development and Implementation of the NTI, as well as in the coordination of participation in 
the development of a framework for the NTI's cooperation with foreign partners. 

FIAC member companies have a wealth of scientific, technological and engineering experience. They are 
world leaders in their segments and could use their research and technical potential to determine how 
competitive the proposed areas of technology are from a global perspective and to resolve other matters. 
FIAC member companies have their own research, innovation and technology centers in Russia that work 
with Russian partners. Using competences of FIAC member companies could help to perform a 
comprehensive comparative analysis of proposed solutions in order to form a complete picture of existing 
industrial markets and global research programs. Besides, they can help to assess the Russia’s strategies 
in comparison with the leaders of certain (or related) industries thus helping to determine areas for 
investments and to develop innovative industries. 

What have been done: 

1. Over the last period, the Innovation Development Working Group (ID WG) has achieved more 
significant involvement in preparation and implementation of the country’s innovative development strategy. 
In particular, the Group has prepared its initiatives to amend this strategy. High emphasis was placed on 
the localization and import substitution of high-tech production and industry. It held meetings with 
corresponding agencies on developing the support tools for localization of high-tech and knowledge-
intensive production of foreign companies in Russia 

2. The technical experts of FIAC member companies were engaged in the work of the existing 
advisory councils on innovation development, including the National Technological Initiative (NTI). FIAC’s 
ID WG has been active in discussing, evaluating and making recommendations on NTI plans as part of the 
expert support for road-map design and implementation (under the Open Government)  

3. Members of ID WG took active part in work of the Strategic Council for Investment in New Industries 
chaired by Denis Manturov, the RF Minister of Industry and Trade 

4. ID WG also took part in Development of Innovative Clusters – World Leaders of Investment 
Attractiveness, the priority project implemented by the RF Ministry of Economic Development and Trade, 
namely, in assessment of project-applications from clusters of several regions and in assessment of bidders 
willing to participate in the project 

5. FIAC’s ID WG was extensively involved in preparation of an amended version of the RF Long-term 
Innovative Development Strategy. Besides, it prepared and presented its initiatives to amend the Strategy. 
The Working Group experts were directly involved in different working groups specializing at development 
and preparation of Formation of High-Tech Industries and Target Future of Russia: Research and 
Technology Aspect, the forecasts of the Russia's research and technology development. ID WG participated 
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in survey among key experts to find out their views on innovative development in cutting-edge manufacturing 
technologies (Skoltech, Higher School of Economics) 

6. The technical experts of FIAC member companies also participated in expert panels to conduct 
foresight studies (Research and technology foresight, Higher School of Economics). 

Issue 2. Outdated regulations and absence of procedure for their prompt amendments preclude 
implementation of the Strategy of the Russia’s Research and Technology Development. 

Despite the technical regulation reform, both outdated and excessively strict norms leading to the total 
control are still in effect. They are not in line with up-to-date approaches towards the security and form a 
real obstacle to innovations.  
For example, according to CU Technical Regulation No. 022/2011 “Food Product Labeling”, there are equal 
requirements for both ready food items and food ingredients not intended to be consumed directly. 
Excessively strict norm imposes significant limits on the wheat deep processing and takes away from the 
investment appeal of such production facilities. Such restrictions exist only in the Russian Federation and 
EurAsEc countries. We believe that excessive administrative procedures may significantly impair 
implementation of the Development Strategy for the Food and Processing Industry of the Russian 
Federation for the Period to 2020, especially in terms of increasing share of premium protein products in 
processing of grain starch-containing raw materials. Note that existing procedure for making amendments 
to technical regulation is extremely bureaucratized and in fact precludes prompt response to innovations, 
which may lead to larger technological catch-up in the long term.  

Please also note that absence of assessment mechanism and accelerated amendments to the industrial 
regulations in terms of easier implementation of modern technologies form a significant obstacle to 
innovations. Development of innovative industries is largely dependent on the global breakthrough 
innovations. However, an impact that breakthrough innovations aimed at the future growth has on GDP and 
improvement of the state budget is far less significant than the possible positive consequences of 
implementing the technologies not existing in Russia, but successfully used and proved their effectiveness 
in other countries. We mean one of the most profitable type of innovations where the fundamental and 
applied research is already completed, the technology has been successfully tested in the standard 
operating conditions and obtained confirmation of their significant economic efficiency. Our country has 
already started certain steps in this way. Recently, mechanism for determining best available technologies 
(BAT) was approved and it formed a basis for more efficient and economically justified control, as well as 
an instrument for prevention of any adverse impact on the environment, considering the specifics of a certain 
industry. 

For example, Russian road construction nowadays hardly uses a technology for cement and concrete road 
construction or soil stabilization with grouting agents. Cement and concrete roads are cheaper to construct 
and require less maintenance throughout the entire service life (29 years). Their cost is comparable to that 
of the asphalt roads and maintenance is twice cheaper. There are many other advantages, including, but 
not limited to larger transport safety, opportunity to reduce lighting costs, lower fuel consumption.  

Recommendations: 

FIAC’s ID WG member companies believe that failure to solve the above problems will at least complicate 
the participation in stimulation of the Russia’s innovative development and in some cases, such participation 
may be completely blocked.    

We believe that to solve these problems, the stakeholders should consolidate their efforts, starting from an 
initial idea, through a thorough assessment, with international best practices and knowledge involved, and 
elaborate the implementation procedure, including (if necessary) making respective amendments to the 
technical regulations. Besides, NTI road maps should reflect a comprehensive approach towards 
implementation of innovations.  

Speaking of the techno-economic paradigm, we agree that there is a significant potential of growth for the 
Russian GDP and improvement of the state budget merely due to the favorable regulatory environment 
supporting innovation through implementation of economically justified technologies that are successfully 
used in other countries. 

Issue 3. Stimulating the localization of high-tech production in Russia, which is an effective import 
substitution tool and a key business driver in the current economic environment. 

Localization of high-tech and knowledge-intensive production differs greatly from the processes developing 
in consumers' sector, which, in particular, results from a limited output. These issues are the highest priority, 
most important, and most pressing objectives for implementing an industrial modernization program in the 
context of a government policy that is being carried out. Therefore, special attention should be drawn to 
measures that support suppliers though a local supply development system in order to help local 
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manufacturers reach the indicators necessary to integrate into the global supply chain and achieve the 
required level of localization.  

The localization of high-tech production is helping Russian producers close the gap on global leaders and 
drive the industrial output of both the region and the business. These sustainable benefits foster the regional 
economic growth as technology advances. The localization of R&D in the country is a key priority amid tight 
competition on the international high-tech market. 

Recommendations: 

To encourage the localization of high-tech, short-series and knowledge-intensive production in Russia (the 
relocation of high value-added activities to the country), we recommend the following: 

Ensure access to the global component database that helps to introduce the best modern technologies for 
optimal cost in order to create a competitive Russian product. It is necessary to analyze the balance between 
the required level of localization, cost and opportunities to use innovative solutions for short-series products    

Continue implementation of the international best practices and utilization of the experience of FIAC member 
companies in knowledge-intensive production, management, quality control, logistics, and continuous 
improvement of local sub-suppliers in order to integrate into the global supply chain.  

Continue interaction between FIAC member companies to prepare proposals on improving the supplier 
support mechanism for the systematic development of local suppliers in the area of high-tech production.  

• Pursue a consistent policy of stimulating the localization of high-tech production in Russia (including 
short-series production) with the focus on the optimal production cost of finished products. The 
policy of stimulating the localization of knowledge-intensive production should be robust and outline 
support measures “in exchange for” the localization decision that will depend on the size of the 
market, the existing production capabilities and cost structure  

• Draw up proposals for other mechanisms of stimulating the localization of high-tech producers or 
providers of services, including short-series production  

• Determine criteria for a favorable environment that ensures strong demand for localized high-tech 
products  

• Place an increased focus on the localization of R&D and the development of cutting-edge, 
knowledge-intensive technologies amid tight competition on the global high-tech market 

• Propose incentives for the development of the R&D infrastructure meeting international standards 
(including technology engineering hubs, laboratories and centers for pre-clinical and clinical 
research in the pharmaceutical industry) which are essential to attract the R&D divisions of major 
international corporations, as well as for the growth of domestic high-tech companies  

• Develop promotion measures for IP protection. The acquisition of new technologies, including 
patent rights and licenses to use inventions or industrial prototypes, and effective IP protection 
mechanisms also play a key role in stimulating the localization of companies and the development 
of knowledge-intensive economy. Without a robust IP protection framework, there is little incentive 
to engage in R&D. 

What have been done: 

FIAC’s ID WG took active part in draw up proposals for improving Special Investment Contract mechanisms 
(SIC) for high-tech manufacturing activities, however adopted SIC terms and legislation were inappropriate 
for most companies, which explains why the number of companies using SIC contracts was very small. WG 
members took an active part in discussing and presenting recommendations on additions to Government 
Decree No. 719 that include new criteria to determine Russian origin of the products, namely, in respect of 
the companies’ obligations to create completely localized knowledge-intensive production (under SIC 
agreements). As a result of fulfilling its obligations, the companies are expected to create unique export-
oriented knowledge-intensive enterprises manufacturing completely localized Russian products. However, 
it is necessary to create special conditions for integration of the world’s best materials and technologies 
amid the justified increase of a local component.  

Issue 4. Promotion of sustainable development principles. 

Harnessing cutting-edge environmentally friendly technologies and international best practices to bolster 
Russia's economy and improve its efficiency.  

The conceptual framework for the transition of Russia to sustainable development requires a balanced 
approach to environmental protection and the management of natural resources to meet the needs of 
current and future generations. Advanced and environmentally friendly technologies are the foundation of 
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environmentally sustainable development. The further promotion of environmentally sustainable transport 
and renewable energy, including wind power technologies, play an important role in achieving sustainable 
development objectives. 

Advanced manufacturing technologies (AMT) for clean production is a production process that will increase 
performance (production speed, processing accuracy, energy and material capacity) and/or improve waste 
management throughout the life cycle. The objective of AMT is to drastically improve the performance, eco-
friendliness and energy efficiency of production and customize products under market requirements.  

It is essential to create conditions for purposeful integration of the expertise and technical competencies of 
FIAC member companies to address complex issues in the Russian Federation, such as boosting business 
safety and security, reducing energy consumption, cutting emissions and improving operational 
performance. 

Concept of sustainable development of power industry is closely related to global modernization, large-scale 
energy saving measures, timely transition to the latest technical solutions, operating processes and optimal 
forms of management.  

Russian power industry is a key component of the Russian economy. Now it approaches to the stage when 
decisions aimed at drastic industry renovation led by the best domestic and global practices, as well as at 
coping with age and obsolescence of fixed assets and at increasing efficiency of power supply and energy 
safety form a basis for a sustainable economic development. Thanks to the reserve created by the 
introduction of new capacity, there is a unique opportunity to technically upgrade, reconstruct and replace 
inefficient power generation facilities (electricity and thermal power) without limiting consumption. Such 
efforts will determine the quality of the economy’s power supply as well as its stability and security in the 
future.  

When planning such measures, it is necessary to rely on the international best practices, considering the 
Russian specifics. It is essential to understand that failure to renovate the economy today will lead to its 
inability to ensure massive renewal tomorrow. Continuous sustainable development of the national power 
industry is a key component of the Russia’s policy aimed at stimulation of the economic growth and increase 
of competitiveness of products manufactured in Russia. 

Recommendations: 

• Arrange a design of sustainable development of the power industry, which includes determination 
and justification of the power sector renewal rate, technical requirements and modernization 
parameters, as well as financing mechanism 

• Continue work under the federal-level government program outlining comprehensive measures to 
promote environmentally sustainable transport (including light commercial electric vehicles).   
Create favorable conditions and develop a legal framework for environmentally sustainable 
transport: continue development of recommendations and draft regulatory acts on development and 
installation of EV charging points at prospective EV parking places and existing filling stations; 
continue coordinating measures taken by the state authorities to support environmentally friendly 
transport  

• Whereas the renewable energy sources (RES) play an important role in achieving sustainable 
development objectives, it is necessary to continue promotion of further development and 
construction of RES facilities (subject to localization requirements): 

1. Further improve the business climate and legal framework for the development of renewable energy 
technologies in Russia through drafting and adopting relevant regulations; 

2. Continue improving the recommendations on the RES draft laws; 

3. Use foreign practice, particularly the experience of FIAC member companies in order to design 
such incentives for RES development (including wind power generation) as tax reliefs, low-interest loans, 
R&D funding, and support to create new jobs. 

• Continue preparation of recommendations and draft regulations for the development and 
implementation of new safety standards to increase environmental sustainability: 

- Recommendations on simplification of certification procedures for new, environmentally friendly 
technologies and goods; 

- Recommendations for adaptation of international quality standards for related imports into Russia; 

- Eliminate additional certification requirements for such goods and technologies in Russia; 
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- Design incentives for development, promotion and use of accessible and more environmentally 
friendly technologies to increase energy efficiency and ensure energy savings; 

• Continue involving technical experts of FIAC member companies in design of Agriculture Industry 
Research and Technology Development Strategy (AIC) in order to clarify the perspective products, 
technology packages and priority areas of AIC research. 

What have been done: 

ID WG participated in discussion and design of initiatives for the federal-level government program outlining 
comprehensive measures to promote environmentally sustainable transport. It continues coordination of this 
issue with the state authorities, including, but not limited to cooperation with SC Rosatom aimed at EV 
development, as well as implements a concept of environmentally-friendly transport (together with McKinsey 
and Ministry of Industry and Trade) 

The technical experts of FIAC member companies were engaged in preparation of a framework for 
designing the Agriculture Industry Research and Technology Development Forecast (prepared by the 
Russian Ministry of Agriculture). The WG participated in several events organized by the Higher School of 
Economics (discussions, expert sessions) in order to clarify perspective products, technological packages 
and priority areas of AIC research. 

Issue 4.1 Upgrading existing generating facilities. 

Continuous sustainable development of the national power industry is a key component of the Russia’s 
policy aimed at stimulation of the economic growth and increase of competitiveness of products 
manufactured in Russia. Concept of sustainable development of power industry is closely related to global 
modernization, large-scale energy saving measures, timely transition to the latest technical solutions, 
operating processes and optimal forms of management. When planning such measures, it is necessary to 
rely on the international best practices, considering the Russian specifics. It is essential to understand that 
failure to renovate the economy today will lead to its inability to ensure massive renewal tomorrow. 

Russian power industry is a key component of the Russian economy. Now it approaches to the stage when 
decisions aimed at drastic industry renovation led by the best domestic and global practices, as well as at 
coping with age and obsolescence of fixed assets and at increasing efficiency of power supply and energy 
safety form a basis for a sustainable economic development. Today, thanks to the reserve created by the 
introduction of new capacity, there is a unique opportunity to technically upgrade, reconstruct and replace 
inefficient power generation equipment (electricity and thermal power) without limiting consumption. Such 
efforts will determine the quality of the economy’s power supply as well as its stability and security in the 
future. 

Recommendations: 

• In order to attract investments to the Russian power industry, we recommend continue developing 
the market-based mechanisms used in the Russian wholesale electricity and power market, 
especially when implementing tools to select projects to construct new facilities or upgrade existing 
generating facilities. 

• Prepare a road map to design a program for sustainable development of the power industry, which 
includes determination and justification of the power sector renewal rate, technical requirements 
and parameters applicable to the newly installed equipment, as well as determining the financing 
mechanism. 

Issue 5. Human capital plays an important role in the country's investment attractiveness. It is 
essential to ensure cooperation between educational institutions and FIAC member companies in 
training specialists who will engage in the development and commercialization of innovative 
technologies, as well as in conducting advanced R&D and increasing the competitiveness of 
Russia's higher education system.  

The shortage of skilled engineering professionals is a major concern today. This can adversely affect the 
investment attractiveness of projects involving modern production, engineering and research. 

Retaining and improving the knowledge potential is a key to Russia's sustainable development. It is critical 
to stimulate knowledge sharing through supporting both young researchers and senior academicians.  

Knowledge-intensive industries, including high-tech, play a leading role in improving the life of communities 
and driving economic growth. The size of the knowledge-intensive sector and the role of high-tech in the 
economy are indicators of the country's R&D and economic potential. 
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A new generation of engineers must be trained in technical universities. In particular, engineering 
professionals are the force shaping the process to create technological innovation; specifically, companies 
changing the face of the industry are emerging in the engineering environment. 

Recommendations: 

To ensure better cooperation among high education institutions, FIAC member companies and the Ministry 
of Education and Science, we recommend the following: 

• Improve the respective tax legislation and provide tax incentives to companies that contribute to 
education, for instance, teaching, providing laboratory equipment, conducting R&D projects, etc. 
(For example, the equipment cost is deducted from profits, etc.) 

• In the course of implementing innovative development programs, develop and continue advisory 
and expert support and cooperation among FIAC member companies and Russian research 
organizations and higher education institutions. Promote science and technology competitions 
organized jointly by leading higher education institutions and businesses in the companies' 
innovation areas to award grants to winners for the development of technological solutions. 

• Together with the Ministry of Education and Science, develop recommendations for training in multi-
disciplinary skills. The key is further development of centers of excellence and competence centers 
of science and technology, increasing the potential for implementing complex scientific and 
technological projects that require participation from various organizations and multidisciplinary and 
intersectoral cooperation. 

• In order to promote innovative entrepreneurship, continue preparing (together with the Russian 
Ministry of Education and Science) recommendations for setting up educational centers to train 
students, researchers and engineers in business management and entrepreneurship, technology 
marketing and sustainable development planning. Develop additional professional training 
programs for the new generation of administrators and researchers at higher education institutions 
based on the international best practices in organizing of training processes, as well as applied and 
fundamental breakthrough research programs in cooperation with industry and in line with its 
interests. 

• Promote development of postgraduate professional education system. It is critical to develop, in 
collaboration with the Ministry of Science and Education, mechanisms of encouraging integration 
between international companies, higher education institutions and the academic community 
through the establishment of new centers and other measures to enhance postgraduate training. It 
is essential to implement new postgraduate training models based on international best practices. 

The further elaboration of these initiatives may be critical to make interactions more efficient and improve 
cooperation between FIAC member companies and high education institutions in driving innovation 
development.  

What have been done: 

1. ID WG also takes part in activities conducted to improve system of qualified personnel training  for 
high-tech industries and knowledge-intensive production, for example, in preparation of National 
Championship of employees with open professions of knowledge-intensive industries using Worldskills 
method (together with Union “Agency for development of professional communities and regular labor 
force“ 

2. We continued providing advisory and expert support and ensuring cooperation of FIAC member 
companies with Russian research organizations and higher education institutions, including participation in 
events hosted by the Higher School of Economics, cooperation with the Far Eastern Federal University 
under the program for innovative development 

3. We visited leading technical universities, technoparks and innovative centers in Tomsk, Ulyanovsk, 
Krasnodar Territory, Kaliningrad, etc 

4. Members of the labor force received an invitation to visit Immanuel Kant Baltic State University 
(Kaliningrad), which is one of the most fact-growing Russian universities, participant of 5-100 Initiative aimed 
at increasing competitiveness of the Russian universities among the world’s leading research centers 
(Resolution No. 211 of the Government of the Russian Federation dated 16 March 2013) and discuss 
potential cooperation between the FIAC and the university.  
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Issue 6. Driving the innovation growth of Russia's regions to increase their investment 
attractiveness. 

According to numerous expert reports and Russian economic development forecasts, Russia's regions will 
play an increasing role in the midterm, with a rapid growth in investment inflows to become their main priority.  

Innovative production, science, education and research will be among the key areas for investment.  
However, favorable conditions are essential to attract investment into these sectors. The investment climate 
and conditions in the processing industry may have a low investment appeal for investors in knowledge-
intensive sectors.  

Recommendations: 

• Continue development of criteria for evaluating the investment attractiveness of Russia's regions 
for “knowledge-intensive” investments and high-tech technologies 

• Identify and analyze the causes and impact of uneven distribution of foreign companies' innovative 
technologies across Russia 

• Identify, in collaboration with the local authorities, the regions that are potentially most attractive for 
investment into knowledge-intensive industries  

• Develop recommendations/a list of measures to attract investment into a region's innovative sectors 
Russia's regions should adapt best practices of local successful innovative businesses to improve 
the infrastructure for innovations 

• Create conditions for the successful adoption and adaptation of international leading practices in 
driving regional innovation growth 

• Reduce the minimum investment threshold for new SEZ residents (to RUB 10 million for the health 
care entities and to RUB 1 million for IT companies); reduce contributions to social funds (from 30% 
to 7.6%) for new SEZ residents (previously we suggested this for all SEZ residents)  

• Eliminate the utilization fee for new agricultural, special-purpose and construction machinery if it will 
not be used in other Russian regions. 

One of the priority areas of innovative activities of the Government, where FIAC member companies may 
be engaged in development of the Energy Super Grid in Asia, including design and improvement of 
legislation. 

Russian President has suggested starting realization of the energy super grid project, which would connect 
together Russia, China, South Korea, and Japan. FIAC could act as a mediator between the global strategic 
partners in creation of the energy super grid. In addition, the efforts and experience of FIAC member 
companies should be combined to support the intergovernmental working group for the energy super grid. 

In the course of expert support in the Far East region, we believe that the efforts and experience of FIAC 
member companies should be combined to create the intergovernmental working group for the energy super 
grid in Asian countries.  

• The regulatory base of power sector in the countries involved in this project, differs a lot. For faster 
realization of the energy super grid project, the regulatory procedures and laws of the participating 
countries shall be aligned. 

• FIAC could also provide expert support for the government’s innovation priorities in the Russian Far 
East, including the formulation and improvement of laws and assistance with problems encountered 
by foreign investors in their relations with federal and regional authorities. 

What have been done: 

1. ID WG together with Association of Innovative Regions of Russia was heavily involved in preparing 
a system for assessing innovation appeal, as well as criterion affecting decision-making on setting up FIAC 
offices/representative offices in the Russia’s regions. Identification and assessment of key factors affecting 
investment appeal of the FIAC member companies in Russia (what factors were considered during selection 
of the region for investments) is carried out through questionnaire surveys  

2. ID WG also took part in Development of Innovative Clusters – World Leaders of Investment 
Attractiveness, the priority project implemented by the RF Ministry of Economic Development and Trade, 
namely, in assessment of project-applications from clusters of several regions and in assessment of bidders 
willing to participate in the project. 
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11. Development of the Far East and Siberia 
Issue 1. Report on the working group's activities in 2017 and plans for 2017. 

Promote foreign investments in the Far East and Siberia, and provide guidance for foreign investors by 
demonstrating successful, positive investment experience on the part of the FIAC member companies: 

1) In 2010–17, working group members were addressed by top officials from the Republic of Sakha 
(Yakutia), Primorsky Territory, Amur Region, Magadan Region, Irkutsk Region, Krasnoyarsk Territory, 
Sakhalin Region, Khabarovsk Territory, Tuva, Buryatia, Chukotka, Kamchatka, Jewish Autonomous 
Region, Novosibirsk Region, Zabaykalsky Territory, Altai Republic, Tomsk Region, Altai Territory, 
Kemerovo Region and Omsk Region, and by representatives of the Offices of the Russian Presidential 
Envoys to the Far East and Siberia, the Ministry for Economic Development and the Ministry for the 
Development of the Far East. 

2) In 2017, major corporations, banks and organizations which are currently not FIAC members have been 
invited to attend the working group's Investment Sessions and participate in FIAC activities (possibly with 
its subsequent membership). A number of major global corporations, organizations and banks that have a 
wealth of investment experience throughout the world are poorly informed about what FIAC does and how 
effective its efforts have been.  

Representatives of several companies – JBIC (Japan Bank for International Cooperation), Nomura 
Research Institute, Japan External Trade Organization (JETRO) and JOGMEG (Japan Oil, Gas and 
Metals National Corporation) – regularly take part in the Investment Sessions in 2012–16 and are keen to 
do so in the future. 

The involvement of such companies and organizations should give FIAC new momentum.  

This issue should be continuously coordinated with the Russian Ministry for Economic Development. 

3) The working group annually meets with the leadership of the Ministry for the Development of the Far 
East, where they discuss joint work and set out further steps to attract foreign investments into the 
Russian Far East. An international expert study of the situation in the regions based on the company's 
global business experience and providing information on topical issues in the Russian Far East in order to 
promote the area’s development and help attract foreign investments. 

4) In coordination with Roscongress, to assist in preparation of the Eastern Economic Forum in 
Vladivostok and to ensure that foreign companies will participate. The Eastern Economic Forum is the only 
large, high-level annual forum in the Russian Far East to provide an expert opinion on the investment 
climate in the Far East and give foreign investors a better understanding of the priorities of state policy in 
the Far East and efforts to bring foreign investments into the region. That fact that CEOs of foreign 
companies attend the forum promotes dialog between business and government and contributes to a 
correct assessment of the Far East’s potential and development priorities. The forum has become a key 
information and advisory venue, where the country's leaders and top managers of foreign companies that 
operate and invest (or are planning to invest) in Russia can discuss the investment climate in the Far East. 

Work plan for 2017 

Cooperate and promote relations with the Ministry for Development of the Far East and the Offices of the 
Russian Presidential Envoys in the Far Eastern and Siberian federal districts. 

Continue to hold Investment Sessions with officials representing the regional authorities of the Far East 
and Siberia, as well as the Offices of the Russian Presidential Envoys in the Far Eastern and Siberian 
federal districts. 

Invite major corporations, banks and organizations which are currently not FIAC members to attend the 
working group's Investment Sessions. This issue should be continuously coordinated with the Russian 
Ministry for Economic Development. 

Cooperate with Roscongress in respect of hosting the Eastern Economic Forum in Vladivostok. 




