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Dear partners,
This digest of tax changes prepared by KPMG, as is
tradition, summarises tax-related alterations in 2019
and dwells on the key amendments for taxpayers coming up in the new year.

Mikhail Orlov,
Head of Tax and Legal
KPMG in Russia
and the CIS

The year 2019 has introduced many amendments in
the Russian tax system. In this year, VAT increased to
20%, movable property has been removed from taxable items, laws on special investment contracts have
been updated, and the third stage of Russia’s capital
amnesty started. Currency legislation has undergone
large-scale amendments. Russia has continued to integrate international regulations and standards to combat tax evasion and the shifting of profits. The Russian
Supreme Court has summarised practice on how to
apply liability law for tax crimes.
It is clear that the year 2020 will be no less intense in
terms of the configuration of the tax system.
Starting from 1 January, new rules on transfer pricing
analysis of transactions with intangible assets will take
effect, the list of permitted currency transactions using
foreign accounts will be expanded, and the mutual
agreement procedure – something new for Russia –
will be implemented. Thresholds for those intending to
migrate to the tax monitoring system are expected to
be reduced, and there will be updates to de-offshorisation and additional income tax legislation.
I hope that you will find this digest purposeful and
comprehensive.
I wholeheartedly wish you good luck and much positive tax news in the New Year!
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VAT
Using the new rules for VAT on e-services in 2019
Once the new VAT rules took effect in 2019, many
foreign companies began facing difficulties with
their practical application.
In particular, from 2019 foreign organisations are
required to pay VAT independently not only on
e-services, but also – after registration with the
Russian tax authorities – on VATable services
rendered in a non-electronic form (non-electronic
services).

That said, special taxation rules established for
electronic services do not apply to non-electronic
services, which results in differences in the
taxation of electronic and non-electronic services
rendered by foreign organisations registered
with the Russian tax authorities.

“Many ask: what is wrong with Russian
tax policy?”
Article by Mikhail Orlov, Head of Tax and Legal, KPMG in Russia
and the CIS

The key differences in imposing taxes on electronic and non-electronic services are listed in the table below:
Taxable
item

Electronic
services

Non-electronic
services

Time when the tax
base is determined

Last day of the month
in which payments were made

The earliest of:
—— the date when pre-payment is obtained, or;
—— the date when services were shipped

Tax base

Amount of payment
with VAT

Tax rate

16.67%

—— service fee net of VAT, or
—— amount of payment with VAT in respect of the obtained pre-payment
—— 20%, or
—— 20/120 in respect of pre-payment
Reduced rates may apply to certain types of services

Documents confirming the
right of purchasers to a
VAT deduction

Commercial invoice with an
indication of the amount of tax,
INN and KPP (unless specified in
a contract)

VAT invoice drafted in Russian in accordance with the general
requirements of the Russian Tax Code on the drafting of the
indicated document

VAT rate
28%
20%

1992

1993

18%

2004

20%

As of 1 January 2019 the VAT rate increased from 18% to 20%, new rules
concerning the deduction/restoration of VAT amounts previously recognised
for deduction on the receipt of subsidies or budget investments, new rules
imposing VAT on services rendered electronically (e-services), stipulating that
effective 1 January 2019, foreign companies providing e-services to Russian
organisations were required to register with the tax authorities and to ensure
the VAT on those services is paid

2019
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The key differences around the taxes imposed on
electronic and non-electronic services:
—— complicated significantly tax accounting and
taxation for foreign companies providing both
electronic and non-electronic services and
registered with the Russian tax authorities.
Foreign organisations also face difficulties
in determining the time and procedure for
calculating their tax base (especially when
foreign companies obtain pre-payment in a
foreign currency, driven by the need to issue
VAT invoices in Russian for non-electronic
services) when seeking to apply the correct CBR
rates for re-calculating the VAT tax base into
roubles for non-electronic services.
—— created the need to separate amounts for
electronic and non-electronic services rendered
to Russian purchasers (which itself turned out to
be a difficult task and in certain cases required
the introduction of amendments to relevant
agreements, changes to the procedure used to
prepare source documents, and changes in how
the service fee per type of activity is calculated.
These difficulties were, among others,
encountered by foreign companies belonging to
international groups that render IT services to
other group companies.
The tax rate of 16.67% established for the sale of
electronic services on the obtained payment amount
is slightly different from the computed rate of 20/120.
However, such a small difference significantly
complicates the calculation of VAT amounts for
companies which have service fees established net of
VAT. For these firms, the amount of tax is calculated as

16,67%

service fees net of VAT
1 — 0,1667

In turn, this may lead to the need to configure
programs used by foreign companies to issue their
commercial invoices (which, in certain jurisdictions,
constitute the key document confirming the fact that
business operations have been performed).
In connection with amendments in legislation, it is
now unclear whether foreign organisations should
submit a separate tax return for VAT payable in
respect of electronic and non-electronic services.
In addition, the Federal Tax Service has updated the
tax return form for suppliers of electronic services,
supplementing it with fields that make it possible to
report in the return the amount of VAT attributable
to non-electronic services. In addition, Letter No.
SD-4-3/7937 of the Federal Tax Service dated 24
April 2019 (hereinafter – the “Letter”) confirmed that
foreign companies providing both electronic and
non-electronic services may only file one tax return
stipulated in respect of non-electronic services.
This return should recognise all transactions
subject to VAT.
In the Letter, the Federal Tax Service also confirmed
that foreign companies rendering electronic services
must be registered with the tax authorities for VAT
purposes and pay VAT independently both in respect
of electronic services and VATable non-electronic
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services. At the same time, the Letter specifies that in
cases when a foreign organisation renders electronic
services or any other services where the place of
sale is the Russian Federation, the purchaser must
independently calculate and pay VAT to the state
budget and file the paid amount of VAT for deduction
(included in cost (expenses). Then, in the case of the
indicated transactions the tax authorities have no
grounds for demanding that the foreign organisation
pay VAT to the state budget, and recognise such
transactions in the relevant VAT return, and also that
the purchaser re-calculate tax liabilities (the calculated
tax and tax deduction (the amount of the tax included
in cost (expenses)).
Difficulties related to the application of tax legislation
also started occurring when a foreign organisation
sold electronic services via a Russian agent that is an
intermediary, registered with the tax authorities and
engaged in entrepreneurial activity, participating in
settlements directly with purchasers on the basis of
a contract of delegation, commission, agency or any
other similar agreements with foreign organisations.
When rendering services via such an intermediary,
a foreign organisation is not obliged to register with
the tax authorities, while its Russian intermediary
must pay VAT in lieu of the foreign organisation
as a tax agent. Meanwhile, the Russian Tax Code
does not establish expressly the specific documents
required by a purchaser to deduct VAT, and how such
documents should be prepared. Moreover, there is
no clarity on the procedure for paying the tax if this
intermediary does not participate in the conclusion
of the agreements between the supplier and the
purchaser and, accordingly, is not in a position to
identify the type of services for which the intermediary
obtains payments (for example, if the role of the
Russian agent is confined solely to the collection and
processing of payments).
In the Letter, the Federal Tax Service notes that it is
considering the issue of improving the procedure
for levying VAT on transactions where foreign
organisations provide electronic services and the
place of sale is the Russian Federation, and also
the procedure governing other sales by the same
organisations. However, to date draft amendments to
tax legislation, which change or clarify the procedure
for levying taxation on electronic services, have not
been submitted to the State Duma of the Russian
Federation. The appearance of such a draft law and
the introduction of relevant amendments into the
Russian Tax Code is possible in 2020.

When: corresponding alterations to the Russian
Tax Code are possible in 2020
Laws and regulations:
Federal Law No. 355-FZ dated 27 November 2017
Letter No. SD-4-3/7937 of the Federal Tax Service dated
24 April 2019
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VAT deductions on the “export” of work and services
Until 1 July 2019, taxpayers were not entitled to
deduct the amount of ‘input’ VAT on the sale of
work and services if Russia was not recognised as
their place of sale. These VAT amounts represented
additional costs for service providers. Effective from
1 July 2019, amendments to the RF Tax Code entered
force, which stipulate that such amounts of VAT may
be deducted.
If a taxpayer has input VAT related to both
VATable and non-VATable services, the taxpayer
is entitled to deduct the amount of such VAT in
part, , commensurate to the share of revenue from
VATable activity. However, from 1 July 2019, revenue
from providing services/performing works, where
Russia is not recognised as the place of sale for
the calculation of the amount of deductible VAT, is
equated to VATable transactions for the purpose of
calculating deductible input VAT deductible on such
transactions.

At the same time, the new rules do not apply to VAT
amounts pertaining to:
—— purchased services or works exempt from VAT
pursuant to article 149 of the RF Tax Code;
—— the sale of goods when Russia is not recognised
as the place of sale.
These amendments will enable companies
providing services and performing works for foreign
customers to increase deductible VAT amounts. At
the same time, the new rules apply to works/services
sold to Russian customers when Russia is not
recognised as the place of sale.

When: From 1 July 2019
Laws and regulations:
Federal Law No. 63-FZ dated 15 April 2019

Recommendations
In connection with the aforementioned amendments,
it is advisable for taxpayers covered by these
amendments to pay attention to the following:
—— companies performing works/providing services
to foreign customers may need to revise the
applicable methodology to allocate VAT and
maintain separate VAT accounting in VATable
and non-VATable activity;
—— the increase in VAT amounts that are deductible
in connection with the application of the new
rules may result in a situation when the amount
of deductible VAT at some taxpayers starts to
exceed the amount of VAT from sales. As soon
as taxpayers file for a refund of respective VAT
amounts, the tax authorities will be at liberty to
request additional documents as part of desk
audits of VAT returns and may inspect in more
detail the legitimacy of the failure to accrue VAT
in respect of relevant work and services, and
also documents confirming their right to deduct
amounts of input VAT;
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—— In general, owing to the indicated amendments,
the tax authorities may start paying more
detail to the accuracy with which companies
providing non-VATable services to foreign
organisations determine the place of sale of
the services. In view of this, we recommend
that taxpayers covered by the new rules check
whether they accurately determine the place of
sale of relevant non-VATable work and services
and whether they draft the required documents
supporting the nature of the work performed/
services provided (and the place of their
performance/provision). Moreover, taxpayers
may need to prepare the underlying rationale
and documentation why they are not charging
VAT should the tax authorities raise respective
issues.

© 2020 KPMG. All rights reserved.

Opportunity to waive the VAT exemption regarding warranty
repair services
До 1 января 2019 года услуги по ремонту Until 1
January 2019, services involving the maintenance
and repair of goods during heir warranty period for
no additional fee – including the cost of spare parts
and components thereto – were exempt from VAT.
At the same time, the RF Tax Code did not stipulate
the option of waiving this exemption. As a result,
organisations engaged in warranty repair were
unable to deduct VAT or were required to reimburse
previously deducted amounts of VAT paid on the
import into the Russian Federation or acquisition of
the spare parts used in warranty repairs.
The amendments, which entered into force from 1
January 2019, enable these organisations to waive
the exemption applicable to the above services
based on a written application submitted to a tax
authority.
As a result:
—— organisations involved in warranty repair are
entitled to deduct amounts of VAT on expenses
related to warranty repairs;
—— The costs of Russian manufacturers are
reduced, as previously non-reimbursable VAT
amounts had been included in the cost of
warranty repairs.
At the same time, these amendments do not resolve
the issue of non-refundable VAT when a Russian
organisation provides warranty maintenance and
repair services to foreign manufacturers, as in this
case, Russian organisations charge VAT on their
services, while foreign manufacturers are unable to
deduct the indicated VAT).

In addition, even in instances where warranty
maintenance and repair services are provided to a
Russian distributor or manufacturer, this distributor/
manufacturer may face tax risks related to the
right to deduct input VAT (inter alia, in connection
with the reclassification of the service fee as the
reimbursement of costs, and in connection with
substantiation of the use of respective expenses
in VATable activity). Consequently, Russian
manufacturers or distributors of imported products
may need to revise the procedure for documenting
transactions related to the acquisition of services or
reimbursement of expenses, and the performance
of warranty maintenance and repair by third parties
in respect of the goods that they sell. They may
also need to substantiate their right to deduct
input VAT that arises when they purchase warranty
maintenance and repair services.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 424-FZ dated 27 November 2018

Amendment to the list of VAT-exempt transactions and VAT
rates in the aviation industry
During 2019 a number of amendments affected the
procedure for levying VAT on transactions in the
aviation industry, specifically:
—— VAT is levied at the rate of 0% on the following
services provided directly at Russian airports
receiving international flights; take-off, landing,
taxiing and parking services, airport terminal
services, aviation (transport) safety services,

take-off, landing,
taxiing and parking
services

airport terminal
services

aviation
(transport)
safety services

aircraft and passenger ground handling
services and crew administration services,
luggage, cargo and mail handling services,
and also aircraft maintenance services;
—— the list of VAT-exempt airport services was
shortened. Now the VAT exemption is only
applicable to air navigation flight services;
—— VAT is levied at the rate of 0% on domestic
passenger and luggage handling services,
provided that the point of departure and the
point of destination for passengers
and luggage, and also all the waypoints,
if any, are located outside Moscow Region
and Moscow.

When: From 1 October 2019
aircraft and
passenger ground
handling services
crew administration
services

luggage, cargo
and mail handling
services

© 2020 KPMG. All rights reserved.

aircraft
maintenance
services

Laws and regulations:
Federal Law No. 493-FZ dated 25 December 2018
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Effective 1 January 2020:
—— VAT is not levied in the Russian Federation on:
—— aircraft subject to registration in the Russian
Aircraft Register by entities that have
received the status of participant of a special
administrative region;
—— civil aircraft, provided that a copy of the
certificate on the state registration of the
civil aircraft in the State Register of Civil
Aircraft of the Russian Federation has been
submitted to a customs authority;
—— civil aircraft registered in the state register
of civil aircraft of a foreign state provided
that the customs authority has been
provided with a copy of the certificate on the
registration of the civil aircraft in the state
register of civil aircraft of the foreign state,
which has been transferred in full or in part
the functions and obligations of the state of
registration by the Russian Federation in in
accordance with an international treaty;
—— aircraft engines, spare parts and components
intended for the construction, repair and/or
modernisation of civil aircraft in Russia, and
also the printed matter, prototypes and/or
components required for the development,
creation and/or testing of civil aircraft and/or
aircraft engines

—— a zero VAT rate is in effect for the sale of:
—— civil aircraft registered (to be registered)
in the State Register of Civil Aircraft of the
Russian Federation, and also work (services)
on the construction of civil aircraft, provided
that the necessary supporting documents
have been submitted to the tax authorities;
—— aircraft engines, spare parts and components
intended for the construction, repair and/
or modernisation of civil aircraft in Russia,
provided that supporting documents have
been submitted;
—— services on the transfer of civil aircraft
registered (to be registered) in the State
Register of Civil Aircraft of the Russian
Federation under lease agreements,
provided that supporting documents have
been submitted to the tax authorities.
The amendments to the RF Tax Code aim to reduce
the tax burden on organisations that provide
services in airports and airlines. This is attributable,
inter alia, to the fact that unlike a VAT exemption,
taxation at the zero rate grants the taxpayer the
right to deduct input VAT on acquired goods/work/
services.
However, companies applying the zero VAT rate
(or applying respective exemptions) may need
to adapt their tax policies and also streamline
processes related to the collection and preparation
of documents that confirm the right to apply a zero
VAT rate (or to substantiate the VAT exemption).

When: From 1 January 2020
Laws and regulations:
Resolution No. 749 of the RF Government dated
10 June 2019
Federal Law No. 123-FZ dated 6 June 2019
Federal Law No. 324-FZ dated 29 September 2019
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Tax Monitoring
Lower criteria for tax monitoring
participants in 2020
In connection with the need to increase the number
of potential tax monitoring participants, it is
anticipated that the following criteria for joining this
regime will be eased in 2020:

Other amendments in 2020
As well as easing the criteria for tax monitoring
participants, the draft law touches on the following
amendments:

—— annual revenue – from RUB 2 billion
(previously – from RUB 3 billion );
—— assets – from RUB 2 billion (previously –
from RUB 3 billion);
—— taxes paid – at least RUB200 million
(previously – at least RUB 300 million).
The number of potential participants is expected
to double thanks to such measures. It should be
noted that if a company meets these criteria when
joining the tax monitoring regime, it is highly likely
that subsequent checks for compliance with these
criteria to prolong participation in the regime will be
abolished from 2020.

—— It eliminates desk tax audits for tax monitoring
participants, which apply for a refund of VAT and
excise taxes from the budget;
—— It removes sureties and bank guarantees as
mandatory documents required for the refund
of VAT and excise taxes for tax monitoring
participants;
—— It unifies requirements on the information
systems of companies and all tax monitoring
documents in order to eliminate manual checks;
—— It reduces the time that the tax authorities
may spend preparing reasoned opinions and
eliminates extensions to this timeframe (at
present, the total period may amount to two
months from the request date).

Companies undergoing tax monitoring (quantity)

Companies undergoing tax monitoring (industries)

95

Oil & gas

Metals

Power

Telecommunications

Logistics

Retail

44
7
2016

21

26

2017

2018

2019

2020

«Tax monitoring is still in the
honeymoon period»
Interview with Dmitry Kornev from MTS PJSC about his experience
of working in the tax monitoring system.

Recommendations
Despite the positive impact of these changes, joining
the tax monitoring regime requires considerable
preparation, including:
—— examination of internal tax control and risk
management systems and making them
consistent with the requirements of the Russian
Federal Tax Service (certain elements may need
to be developed);
—— automation of tax monitoring report generation
processes and control procedures (tax
monitoring participants have an interest in
increasing the number of automated control
procedures);

© 2020 KPMG. All rights reserved.

—— determination of the procedure for communicating
with the tax authorities (taking into account their
current preferences);
—— possible adjustment of financial and tax
accounting, preparation of tax reports and
accounting systems (including the automation of
certain processes);
—— preparation of a significant number of documents
in order to join the tax monitoring regime.
In view of the large volume of preparatory work, we
recommend that our clients prepare in advance to
join the tax monitoring regime and plan the workload
of both their own staff and external professionals
(advisers, IT providers).
11

Corporate profits tax
Depreciable property
Clarifications are introduced:
—— the criterion of the “the write-off of the value
through depreciation” has been excluded from
the definition of depreciable property, in other
words, property owned by the taxpayer and used
by the latter to derive income for more than
12 months and worth more than RUB 100,000 is
deemed depreciable (paragraph 1, clause 1 of
article 256 of the RF Tax Code);
—— in addition, it is implied that depreciation may be
charged on fixed assets transferred for gratuitous
use, furthermore, corresponding expenses will
not be recognised in tax accounting (clause 16.1
of article 270 of the RF Tax Code);
The explanatory note on the draft law indicated
that the purpose of these amendments was to
provide an opportunity to form the “tax” residual
value of assets not used in income-generating
activities, adjusted for depreciation, which is not
included in tax expenses.
However, in our opinion, the amendments are
half-baked, since: 1) the property transferred for
gratuitous use does not meet the criterion of
depreciable property (it is not used to generate
income), and 2) the possibility of depreciating
such property is not directly established by the
RF Tax Code;

—— the clarifications propose that assets, which
have been transferred further to a management
decision for mothballing for more than
three months, should not be removed from
depreciable assets (paragraph 2, clause 3
of article 269 of the RF Tax Code) – i.e., it
is assumed that depreciation expenses on
mothballed fixed assets may continue to be
recognised for corporate profits tax purposes.
However, this innovation goes against the
the logic of the aforementioned amendments
regarding the establishment of the residual
value of depreciable property temporarily not
used in income-generating activities;
—— the extension of the useful lives of mothballed
fixed assets by the period of their mothballing
has been cancelled (clause 3 of article 269 of the
RF Tax Code);
—— the logical error in the provision on changing
the depreciation method has been corrected
– the taxpayer’s right to change no more than
once every five years the depreciation method
from non-straight-line to the straight-line
method and vice-versa has been confirmed
(paragraph 4, clause 1 of article 259 of the
RF Tax Code).
When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019

“The judicial system works against the taxpayer,
regardless of whether the taxpayer is right or not”
KPMG Partner Andrey Ermolaev talks about the most pressing issues and
latest trends in the relations between business and the state.
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Clarifications on loss carryforwards
Specifically, the limitation on the amount of losses
carried forward (not more than 50% of the tax base
of the current period) has been extended for one
more year – until 31 December 2021 (clause 2.1 of
article 283 of the RF Tax Code), and an additional
test on the business purpose in the event of the
acquisition of loss-making companies has been
introduced directly into article 283 of the RF Tax
Code. If subsequent tax control measures establish

that the main goal of the reorganization was to
minimise taxes, the successor will be disallowed
the deduction of the accumulated losses of the
reorganised company (clause 5 of article 283 of
the RF Tax Code). At the same time, an additional
restriction on accounting for losses in case of a
merger or acquisition of interdependent companies
was excluded from the final version of the law.

Trends in law enforcement practice
in respect of intra-group transactions
Tax authorities continue analysing critically and
reinterpreting the tax accounting treatment of intragroup payments made by Russian subsidiaries to
foreign recipients. In particular,
—— recently, the expenses on intra-group services
provided by foreign companies have been
challenged more and more frequently by the
tax authorities. The tax authorities believe that
payments for services are used as a tax-efficient
mechanism to reallocate the tax base in favour
of the foreign companies of a group. After the
introduction of article 54.1 of the RF Tax Code
and the growing tendency to look for intent to
commit a tax offence, companies face higher
tax risks.
—— when challenging whether services were
actually provided, the tax authorities not only
challenge the legitimacy of including service
payments in expenses but also reclassify such
payments as passive income, and charge
withholding tax in the Russian Federation (for
example, see the case of Rusjam Steklotara
Holding LLC (No. А11-9880/2016)).

© 2020 KPMG. All rights reserved.

In practice, however, we see that the tax authorities
often challenge the substance of documents on the
basis of the collection of indirect evidence, which
demonstrates that no services were provided or that
the services were provided in a far smaller volume
(for example, witness statements, the results of the
seizure of documents).
The practice of challenging intra-group borrowing
costs received a new boost. In several court
disputes, the tax authorities managed to convince
the court that the received debt financing should
be treated as investments from participants for
corporate profits tax purposes and borrowing
costs should be excluded from tax accounting
(for example, see the case of Nem Oil CJSC
No. А29-2527/2018).
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Corporate property tax
Tax on movable property has been abolished,
but the issue of classification remains
Since 2019 movable property has been excluded
from the list of taxable assets.
At the same time, taxpayers will be required to
determine and allocate independently assets as
movable/immovable property categories and duly
discharge their obligations regarding the calculation
and payment of corporate property tax.
The year 2019 showed that even if a tax benefit may
be applied, it still remains unclear which property
should be designated as movable which property as
immovable.
Taxpayers find it hard to classify assets as movable
or immovable property due to the different
interpretations applied by taxpayers and the tax
authorities, and also the approaches of the courts to
the classification of assets.
Most assets classified as buildings and structures,
and also production equipment are included in the
zone of risk.

Moreover, the tax authorities and courts often
interpret broadly the provisions of article 130 of
the RF Civil Code which contains the concept of
immovable property, stating that movement of
most of the assets used in processing undermines
the functioning of the entire production process. In
turn, the tax authorities and courts believe that the
above may serve as grounds for classifying assets
as immovable property (for example, the Ruling
of the RF Supreme Court dated 12 July 2019 in
case No. А05-879/2018; Lesozavod 25 CJSC – the
Decision of the Commercial Court of Astrakhan
Region dated 5 November 2019; the Judgment of
the Second Commercial Court of Appeals dated 5
December 2019 in case No. А29-14394/2018, etc.).
We recommend that you start preparing for the
questions of the tax authorities, analysing the
most risky assets and compiling defense files
and arguments which may support the adopted
approach ton classification.

At present, there is no single approach in court
practice in tax cases on the classification of assets
as movable/immovable property. Courts adopt
decisions on a case by case basis and in respect of
specific assets.

The list of assets subject to corporate property
tax at cadastral value has been expanded
Effective 2020, the list of immovable property taxed
at cadastral value has been expanded. The initial
amendments stipulated an expanded list of real
estate properties taxed at their cadastral value. The
version of sub-clause 4, clause 1 of article 378.2
of the RF Tax Code included all types of property
subject to personal property tax in the list of assets
in respect of which organisations have to pay tax
at their cadastral value.
Subsequently, the Legislator clarified the wording
on the taxation of the real estate of organisations,
proceeding from its cadastral value.

From 1 January 2020, the list of assets taxed at
their cadastral value has been expanded to include
the following: “... residential premises; garages;
parking spaces; construction-in-progress; as
well as residential buildings, garden cottages,
utility buildings or structures located on land
plots provided for private farming, gardening,
horticulture or individual housing construction.”

When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019
Federal Law No. 379-FZ dated 28 November 2019
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Expansion of the list of immovable property subject
to corporate property tax at cadastral value
The concept of a taxable asset for corporate property
tax purposes has been clarified. In particular, the
following are considered taxable assets:
—— immovable property booked on the balance
sheet of an organisation as fixed assets;
—— immovable property located in the Russian
Federation and owned by organisations or
belonging to them by right of economic
management or received under a concession
agreement.
Effective 2020, it will not matter whether immovable
property is booked on the balance sheet of an
organisation as a fixed asset.

Consequently, it should be recalled that assets taxed
at cadastral value include, inter alia, construction in
progress and also assets undergoing reconstruction
(i.e. assets that are not fixed assets).

When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019

The procedure for submitting reporting on corporate
property tax has changed
Effective 2020, organisations are no longer
required to submit advance corporate property tax
calculations. At the same time, a new corporate
property tax return form has been approved.
Moreover, now the tax return may be submitted
in a centralised way. Organisations registered
with several tax authorities at the location of
immovable property that they own in a constituent
entity of the Russian Federation, where the tax
base is determined as their average annual
value, may submit the tax return for all such
immovable property to one of the aforementioned
tax authorities at their own discretion, after duly
notifying the tax authority of the constituent entity
of the Russian Federation.

In accordance with current provisions, organisations
are required to submit the tax return to the tax
authority at the location of each immovable
property. Thus, the amendments simplify
considerably the document flow between the tax
authority and the taxpayer.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 63-FZ dated 15 April 2019

“There are fewer absurd decisions
on the property tax”
Learn about the position of the Federal Tax Service on property tax in an
interview with Svetlana Bondarchuk, Deputy Head of the Federal Tax Service
of the Russian Federation.
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Capital amnesty, personal income
tax, insurance contributions
Capital amnesty
The State Duma has passed laws stipulating the
third stage of the voluntary declaration of assets
and accounts under a so-called “capital amnesty”
that will last until 29 February 2020. According to
the Russian Ministry of Finance, approximately
19,000 special declarations were submitted
during the first two “seasons”. A number of the
declaration parameters have been retained for
the new “amnesty” stage, although some special
conditions have been added.
The “capital amnesty” provisions have been
extended until 29 February 2020.
The main feature of the new “capital amnesty”
is the requirement to repatriate certain types of
assets to Russia. The guarantees provided by
the “amnesty” only apply to offences related to
such assets if the following additional conditions,
inter alia, have been met as of the date of the
submission of the special declaration:
—— if an account/deposit at a foreign bank is
declared, all the funds must be transferred
from it to the accounts/deposits of the
declarant at Russian credit institutions. A
statement of the movement of funds on the
account/deposit at the foreign bank is attached
to the special declaration for the period from
1 January 2019 up until a date 15 calendar
days before the date of the submission of the
declaration or before the date of the closing of
the account/deposit, together with a statement
on transactions confirming that the funds have
been credited to accounts at Russian banks;
—— if a controlled foreign corporation is declared,
it should be re-domiciled to a special
administrative region (SAR) in accordance with
Federal Law No. 290-FZ dated 3 August 2018
“On International Companies”.
The amendments also extend the period when
certain income is exempt from taxes that became
payable before 1 January 2019 by the declarant or
another person specified in the special declaration
submitted at the third stage.

The Supreme Court of the Russian Federation has
prohibited the use of special declarations when
investigating offences
The Supreme Court of the Russian Federation has
clarified that information provided voluntarily under
the capital amnesty law constitutes a tax secret
and is only preserved by the tax authorities. Such
information and documents may not be received
even further to a court decision or request, and may
only be requested by the declarant. The declaration
may not serve as grounds for initiating cases on
administrative or tax offences or as evidence in
such cases. In case of any conflicts between other
laws and this law, the latter must prevail. It should
be noted that previously the Supreme Court of
the Russian Federation had already expressed its
opinion on this issue (Presidium of the Supreme
Court of the Russian Federation, 30 October 2019)*.
The Federation Council approved a draft law
prohibiting the seizure of special declarations
and their use within the framework of a criminal
prosecution on 23 December 2019.
The draft law introduces amendments to the Criminal
Procedure Code of the Russian Federation, in
particular amendments that prohibit the confiscation
of the special declaration submitted in accordance
with Federal Law No. 140-FZ dated 08 June 2015
during investigations on criminal cases on crimes
committed in the area of entrepreneurial activity
or the use of special declarations during criminal
proceedings. The amendments also stipulate that
the submission of a special declaration, and also
information contained in the special declaration and
documents and/or information attached to the special
declaration may not serve as grounds for instituting
criminal proceedings.
Non-recurring benefit for individuals who are the
controlling persons of CFCs
An amendment was adopted to the RF Tax Code
that introduces a special benefit for individuals who
were not Russian tax residents as at 2018, but were
recognised as Russian tax residents as at 2019 —
the profit of the CFC is not included in the taxable
income of such controlling persons for 2019 (clause
75 of article 217 of the RF Tax Code was introduced
by Federal Law No. 11-FZ dated 29 May 2019).

When: From 1 January 2020

When: From 1 June 2019

Laws and regulations:

Laws and regulations:

Federal Law No. 290-FZ dated 3 August 2018

Federal Law No. 111-FZ dated 29 May 2019

“Russia is a country with
an unpredictable tax history”
Alexander Shokhin, President of the Russian Union of Industrialists and
Entrepreneurs, says that business is most concerned by state tax policy.
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*

Approved by the Supreme Court of the
Russian Federation on 14 November 2019

Personal income tax
The procedure for collecting tax that a tax agent
illegally failed to withhold (illegally failed to
withhold in full) has been simplified – the tax
authorities have the right to additionally accrue
and recover the tax from the tax agent based on
the results of a tax audit; in this case, the amount
of tax paid by the tax agent (collected from the tax
agent) is not recognised as the taxable income of
the individual taxpayer.
1.

2.

3.

4.

Interest income accrued on account balances at
Russian banks is now subject to the procedure
applicable to interest on deposits (in other
words, only income exceeding the established
threshold is taxed).
The procedure for paying tax in the event of
the receipt of immovable property as a gift (if
such income is not exempt from taxation) has
been clarified – the taxable income should be
calculated on the basis of the cadastral value.
The procedure for paying taxes when an
individual - tax resident of the Russian
Federation sells property has been clarified:
—— In the event of the sale of property (with
the exception of securities) received on a
gratuitous basis or against partial payment,
and also under a deed of gift, the income
from the sale of such property may be
reduced by the amount of documented
expenses in the form of the amounts on
which taxes were charged and paid when
such property was acquired (received);
—— if no tax was imposed when the taxpayer
received property in an inheritance or as
a gift according to clauses 18 and 18.1 of
article 217 of the RF Tax Code, if income
received from the sale of such property is
taxed, the documented expenses of the
legator (giver) on the acquisition of this
property are taken into account, provided
that these expenses have not been taken
into account by the legator (giver) for tax
purposes (except for the cases stipulated by
sub-clauses 3 and 4, clause 1 of article 220).
Russian organisations and individual
entrepreneurs making payments under
securities purchase and sale (exchange)
agreements that they concluded with
individuals, are recognised as tax agents;
it should be noted that the incurred and
documented expenses related to the acquisition
and storage of corresponding securities
and incurred by an individual without the
involvement of the tax agent are taken into
account further to the application of the
individual.

5.

The procedure for the transfer of taxes by tax
agents - Russian organizations that have several
standalone divisions in one municipality has
been clarified – now it is possible to transfer
calculated and withheld taxes to the budget
at the location of one of these standalone
divisions.
6. The obligation regarding the registration
and deregistration with the tax authorities of
foreign citizens or stateless persons who are
not individual entrepreneurs, have no place
of residence (place of stay) in the Russian
Federation or immovable property and (or)
vehicles belonging to them, and who are
not registered with the tax authorities on the
grounds stipulated by the RF Tax Code has been
clarified.
7. The obligation of individuals who are foreign
citizens or stateless persons referred to in the
previous point to file a tax return, if the tax
agent did not withhold tax when paying income
and duly informed the tax authorities thereof,
has been clarified.
8. An earlier date has been set for the submission
of the calculation of tax amounts calculated
and withheld by the tax agent for the year, and
also information on personal income for the
tax period – no later than 1 March of the year
following the expired tax period, instead
of 1 April.
In connection with the adoption of Federal Law No.
325-FZ dated 29 September 2019, Russian gambling
zones have become more attractive:
—— The winnings of individuals who are not tax
residents of the Russian Federation received
from gambling in casinos and slot machine halls
are not taxed;
—— the tax base is determined not for each win, but
as the difference between the amount received
by the gambling participant from gambling
organisers and the amount paid by this
participant to gambling organisers in exchange
for presented exchange notes of the gambling
establishment during the tax period; the tax is
payable by 1 December (inclusive) of the year
following the expired tax period based on a tax
notice sent by the tax authority; the obligation
to include winnings paid by organizers of
gambling not qualified as sports betting or parimutuel betting in the tax return of an individual
has been canceled.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019
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Insurance contributions
The procedure for the payment of contributions
by payers who do not make payments or other
remuneration to individuals who are individual
entrepreneurs, lawyers, notaries, etc., has been
clarified. Certain periods when such persons do not
engage in activities are exempt from contributions.
Payers of insurance contributions, employing
more than 10 people on average during the
previous reporting period are now required to
report electronically on insurance contributions
(previously, the threshold was 25 people).
Effective 1 January 2020, a threshold amount
has been approved for calculating insurance
contributions to state extra-budgetary funds.

RUB 912,000
Statutory short-term disability
and maternity benefit insurance

RUB 1,292,000
Statutory pension insurance as
a cumulative total starting from
1 January 2020

When: From 1 January 2020
Laws and regulations:
Resolution No. 1407 of the Government of the Russian
Federation dated 6 November 2019

Transfer pricing and the mutual
agreement procedure
Changes in the transfer pricing procedure used to analyse
transactions with intangible assets
Provisions to the RF Tax Code on specialised
functional analysis for transactions with intangible
assets. In particular:
—— additional analysis of functions and risks
related to the development, enhancement,
maintenance, protection and exploitation of
intangible assets is required (in international
practice DEMPE functions);
—— it is proposed that due consideration be taken
of specialised criteria on the comparability of
transactions related to intangible assets, e.g.
their exclusivity, existence and the term of their
legal protection, territorial limits of the rights
to their exploitation, etc. – these comparability
criteria serve as guidelines and formally are not
mandatory; however, the tax authorities will
expect such analysis as part of the preparation
of documentation for price tax control purposes.
At the same time, stringent compliance with
all the proposed criteria could in practice
make it impossible to apply the comparable
uncontrolled price method to transactions with
intangible assets, even though this method is
the priority method.
18 | Key Tax Developments in 2020. Tax Amendments in 2019

Moreover, amendments have been introduced to
article 105.13 of the RF Tax Code regarding the
application of the profit split method to transactions
with intangible assets – economic ownership and
control for price tax control purposes are treated
as legal ownership. These amendments may
enable taxpayers to apply the profit split method to
transactions with intangible assets more often.
These changes apply to transactions where income
and/or expenses are recognised in accordance with
Chapter 25 of the RF Tax Code from 1 January 2020,
irrespective of the date of the relevant contract.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019
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Amendments to the calculation of the arm’s length price
range for exchange commodities
Federal Law No. 325-FZ dated 29 September 2019
introduced amendments to clause 5 of article
105.9 of the RF Tax Code, replacing the wording
“registered by the exchange on the date of the
conclusion” with the wording “concluded at the
exchange during a similar period of time under
comparable conditions”. These amendments aim
to clarify the procedure for calculating the arm’s
length price range and the possibility of applying the
quotation period to exchange-traded commodities.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019

Rules on mutual agreement procedures with the competent
authorities of foreign countries have been added to the RF Tax Code
Federal Law No. 325-FZ dated 29 September 2019
has added to the RF Tax Code rules on mutual
agreement procedures with the competent
authorities of foreign countries:
—— based on the results of a mutual agreement
procedure, excess taxes paid/withheld may be
refunded or offset, including as a result of an
adjustment to the tax base under transfer
pricing rules;
—— the procedure and deadline for the submission
of an application for a mutual agreement
procedure and the procedure and deadline for
the consideration of this application are to be
determined by the RF Ministry of Finance, taking
into account the provisions of the international
tax treaties of the Russian Federation;
—— the mutual agreement procedure may be
initiated not only by a taxpayer, but also at the
request of a competent authority of a foreign
country with which the Russian Federation has
a double tax treaty.

Thus, the mutual agreement procedure has been
referred to the competence of the RF Ministry of
Finance. The detailed procedure for performing
mutual agreement procedures will be prepared and
submitted by the RF Ministry of Finance after the law
comes into force.
Mutual agreement procedures are already actively
applied in Europe, which is confirmed by OECD
statistics. In 2018, for example, 658 procedures were
completed in Germany, 373 in the Netherlands and
362 in France. Over half of them relate to intra-group
transactions.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019

BEPS 2.0.
The OECD proposed that companies should pay
profits tax even in those countries where they do not
operate directly but generate profits from users of
consumer-facing services. For this purpose, the OECD
proposes taxing a portion of their “residual profit” in
the countries where they operate (the mechanism has
not been developed yet) and introducing a threshold

in the countries where such companies do business,
but have no permanent establishments, so that these
countries receive fixed profits from such companies.
On 9 October Anton Siluanov, at the time First Deputy
Prime Minister and Minister of Finance, confirmed
(according to RIA Novosti) that Russia would follow
the same path as G20 countries and the OECD.

Court practice on transfer pricing issues
The Supreme Court of the Russian Federation
confirmed the legality of decisions made by lower
courts in favour of the tax authorities in transfer
pricing disputes under section V.1 of the RF Tax Code
related to raw materials exports (e.g., see the cases
of Uralkali PJSC, Togliattyazot PJSC , and TD “RIF”
LLC). Moreover, the Russian Federal Tax Service
issued an overview of legal disputes regarding
tax control over transfer pricing in Letter No. СА4-7/17555@ dated 2 September 2019. In general,
several trends can already be seen in court practice,
including the following major ones:
—— the main transfer pricing method for raw
materials is the comparable uncontrolled price
method (including application of the necessary
© 2020 KPMG. All rights reserved.

adjustments), if comparable data about
transactions between independent participants
are available (e.g. quotes of price information
agencies and/or exchanges);
—— if transactions are organised into groups of
similar transactions for the purpose of their
economic analysis, this attracts the close
scrutiny of tax authorities;
—— transfer pricing documentation becomes more
and more important as a dispute settlement tool;
—— tax authorities and courts examine functional
analysis very thoroughly (even in respect of raw
materials where the quality of the product, as
well as market demand and supply, are the main
factors determining the price).
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International taxation
MLI ratification
Russia has ratified the Multilateral Convention to
Implement Tax Treaty Related Measures to Prevent
Base Erosion and Profit Shifting (Multilateral
Instrument or MLI). Certain MLI provisions will
apply to an individual tax treaty if both contracting
parties have declared the applicability of relevant
MLI provisions to specific clauses of their tax treaty.
The MLI stipulates a mandatory minimum standard
that includes the following provisions:
—— the principal purpose test (the benefits specified
in a tax treaty will not apply if one of the
principal purposes of a transaction or a chain of
transactions was to obtain these benefits) and/or
—— the limitation on benefits concept (the benefits
specified in a tax treaty will apply to a limited
number of taxpayers);
—— a simplified mutual agreement procedure.
As each participating country may choose the
configuration of the minimum standard provisions
it will apply, the Russian Federation has decided to
choose the principal purpose test supplemented by a
simplified limitation on benefits provision. Russia has

also chosen to apply other optional MLI provisions,
such as the additional provision on the holding
period that permits application of the reduced
dividend tax rate and the taxation of gains derived
from the sale of shares of companies that have
immovable property in the Russian Federation.
Thus, after the entry of the MLI into force, taxpayers
may have to make significant efforts to adapt to
the new provisions. In addition, the MLI have a
significant impact on the applicability of existing
international structures.

When: no earlier than 1 January 2021
Laws and regulations:
Federal Law No. 79-FZ dated 1 May 2019 “ published
on 01 May 2019.
Information Memorandum of the Ministry of Finance

The MLI will cover Russia’s 71 tax treaties with foreign countries
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Ratification of the amending protocol to the double
tax treaty with Austria
This protocol introduced the following main
changes to the double tax treaty.

The aforementioned changes apply to tax periods
starting after 1 January 2020.

Article 10 “Dividends”

In our opinion, the key change was the amendment
of Article 13 of the tax treaty, as now Austrian
residents will no longer be able to apply the
exemption when selling shares in companies
in which Russian real estate accounts for a
predominant share of their assets.

In the new version of the treaty, the 5% withholding
tax rate applies to dividends if the beneficial owner
holds at least 10% of the capital of the company
paying the dividends, without taking into account
the amount of the participation interest (previously,
the participation interest had to exceed USD 100,000
or the equivalent amount in any other currency).
Moreover, the term “dividends” also includes any
payments on units of mutual investment funds or
similar collective investment vehicles (except for
some types of such vehicles).

When: regarding tax periods, starting from 1 January 2020
Laws and regulations:
Federal Law No. 67-FZ dated 01 May 2019

Article 13 “Capital Gains”
Now gains from the alienation of shares or similar
rights in companies that derive more than 50% of
their value from immovable property may be taxed
in the state (Russian Federation or Austria) where
such immovable property is situated.

Application of the beneficial owner of income concept – clarifications
of the Court of Justice of the European Union
At the end of February 2019, the Court of Justice
of the European Union (“CJEU”) expressed its
position on the beneficial ownership concept
when assessing the appropriateness of applying
the tax relief provided in the EU Parent Subsidiary
Directive and the EU Interest and Royalties Directive
(hereinafter referred to as the Directives).
In particular, the CJEU held that EU member states
should deny the tax relief provided in the Directives
in situations where taxpayers use the Directives
for abusive or fraudulent purposes, e.g. where a
conduit company is interposed with the aim of
obtaining a withholding tax exemption.
According to the CJEU, the following factors may
prove that a company has a conduit status:
—— the company has no significant economic
activity in the country of its incorporation;
—— the company derives no economic benefit from
the income received and has no power to use it
as it wishes;
—— soon after the receipt of the income the
company distributes it in full/almost in full to
entities that do not qualify for tax benefits under
the Directives;
—— the company’s sole activity is the receipt of
income and its subsequent distribution to
entities that may not qualify for the tax benefits
under the Directives.

© 2020 KPMG. All rights reserved.

To identify the abovementioned factors, the CJEU
suggests analysing, in particular, the following
information:
—— the structure of a company’s assets and
liabilities;
—— the structure of a company’s income and
expenses;
—— the composition of the company’s management
and workforce;
—— the office premises and equipment used by the
company.
The clarifications of the CJEU coincide to a large
extent with the current approach of the Russian tax
authorities and courts to the beneficial ownership
concept. Accordingly, it is highly likely that this
approach will continue to be applied in Russian tax
practice, as the Russian tax authorities and courts
often take into account the practice of their foreign
colleagues.
Thus, if previously the risk of applying the beneficial
owner of income concept within corporate structures
was only relevant when Russian companies paid
passive income to foreign recipients, now close
attention should also be paid to the risk that this
concept may be applied to cross-border payments
of dividends/interest/royalties between European
companies.
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Tax administration and tax control
Tax administration
1.

It has become easier to collect small
amounts of debt
A new rule has been added to article 46 of the
RF Tax Code on the collection of small amounts
of debt, namely: if the total amount of debt, late
payment interest and fines for three years does not
exceed RUB 3,000, the decision to collect the debt
will be adopted within two months of the date when
the three-year period expires, while in other cases
the general rule remains in effect. These provisions
will come into effect on 1 April 2020.
2. The tax offset procedure has been simplified
Effective 1 October 2020, an offset will be possible
irrespective of the type of taxes and duties (federal,

regional, local), as the provision specifying that only
taxes of the same type may be offset will lose force
on that date.
3. Publication of information on interim measures
Effective 1 April 2020, the Russian Federal Tax
Service will publish information about the interim
measures taken by the tax authorities and the
application of methods to ensure payment of taxes
on its official website, including information about
the property subject to such interim measures. This
measure aims to prevent any potential illegal acts
with such property, including its alienation.

Registration of foreign employees with the tax authorities
Federal Law No. 325-FZ dated 29 September 2019 has
introduced a new procedure: now foreign citizens
who had not previously been registered with the tax
authorities will be registered automatically after the
submission of reporting by the tax agent at the place
of registration of this tax agent, i.e. after the personal
income tax forms 6-NDFL and 2-NDFL for the year
have been filed. The respective inspectorate of the
Federal Tax Service must automatically register the
foreign citizen to whom income has been paid within

15 days and send a corresponding notice to the tax
agent within the same period, while the tax agent is
required in turn to notify the foreign citizen thereof
and then duly notify the inspectorate of the Federal
Tax Service.
A foreigner is removed from the register at the
inspectorate of the tax agent if the foreigner has not
been paid income for three years and if the foreigner
has not independently filed the personal income tax
form 3-NDFL.

Tax control
—— The tax authorities have the right to notify
taxpayers of their tax arrears by SMS and/or
e-mail. However, the tax authorities must receive
the taxpayer’s prior written consent to such
notification;
—— in accordance with sub-clause 7, clause 2 of
article 64 of the Tax Code, the interest rate for
the payment of taxes in installments has been
increased to the level of the refinancing rate
of the Central Bank in effect during the period
of installment payments. The right to pay in
installments may be granted for a period of up
to three years if the amount of the taxes (duties,
contributions, late payment interest and fines)
payable based on the results of a tax audit
equals 30% or more of the revenue for the year
preceding the year when the decision based on
the results of the audit came into force;
—— The tax authorities will post publicly available
information about the property subject to such
interim measures as attachment or a pledge
on the website of the Federal Tax Service. The
exact information to be posted on the website
will be determined by the Federal Tax Service.
Information about the release of the property
or lifting of the pledge will also be published.
Moreover, if interim measures have been taken,
the tax authorities automatically have the right
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of pledge if tax arrears are not settled within a
month. This pledge will take precedence over the
pledges of third parties except in instances when
a subsequent pledge is prohibited in accordance
with the civil law of the Russian Federation.
In case of the attachment of property, the tax
authorities may at the taxpayer’s request replace
this measure with a bank guarantee, a pledge of
property or the surety of a third party;
—— when a desk audit is conducted, the period for
a tax offset or refund starts after the desk audit
has been completed, and if any violations have
been established – after the decision made
based on the results of the audit has come into
effect. The three-year period for a tax offset or
refund, as well as the period for returning excess
taxes collected, may be prolonged if mutual
agreement procedures are applied.

When: с From 1 April 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019
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Regulation of regional investment
projects (RIPs)
Single technological process
A definition of the term “single technological process” has
been added to the RF Tax Code (clause 2 of article 25.8 of
the Tax Code), which is now understood to mean a set of
interrelated technological operations required to produce
goods during the implementation of a regional investment
project (RIP) using property in respect of which expenses
constitute the amount of capital investments made by the
RIP participant.
Thus, it is stressed that RIP participants are required to
use the property that is the investment target when
implementing the project.

The term “single technological process” was already
mentioned in tax law before the introduction of the
indicated amendments, in the context of one of the
exceptions to the general rule that a regional investment
project must be implemented only in one constituent
entity of the Russian Federation.
However, the law did not contain a definition of the term
and various contested issues were settled, for example, in
courts.

The right to choose the method for determintion
the tax base for corporate profits tax purposes
Participants in regional investment projects now
have the right to choose the method used to
determine the tax base for corporate profits tax
eligible for reduced tax rates:
—— the tax base from operations carried out as part
of the implementation of an investment project
in the event of the separate accounting of
income (expenses), or
—— the entire tax base if the structure of the
taxpayer’s income meets the “90% criterion”.

The method used to determine the tax base should
be enshrined in accounting policy and may not be
changed during the period when the taxpayer has
the status of participant in a regional investment
project.
Before investors start to implement these changes
in their operations, we recommend that they assess
the potential impact of these changes on their
current/planned investment projects under this tax
regime.

Recommendations
In connection with the aforementioned changes,
we recommend that investors:
—— assess the impact of the amendments on their
current/planned investment projects;
—— consider/approve the methodology for the
separate accounting of expenses and income in
a regional investment project (including for tax
accounting purposes, where necessary);
—— consider potential limitations/expiry of state
support in view of established thresholds
(taking into account the planned parameters of
a particular investment project);
—— monitor amendments to regional laws and
regulations related to regional investment
projects and cooperate with federal regional
authorities of the Russian Federation on issues
of amending laws and regulations related to
regional investment projects.
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С одной стороны, эффект от изменений
положительный, поскольку появилась
определенность в части того, что следует
считать единым технологическим процессом. С
другой стороны, необходимо оценить текущие
положения законодательства и их влияние на
возможность применения налоговых льгот в
рамках инвестиционных проектов; возможность
выбора порядка определения налоговой базы по
налогу на прибыль и исключается необходимость
соблюдения «критерия 90%».

When: From 1 January 2020
Laws and regulations:
Federal Law No. 325-FZ dated 29 September 2019
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Reform of the special investment
contract mechanism (SPIC 2.0)
Main changes to SPIC parameters
In accordance with the adopted law, the following
changes will be made to the main parameters of
special investment contracts:
—— Now the subject of a special investment contract
will be the development and implementation
(or only implementation) of modern
technology (the list of modern technologies
will be approved by a resolution of the RF
Government) for the purpose of the setup of the
manufacturing facilities of industrial products
on the basis of the indicated technology in the
Russian Federation;
—— the maximum term of a special investment
contract has been increased (up to 15 years for
projects where the investment does not exceed
RUB 50 billion and up to 20 years for projects
where the investment exceeds RUB 50 billion);
—— the minimum amount of investments as a
precondition for concluding a special investment
contract has been abolished;
—— special investment contracts will be concluded
as a result of (open or closed) pre-qualification
selection procedures initiated by the public
party or the investor;
—— the SPIC participants have changed: now the
public party should include the authorities at all
levels (federal, regional and local);
—— the stability of the investor’s business
environment is only guaranteed if the special
procedure for applying modified provisions
of laws and regulations to the investor was
stipulated in the legislation as of the date when
the special investment contract was concluded.

The SPIC 2.0 mechanism has not become
operational yet, as the set of regulations necessary
for its functioning has still not been adopted
(including regulations on the procedure for
concluding special investment contracts , the
list of modern technologies relevant for special
investment contracts, the procedure for monitoring
the implementation by investors of their obligations
under special investment contracts, etc.).
In general, it will become more difficult for
investors to conclude special investment contracts
as a result of such amendments, in particular,
owing requirement to develop and implement
new technology and the introduction of the prequalification procedure for the conclusion of
special investment contracts.

When: From 13 August 2019
Laws and regulations:
Federal Law No. 269-FZ dated 31 December 2014

General limitation on the state support available to investors
under a special investment contract
According to the amendments introduced to the
Federal Law “On the Industrial Policy in the Russian
Federation”/ the RF Tax Code, the investor is only
entitled to state support/apply tax benefits until
the moment when the total amount of budget
expenditure and shortfall in budget revenue caused
by the provision of incentives amounts to 50 percent
of the investor’s capital expenditures.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 269-FZ dated 2 August 2019
Federal Law No. 290-FZ dated 2 August 2019

In the case of investment projects receiving various
(including subsidiary) types of SPIC-related state
support, in the case of a comparable amount of
capital investment, this may mean considerable
limitations on the actual ability to apply relevant
incentives.
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Changes in the terms and conditions for applying profits tax
benefits/related to the grandfather clause on insurance contributions
SPIC participants now have the right to choose
the method for determining the profits tax base
that may stipulate the application of a profits tax
benefit either to:
—— to the entire tax base if income from the sale of
goods under the SPIC amounts to 90% or more
of all income, or
—— to the tax base from operations related to
implementation of the investment project in
the case of separate accounting for income
(expenses).
The method for determining the tax base should
be specified in the accounting policy and may not
be changed during the entire term of the special
investment contract.
The profits tax benefit based on separate accounting
may be also applied by taxpayers that entered
into special investment contracts from 1 January
2017 until the date of the entry into force of the
law, provided that the relevant SPIC stipulates the
application of the profits tax benefit as an incentive
for organisations with the status of a taxpayer as a
SPIC participant.
In general, the positive impact of the aforementioned
changes is that investors will not have to comply
with the “90% rule” to apply the SPIC-related
corporate profits tax benefit. However, if the investor
chooses separate accounting as the method for
determining the tax base, it will have to resolve a
number of practical issues related to:
—— determination of separate accounting
methodology and the method used to calculate
the base for the allocation of income/expenses
to separate activities;

—— automation of separate accounting for income
and expenses related to different activities
in tax accounting and tax ledgers (using the
accounting information system);
—— development of internal control procedures
required to ensure the reliability of separate
accounting data.
These changes also eliminate the limitation
stipulating that the profits tax benefit was to be
provided up to 2025. However, new limitations
have been imposed, whereby SPIC-related profits
tax benefits are applied up to the reporting period
when: a) A participant in a SPIC loses this status,
(b) but not later than the period in which the
total amount of budget expenditure and shortfall
in budget revenue caused by the provision of
incentives has exceeded 50% of the investment
amount. Thus, the expiry date of the SPIC-related
corporate profits tax benefits will depend on
planned incentives for the investment project, as
well as other parameters of the investment project.
Moreover, in the case of special investment
contracts concluded after 2 September 2019, the
guarantee of stability in case of adverse regulatory
changes (the so-called “grandfather clause”) has
been changed: in particular, this clause will no
longer apply to insurance contributions.

When: From 1 January 2020
Laws and regulations:
Federal Law No. 269-FZ dated 2 August 2019

Recommendations
In connection with the entry into force of the
aforementioned amendments to special investment
contracts, we recommend that investors:
—— consider in advance the feasibility of concluding
a SPIC 2.0, taking into account the regulatory
changes, in particular, related to the likelihood
that the investor’s technology may be included
in the list of modern technologies (file a
preliminary application, hold discussions with
the relevant Russian authorities);
—— consider/approve the methodology of separate
accounting for SPIC-related expenses and
income (including for the purposes of tax
accounting, where necessary);
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—— consider potential state support limitations
in view of the established thresholds (taking
into account the planned parameters of the
particular investment project);
—— monitor changes in SPIC 2.0 laws and
regulations and cooperate with the federal/
regional authorities of the Russian Federation
on issues of amending laws and regulations
related to the SPIC 2.0 mechanism
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