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Dear partners and colleagues,
We are pleased to present our traditional digest of
changes that took place in the Russian tax system in
2020 – a hard year for the economy and the business for
obvious reasons.
Against this background, we were faced with
unprecedented changes in the fiscal landscape compared
to which the landmark adjustments to the Tax Code of
the Russian Federation made in previous years now do
not seem so impressive. Some of them have already
entered into force, but the majority of changes will take
effect in 2021.

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

In terms of taxes, the word “contradictory” was the
leitmotif of the past year. On the one hand, the state
initiated a review of tax treaties and an increase in
tax rates on payments to entities located in Cyprus,
Malta, Luxembourg. The double tax treaty (DTT) with
the Netherlands is next for review. The application of
the “look-through” approach was limited. The mining
industry was faced with an unexpected increase in
mineral extraction tax rates that surprised the business
by its severity. On the other hand, the thresholds for
joining the tax monitoring regime were reduced several
times, the mechanism for mutual agreement procedures
and pricing agreements was updated, a tax maneuver
in the IT industry was initiated, and a new preferential
regime – investment protection and promotion
agreements (IPPA) – was introduced in the country.
The taxation of individuals was also actively regulated.
From 2021, Russia will de facto have progressive
taxation, interest on bank deposits will begin to be taxed,
and individual owners of controlled foreign companies
may switch to paying a fixed tax on profits from all
companies.
You can learn more about these and many other changes
in the tax system from our review that we have tried to
make as comprehensive and useful as possible.
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International tax
Revision of double tax treaties
What has changed
To comply with the instruction of the President of the
Russian Federation, the double tax treaties (DTTs) with
Cyprus, Malta аnd Luxembourg were revised, and relevant
protocols to the DTTs were agreed and signed.

Essence of the changes
These protocols introduced changes related to taxation
of dividend and interest income. Now this income shall
be taxed at the rate of 15%. There are tax concessions
for certain categories of taxpayers – the list of exceptions
is the same for Cyprus, Malta, and Luxembourg. The 5%
tax rate on dividends will remain for certain categories of
entities (an insurance institution or a pension fund, a public
company, government or local authorities, the central bank).
As for public companies, the beneficial rate will apply if at
least 15% of shares in a company are outstanding, such
company’s stake in the dividend payer is at least 15%, and
the period of holding it is at least one year.
In terms of interest income taxation, the following
concessions will be retained for banks and the said entities,
provided the above conditions are met:
— the exemption that does not apply only to public
companies for which the tax rate may be reduced to
5% – for the DTT between the Russian Federation and
Cyprus and the DTT between the Russian Federation
and Luxembourg;
— the reduced 5% rate, including for public companies –
for the DTT between the Russian Federation and Malta.

The protocols to the DTTs with Cyprus and Luxembourg
provide for an exemption and the protocol to the DTT
with Malta provides for a reduced rate of 5% for interest
income from certain categories of listed securities:
government bonds; corporate bonds; external bond loans
(Eurobonds).

To apply preferential rates, all of the
above entities should be beneficial
owners of such income.
The changes introduced by the protocols with Cyprus
and Malta will enter into force on 1 January 2021, as they
contain a clause on their temporary application from
1 January 2021. The protocol with Luxembourg does not
include such a clause. This means that the changes will
come into force after the necessary national procedures
have been completed and notifications thereof have been
sent to each other (if this happens before the end of the
year, the protocol with Luxembourg will enter into force
from 2021, otherwise – from 2022).

Implications of the changes
It is necessary to assess whether the relevant payments
are eligible for the concessions specified in the DTTs
with Cyprus, Malta, and Luxembourg under the new rules
or not. If no, possible restructuring options should be
considered.

Application of the MLI starting from 1 January 2021
What has changed
On 26 November 2020, the Russian Federation sent the
OECD an official notification of completion of the necessary
procedures for the Multilateral Instrument (MLI) to become
effective for 34 countries.
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Essence of the changes
For the MLI to become applicable for the Russian
Federation, it is necessary to send the notification of
completion of the relevant internal procedures both to the
OECD and DTT partner states.
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Based on the information available on the OECD website, as at the end of November the Russian Federation had sent
notifications in respect of the following countries:
1.

Australia

9. France

18. Lithuania

27. Saudi Arabia

2. Austria

10. Iceland

19. Luxembourg

28. Serbia

3.	Belgium (only the
existing DTT)

11. India

20. Malta

29. Singapore

12. Indonesia

21. Netherlands

30. Slovakia

13. Ireland

22. New Zealand

31. Slovenia

14. Israel

23. Norway

32. Ukraine

15. Kazakhstan

24. Poland

33. UAE

16. Republic of Korea

25. Portugal

34. UK

17. Latvia

26. Qatar

4. Canada
5. Cyprus
6. Czech Republic
7.

Denmark

8. Finland

Earlier, the official website of the RF Ministry of Finance
reported that Russia will be sending relevant notifications
to other states on a regular basis as the MLI enters into
force in these states. The provisions of the MLI will apply
to tax treaties with the aforementioned countries starting
from 1 January 2021– both for withholding and other taxes.

Implications of the changes
The application of the MLI from 1 January 2021 may
require significant efforts from taxpayers to adapt to
the new conditions and have a significant impact on the
applicability of existing international structures.

Draft laws and initiatives related to SARs
What has changed
A number of initiatives, including draft laws, are currently
being actively developed with regard to foreign companies
that may be re-domiciled to special administrative regions
(SARs) of the Russian Federation and get the status of
an international company or an international fund. This
was prompted by the Road Map of the Government of
the Russian Federation (Order of the RF Government No.
1723-r dated 2 July 2020) (hereinafter the “Road Map”)
and the Federal Law that approved the Main Areas of
the Budget, Tax, Customs and Tariff Policy for 2021 and
the planning period of 2022 and 2023 (hereinafter the
“MATP”).

Essence of the changes
On 18 November 2020, the State Duma adopted in its
first reading Draft Law No. 1026967-7 expanding the list
of countries from which foreign companies may be redomiciled to SARs in the Russian Federation. Currently,
only companies registered in jurisdictions being FATF
members/observers or MONEYVAL members can get the
status of an international company (about 70 jurisdictions).
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According to the Draft Law, the list is significantly
expanded by adding member states of regional FATF-type
groups.
In addition, the following initiatives are being developed:
— profits tax exemption of foreign branches having active
income for SAR resident companies (the so-called
“branch exemption”);
— formalization of the “transit” (i.e. in two or more
stages) re-domiciliation to a SAR and clarification
of the consequences of international companies’
reorganization – there is a relevant draft law on the
federal portal of draft laws and regulations;
— creation of a framework enabling SAR participants to
issue ordinary shares with different rights attached;
improved regulation of international funds in SARs;
exemption of SAR participants from taxation of
unrealized exchange differences – these are the
initiatives specified in the Road Map.
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Implications of the changes

— eligibility for special tax concessions (only in the status
of international holding companies);

With the adoption of the law expanding the geography
of SAR participants, companies from many countries,
including offshore jurisdictions popular among Russian
businesses (such as Belize, BVI, Cayman Islands), will be
able to re-domicile to a SAR. However, when deciding to
“move” it is necessary to take into account the following:

— the lack of a unified approach of the RF Ministry
of Finance to the tax regulation of special regions.
For example, the MATP specifies that in case of redomiciliation to a SAR companies will have to prove the
economic feasibility of the “relocation” to prevent any
abuse of tax concessions.

— whether it is possible to leave a certain jurisdiction and
on what terms;

At the same time, if a group is faced with the task of
moving its holding company to Russia, it is necessary to
compare all possible options (e.g. using an ordinary Russian
company as a holding company, voluntary recognition of a
foreign company as a Russian tax resident) depending on
the planned operations of the group’s companies and the
goals set when localizing its holding activities in Russia.

— the status of relevant legislative initiatives;
— mandatory requirements imposed by Russian laws
on those companies that want to get the status of an
international company;

Cyprus exit tax
What has changed
On 4 July 2020, the provisions of the EU Anti-Tax
Avoidance Directive (ATAD EU 2016/1164), including its
provisions related to taxation of the “exit” from the Cyprus
jurisdiction (exit tax), were implemented into Cyprus laws.
The rules are applied retrospectively – starting from
1 January 2020.

Essence of the changes
The exit tax provisions apply to Cyprus corporate taxpayers:
resident companies and permanent establishments
(hereinafter referred to as PEs) of foreign companies on
the island. In case of an “exit”, they are required to pay the
profits tax in Cyprus in an amount equal to the difference
between the market value of the transferred asset at the
time of exit and its value for tax purposes.
The rules are applied in the following cases:
— a Cypriot tax resident company transfers assets from its
head office in Cyprus to its PE in another EU member
state or in a third country.
As a result, these assets will not be subject to taxation
in Cyprus;
— The PE of a foreign company in Cyprus transfers assets
from this PE in Cyprus to the head office or another PE
in the EU or in a third country. As a result, these assets
will not be subject to taxation in Cyprus;

— The PE of a foreign company in Cyprus transfers its
business to another EU member state or to a third
country in so far as Cyprus no longer has the right to tax
the transferred assets due to the transfer.
It is possible to defer the payment of the tax – it may
be paid in installments over five years (provided certain
conditions are met) if assets are transferred to a EU/EEA
country. The exit taxation provisions are not applicable if
the asset transfer relates to financing of securities, assets
provided as collateral or when the asset transfer is made to
meet prudential capital requirements or for the purposes of
liquidity management, provided that the assets are set to
return to Cyprus within 12 months.

Implications of the changes
It should be noted that the changes made to the laws
of Cyprus primarily have a significant effect on groups
planning, in particular, to restructure their Cypriot holding
perimeter, including the transfer of business from Cyprus
to another jurisdiction, especially if the Cypriot company
has on its balance sheet at the time of transfer, for
example, claims on interest-bearing loans or intellectual
property or other assets subject to taxation in case of
their transfer. Thus, the new rules lead to the need for an
additional assessment of the risk of tax implications in
Cyprus in terms of the exit tax.

— A Cypriot company transfers its tax residence from
Cyprus to another EU member state or to a third
country, except for those assets which remain
effectively connected with a PE in Cyprus;
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Deferral of DAC6 reporting deadlines
What has changed
On 19 June 2020, the European Parliament adopted
amendments on a six-month deferral of reporting
deadlines under the EU Directive (2018/822) on disclosure
of information on cross-border arrangements (DAC6
Directive). This deferral is optional, i.e. individual EU
member states may decide not to provide the deferral.
However, most countries have opted for the deferral so far.

Essence of the changes
According to the amendments, DAC6 reporting deadlines
have been extended by 6 months (i.e. in most countries
that have opted for the deferral). The new reporting
deadlines are as follows:
— 1 January 2021 – the date of the beginning of the 30day period for reporting cross-border arrangements
made from 1 July to 31 December 2020 (originally it
was 1 July 2020). Thus, these arrangements should be
reported by 30 January 2021;
— 28 February 2021 – the reporting date for disclosing
information on arrangements made between 25 June
2018 and 30 June 2020 (previously it was 31 August
2020);

— 30 April 2021 – the date for the first automatic exchange
of information (originally it was 31 October 2020).
Moreover, the European Council has the right to extend the
deferral for a maximum additional three months (taking into
account the development of the pandemic).
Most EU countries have opted for the six-month deferral:
Cyprus, Netherlands, Luxembourg, UK, Malta, Ireland,
etc. At the same time, Finland and Germany have
officially confirmed that the deferral will not be provided.
Accordingly, the obligation to disclose information on crossborder arrangements in these countries arose from 1 July
2020.

Implications of the changes
In general, we believe that the deferral of DAC6 reporting
deadlines will have a positive effect on intermediaries
and taxpayers having respective obligations. In
particular, additional time will be available to analyze the
arrangements made, develop and configure relevant
business processes and technical solutions, search for
resources, etc., especially in EU member states where
no detailed instructions or policies on the DAC6 reporting
mechanism have been adopted yet.

Restrictions on applying tax concessions for dividends
What has changed
On 23 November 2020, the President of the Russian
Federation signed and published Federal Law No. 374-FZ
dated 23 November 2020 On Amending Parts One and
Two of the Tax Code of the Russian Federation and Certain
Regulations of the Russian Federation (hereinafter the
“Law”). The Law introduces a large set of amendments
to tax laws in order to implement certain provisions of the
main areas of the tax policy.
Below you will find more information on the changes that
relate to limiting the application of the dividend exemption;
the possibility of offsetting the tax withheld in the Russian
Federation when paying dividends for individuals; a fiveyear concession on the sale of shares/stakes in companies;
exemption from taxation of property rights received free
of charge; clarification of the D2 dividend indicator; and
recognition of unit holders’ income as dividends.
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Essence of the changes
Exemptions apply only until the end of 2023
Exemption on dividends of Russian companies under
the “look-through” approach
According to the Law, the 0% tax rate for dividends received
by companies being Russian tax residents under the “lookthrough” approach (if certain conditions are met) may be
applied only until the end of 2023. Thereafter, the standard
13% profits tax rate will be applied.
Moreover, starting from 1 January 2021 additional conditions
should be met to apply the preferential rate:
— income from passive operations should be credited to the
account of a company being a Russian tax resident within
180 calendar days of the date when a Russian company
pays dividends;
— such income should be equal to (or greater than) the
amount of the dividends paid (the withholding tax in the
Russian Federation is deducted from the income).
It should be noted that the additional conditions raise
questions.
7

What income is meant by income from passive operations?
Does this mean clause 4 of Article 309.1 (taxation of
controlled foreign companies) where the list of income
from passive operations is given? At the same time, the
fact that not only dividends but also other passive income
can be credited to the accounts of the beneficial owner
of income is a positive development, since it makes it
possible to apply the “look-through” approach if the nature
of payments in the cash flow chain changes. For example,
a Russian company pays dividends and a foreign company
pays interest to a Russian holding company. However, the
repayment of principle is not passive income.
The wording concerning the deduction of the withholding
tax from the amount of income raises questions. If when
paying income abroad a Russian company immediately
states that the beneficial owner of such income is a
Russian organization, it applies the 0% rate and no
withholding taxes arise in the Russian Federation.The
withholding tax may arise in other countries when the
funds move further along the chain – it would be logical for
lawmakers to stipulate the possibility of deducting such
tax, among other things.
Не до конца понятно, какую ставку применять налоговому агенту при выплате дивидендов (0% or 13%), as at
the time of payment the condition concerning the receipt
of passive income by the Russian holding company is not
met. If the tax is withheld, will the Russian company being
the beneficial owner of income be able to get a refund?
Please note that from 1 January 2021, if an international
holding company1 (IHC) wants to apply the concession
under the “look-through” approach, its indirect share in
the company paying dividends should be at least 50%, i.e.
as is the case when the concession is applied by ordinary
Russian companies. Previously, a reduced participation
threshold for applying the concession was set for IHCs –
15%. It should be noted that the provision that indirect
participation of one company in another is treated as
direct participation for the purposes of applying the “lookthrough” approach has been kept (it was excluded from the
original version of the draft law).
Exemption for dividends of foreign companies being
Russian tax residents
Similar to the exemption described above, the 0% tax
rate on dividends received by foreign companies that have
voluntarily recognized themselves as Russian tax residents
(if they own an investment for more than a year and in the
amount of at least 50%) can be applied only until the end
of 2023, and thereafter the rate will be 13%.
In addition to the current condition that the country of
the dividend payer should not on the list of offshore
jurisdictions of the RF Ministry of Finance, the following
conditions are added from 1 January 2021:
— t he country of the foreign organization receiving
dividends (which has recognized itself as a tax resident
of the Russian Federation) should not be included in the
said list either;

Thus, companies registered in offshore jurisdictions (e.g.
BVI) that have recognized their tax residency in the Russian
Federation will lose the right to apply the concession
starting from 1 January 2021.
Possibility of offsetting the tax withheld in Russia on a
dividend payout for individuals
Now an individual being a Russian tax resident may
voluntarily recognize dividends from a Russian company
paying them through a foreign organization as the
individual’s income and record them in the personal income
tax (PIT) return, provided that the following conditions are
met:
1. the individual has a direct/indirect participation interest
in such foreign organization;
2. the amount of dividends received by the foreign
organization:
— corresponds to the individual’s direct participation
interest in the foreign organization;
— is not less than the amount of dividends paid by the
foreign organization to the individual (including the tax
withheld when the dividends were paid to the foreign
organization);
— the individual receives the dividends within 180 days of
the date of their distribution by the Russian company;
— the foreign company receiving the dividends is
incorporated in a country that is not on the “blacklist” of
the Russian Federal Tax Service.
The individual who has recognized such dividends as
income will be able to reduce the amount of PIT on this
income by the amount of the tax withheld by the Russian
company when it transferred the dividends to the foreign
organization. The condition that the foreign organization
should be from an OECD member state was excluded from
the final version of the Law. This condition, for example,
made it impossible to apply this provision to structures
with Cypriot companies.

Implications of the changes
Due to the limited duration of dividend exemptions (until
the end of 2023) and revision of double tax treaties, it
is important to think about further strategies for doing
business using foreign companies (in particular, liquidation
of foreign companies, transfer of Russian subsidiaries to
direct ownership of a Russian holding company, transfer
of foreign companies (including those that have voluntarily
recognized themselves as Russian tax residents) to a
special administrative region.

—d
 ividends (if received from a Russian company) should
be credited to accounts of the foreign company in a
Russian bank.

A foreign company re-domiciled to a special administrative region (SAR) and meeting certain criteria.

1
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Tax maneuver in the IT industry
On 31 July 2020, a package of tax support measures
for high-tech companies was adopted. These measures
include a reduction in the rates of insurance contributions
and the profits tax and an adjustment to the application of
the VAT exemption.
IT companies have the right to apply the VAT exemption,
a reduced profits tax rate of 3% and a reduced insurance
contributions rate of 7.6% from 1 January 2021. To use

them, an organization needs to meet several conditions.
For example, an IT company may apply the reduced rates
of insurance contributions and the profits tax if it receives
a document on state accreditation of an organization
operating in the information technology industry. The
company’s income from the IT sector should be at least
90% of all its income and its headcount should be at least
7 employees.

Profits tax
Only income from granting rights to software developed by
the company is recognized as income from the IT sector.
Income from granting rights to software, if such rights
consist in getting the ability to distribute and/or access
advertising information, to place offers to purchase (sell)
goods (work, services), property rights on the Internet, to
search for information on potential buyers (sellers) and/or
to enter into transactions, cannot be taken into account.

This means the benefits are unavailable to companies
developing software for advertising, making transactions on
a platform, and searching for potential buyers and sellers.
Tax support measures apply not only to companies
developing software and databases, but also to companies
that design and develop electronic components and
electronic (radio electronic) products.

Insurance contributions
From 1 January 20212, the conditions for applying reduced
rates of insurance contributions are the same as the abovementioned conditions for the profits tax. Starting from
2021, the rates of insurance contributions on payments
to employees (except for foreign citizens hired as highly
qualified specialists) for this category of payers will be
reduced to the following values:
— for statutory pension insurance – 6%;
— for statutory social short-term disability and maternity
benefit insurance – 1.5%;

— for statutory medical insurance – 0.1%.
The total burden of insurance contributions will be 7.6%.
According to the previous version of subsection 1.1 of
clause 2 of Article 427 of the RF Tax Code, IT companies
could apply reduced rates of insurance contributions in
the total amount of 14% (for statutory pension insurance –
8%, for statutory social insurance – 2% (1.8% – for foreign
citizens temporarily staying in Russia), for statutory medical
insurance – 4%).

VAT
As part of the tax maneuver in the IT industry, significant
changes have been made to the procedure for exemption
of software and databases3 from VAT starting from 1
January 2021:
— t he VAT exemption will apply to software included in the
Unified Register of Russian Software for Computers and
Databases (the Register);
— t he exemption from VAT will apply when the right to
use the said software (including updates and additional

2,3

functionalities) is exercised, including by means of
providing remote access via the Internet;
— t he exemption from VAT will not apply if the rights
to use the software consist in getting the ability to
distribute and/or access advertising information on the
Internet, to place offers to purchase (sell) goods (work,
services), property rights on the Internet, to search for
information on potential buyers (sellers) and/or to enter
into transactions (advertising software).

Federal Law No. 265-FZ dated 31 July 2020 On Amending Part Two of the Tax Code of the Russian Federation.
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In addition, from 1 January 2021 taxpayers will be able to deduct VAT on advertising and marketing services purchased for
the purpose of transferring rights to software and databases included in the Register, for which the territory of the Russian
Federation is not recognized as the place of their sale.

Software included in the Register

Exclusive rights and rights to use software
(other than advertising software) based on a
license agreement – exempt from VAT

Sale of software between Russian
companies – 20% VAT deducted by
Russian buyers (if the software is
purchased for VATable operations)

Rights to use software (other than advertising
software), including upgrades and additional
functionalities based on a mixed contract,
franchise agreement – exempt from VAT

Cloud software as a service (SaaS) – the
question of VAT exemption remains open

Software not included in the
Register and advertising software

Sale of software by a Russian company to
foreign buyers – not subject to VAT (since
Russia will not be the place of sale of the
software), VAT deduction possible

!

Sale of software by foreign companies to
Russian buyers – subject to VAT that may
be deducted by the Russian buyers (if the
software is purchased for VATable operations))

Software for individuals, small and medium
enterprises applying special tax regimes,
banks, insurance companies and other
companies using software in non-VATable
operations – additional 20% VAT that is not
deductible

In view of the above, IT companies and companies
from other industries that purchase software should
identify software included in the Register and assess
the possibility that software that is not currently on the
Register could be included in the Register in terms of VAT
exemption. It is also necessary to identify the types of
software that will qualify as advertising software and will
be subject to VAT.
Separately, it is necessary to assess the possibility of
VAT exemption for cloud software and services that are
currently subject to VAT. For this purpose, inter alia, it is
required to determine under which contract software
should be transferred and what is meant by updates and
additional functionalities exempt from VAT. Moreover, it is
necessary to do the following:
— analyze existing license and other agreements under
which software is provided (service agreements,
offers, terms and conditions of using software and
services on the Internet, etc.), assess the need to
make amendments to them to be able to apply VAT
exemptions or to calculate VAT;
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— agree with counterparties the approach to determining
the value under license or other software agreements
and whether the value will be increased by the amount
of VAT, and amend relevant agreements if necessary;
— make amendments to accounting systems and the
procedure for preparing documents (in particular, foreign
software suppliers registered with tax authorities of the
Russian Federation as suppliers of electronic services
will have to issue invoices taking into account the
requirements of Russian laws for Russian buyers to be
able to deduct VAT);
— change the approach to calculating the proportion for
VAT deduction when performing VATable and nonVATable operations and make sure that the documents
necessary to deduct or refund VAT are available.
For more information see relevant KPMG reviews (1,2).
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Value-added tax
Product traceability: electronic VAT invoices and other consequences
What has changed
On 9 November 2020, the President of the Russian
Federation signed Federal Law No. 371-FZ On Amending
Parts One and Two of the Tax Code of the Russian
Federation and the Law of the Russian Federation On
Tax Authorities of the Russian Federation that introduces
changes related to creation of the national system of
product traceability. The new rules will come into effect on
1 July 2021.

Essence of the changes
The traceability of products means control over the
turnover of certain types of goods using batch registration
numbers (BRNs). Taxpayers making transactions with
traceable products will be required to include the BRN in
VAT invoices or source accounting documents and provide
tax authorities with information on such transactions by
filing VAT returns or related transactions reports. VAT
invoices for products subject to traceability will have to be
prepared in electronic form, except in certain cases (e.g.
sales to individuals and export of goods).
The list of traceable products, the procedure for providing
documents and other particulars should be specified by
the Government of the Russian Federation. In the draft
resolution of the Government of the Russian Federation,
the list of products subject to traceability includes:

Action to be taken
Companies should prepare their
internal processes and IT systems
for supporting the traceability of
products, including for the purpose
of adding the batch registration
number (BRN) to VAT invoices or
source accounting documents and
preparing and filing reports in cases
and in accordance with the procedure
specified by the RF Government.
Companies should switch over to the
electronic document flow, at least in
terms of issuing and receiving electronic
VAT invoices.

Companies should all be set for
the consequences arising from the
product traceability being a new
instrument of monitoring VAT, other
tax and customs payments, including:

Monitors and
projectors

— the need to provide VAT invoices,
source and other documents if tax
authorities identify inconsistencies
between data on traceable goods
during a desk tax audit;

Industrial
trucks

Baby strollers
and child safety
seats

— potential additional tax liabilities
assessed if facts of failure to pay
VAT or make customs payments
have been identified.

Washing and
drying machines

Integrated
electronic circuits
and their elements

Refrigeration
and freezing
equipment

© 2021 KPMG. All rights reserved.
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VAT refund: a reduced desk tax audit period
What has changed
The Federal Tax Service of the Russian Federation has
announced that it is possible to reduce the desk tax audit
period to one month when refunding VAT on tax returns
starting from Q3 2020.4 The taxpayer may qualify for a
reduced desk tax audit period provided that it meets a
number of criteria and conditions, in particular:
— the company has not applied for an application-based
VAT refund procedure;
— the taxpayer belongs to a low, medium or uncertain
risk category;
— the taxpayer has previously claimed a VAT refund and
the tax authority has confirmed more than 70% of the
VAT amount claimed;
— more than 80% of deductions claimed in the tax
return are attributed to counterparties from a low,
medium or uncertain risk category;
— at least 50% of tax deductions are attributed to
counterparties indicated in the VAT return for the
previous tax period;
— the taxes paid for three preceding years exceed the
VAT amount claimed for a refund.
The tax return should not contain any errors,
discrepancies or inconsistencies with the information
available to the tax authority. There should be no
discrepancies with tax returns of counterparties. It is
important that there should be no signs of violation of
laws on taxes and duties. If, after the decision to refund
VAT has been made, tax authorities detect violations
and find out that the VAT claimed for a refund has been
overstated or the VAT payable has been understated,
they will conduct a pre-inspection analysis and consider
the issue of including the taxpayer in the field tax audit
plan.

4

Implications of the changes
Shorter desk tax audit periods when refunding VAT will
allow businesses to receive VAT from the budget faster
and may serve as an effective tool for replenishing
working capital and managing liquidity (especially in
difficult economic conditions). Taking into account the
requirements of tax authorities, companies should take the
following steps in advance:
— consider the possibility of reducing the desk tax audit
period and related risks;
— analyze documents required for a VAT refund;
— check whether their counterparties have signs of bad
faith suppliers and assess the level of supplier risks;
— prepare explanations for tax authorities.
It is also necessary to plan VAT obligations in advance and
choose the most rational approach to refunding VAT in
view of the possibility of a shorter desk tax audit period:
refunding VAT, deferring the deduction until the next
quarter, refunding VAT in full or in part (e.g. only for trusted
suppliers with a low or medium risk level), refunding VAT
on the basis of an application or in accordance with the
general procedure.
See also the relevant KPMG review.

Letter of the Federal Tax Service of the Russian Federation No. ED-20-15/129@ dated 06 October 2020.
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Other VAT changes

From 1 January 2021, the sale of book products
related to education, science, and culture in electronic
form, including in audio format, distributed, in particular,
on magnetic media, on the Internet, through satellite
communications channels (books on disks, tapes or
other physical media and electronic books) is subject to
VAT at the rate of 10%.

Starting from 6 April 2020, the import of medical goods
to prevent the spread of the novel coronavirus infection
(2019-nCoV) into the Russian Federation is exempt from
VAT (in particular, tests for diagnosing COVID-19, medical
face masks, face shields, latex surgical gloves).
From 1 January 2021, the sale of the following, inter alia,
in Russia is exempt from VAT:
— ownership interests in common property of the parties
to an investment partnership agreement;

The application of the 10% VAT rate for internal air
transportation of passengers and baggage, except
for air transportation to Crimea, Kaliningrad Region
and the Far East (or from these territories), as well as
regional air transportation bypassing the Moscow air
hub, is extended until 31 December 2021.

— services to ensure the interaction of financial platform
participants via the Internet provided by the financial
platform operator in accordance with Federal Law
No. 211-FZ dated 20 July 2020 On Making Financial
Transactions Through a Financial Platform in order to
ensure the possibility of making financial transactions
using a financial platform;
— information support services related to interaction for
the purpose of making financial transactions provided
by the financial platform operator to financial platform
participants in accordance with Law No. 211-FZ
pursuant to the procedure stipulated by the rules of the
financial platform;
— services to place (redeem) federal loan bonds for
individuals provided by authorized organizations,
including through a financial platform;
— services provided by the financial platform operator
and directly related to the services indicated above
(according to the list approved by the Government of
the Russian Federation).

The VAT exemption is extended for the sale (transfer
for own needs) of breeding cattle, breeding pigs,
breeding sheep, breeding goats, breeding horses,
breeding poultry (breeding eggs); semen received
from breeding bulls, breeding pigs, breeding rams,
breeding goats, breeding stallions; embryos received
from breeding cattle, breeding pigs, breeding sheep,
breeding goats, breeding horses according to the list of
product type codes under OKPD2 (All-Russian Classifier
of Products by Type of Economic Activity 2) until
31 December 2022.

© 2021 KPMG. All rights reserved.

Starting from 1 July 2021, it will be deemed that the VAT
return has not been filed if deviations from “control
ratios” have been identified in the return. The list of
control ratios is approved by the Federal Tax Service of
Russia. The list has not been approved yet.
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Personal income tax
and insurance contributions
CHANGES THAT TOOK EFFECT IN 2020
Additional option for individuals to get the status of a Russian tax
resident in 2020
What has changed
The amendments to Article 207 of the Tax Code of the
Russian Federation offering individuals an additional option
of getting the status of a Russian tax resident in 2020
came into force on 31 July 2020.

Essence of the changes
Individuals who stayed in Russia for 90 to 182 days during
2020 obtain the right to recognize themselves as tax
residents of the Russian Federation for 2020 by filing an
application prepared in free form and containing the full
name and TIN of the applicant. The application should be
submitted to tax authorities by the deadline set for filing

Advantages

application of a reduced PIT rate (e.g. 13% instead
of 30%);
eligibility for tax deductions stipulated by Chapter
23 of the RF Tax Code;

the 2020 tax return, i.e. no later than on 30 April 2021 (with
certain exceptions).
An example of the application form proposed by the
Federal Tax Service of the Russian Federation is given in its
Letter No. VD-4-17/15732 dated 28 September 2020.
It is expected that these amendments will allow individuals
who were unable to get the status of a Russian tax
resident for 2020 on the basis of general rules, e.g. due
to restrictions on international travel introduced to combat
COVID-19, to declare themselves tax residents of the
Russian Federation for 2020. In this case, the decision on
whether to recognize oneself as a tax resident by filing
an application will depend on the specific situation of an
individual and the structure of his/her income.
Potential advantages and disadvantages include:

Disadvantages
all income of an individual from sources in
the Russian Federation and abroad (e.g. CFC
profits and other income) is subject to PIT.

eligibility for concessions specified in existing
double tax treaties.

It is possible to establish the tax residency status by means of filing an application only with respect to the 2020 reporting
year and this does not affect the general tax residency rules which remain unchanged.5
See also the relevant KPMG review .

5

Clause 2 of Article 1 of Federal Law No. 265-FZ dated 31 July 2020 On Amending Part Two of the Tax Code of the Russian Federation.
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Sale of an individual’s only real estate property
On 1 January 2020, the amendments to Article 217 of
the RF Tax Code came into force. According to these
amendments, there is no need to pay PIT on the sale
of an individual’s only residential property if the term of
ownership of this residential property exceeds three years

(according to the general rule, the exemption from PIT
applies when the term exceeds 5 years – Article 217.1 of
the RF Tax Code). In addition, if a new residential property
is purchased 90 days prior to the sale of the only residential
property, the said PIT exemption will also apply.6

CHANGES THAT WILL TAKE EFFECT IN 2021
Changes in taxation of interest on deposits in Russian banks
What has changed
Amendments to Article 214.2 of the RF Tax Code on
taxation of personal income in the form of interest on
deposits (account balances) in Russian banks took effect
on 1 January 2021.

Essence of the changes
According to the new rules, in order to determine the PIT
base, interest received by the taxpayer on deposits in all
Russian banks should be added up. If the total amount
of interest received by the taxpayer in the calendar year
exceeds the amount calculated as the product of one
million rubles and the refinancing rate of the Central Bank
effective as at 1 January of the reporting tax period, this
excess will be subject to PIT at the rate of 13% (or 15%
if the total amount of the taxpayer’s income exceeds 5
million rubles). For example, if as at 1 January 2021 the
key rate remains at the 4.25% level, PIT in 2021 will be
imposed on the amount of interest on all deposits (account
balances) in Russian banks exceeding

1,000,000 4.25% = 42,500
RUB

It should be noted that the 13% rate on interest income is
established both for tax residents of the Russian Federation
and for individuals who are not tax residents of the Russian
Federation. When determining the tax base, interest
income on deposits (account balances) where the interest
rate does not exceed 1% per annum during the entire tax
period and on escrow accounts is not taken into account.7
To calculate the tax amount, interest on foreign currency
accounts should be translated into rubles at the official
exchange rate of the Central Bank on the date of actual
receipt of such income.

Implications of the changes
Based on the information received from banks, tax
authorities will calculate the tax amount payable and send
consolidated tax notices to taxpayers after the end of the
calendar year when the individual received the relevant
interest income. Thus, taxpayers will be required to pay the
tax for 2021 (i.e. on interest received in 2021) for the first
time by 1 December 2022 on the basis of a notice received
from the tax authority. At the same time, taxpayers have
the right not to include this income in their 3-NDFL tax
return, provided that this does not prevent them from
receiving tax reductions.

RUB

The new provisions of Article 214.2 of the RF Tax Code
apply to income received by taxpayers starting from
1 January 2021.

6

Clause 3 of Article 1 of Federal Law No. 210-FZ dated 26 July 2019.

7

Article 2 of Federal Law No. 102-FZ dated 01 April 2020 On Amending Parts One and Two of the Tax Code of the Russian Federation and
Certain Regulations of the Russian Federation.
© 2021 KPMG. All rights reserved.
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Progressive PIT scale
What has changed

Implications of the changes

Starting from 1 January 2021, the PIT rate for income
exceeding RUB5 million is set at 15%. Thus, the rate
scale will be progressive:

PIT rate

PIT rate

0–5 000 000 13%
>5 000 000 15%
RUB

RUB

Essence of the changes
For individuals being Russian tax residents, the flat PIT
rate of 13% will remain in effect with respect to the
following types of income:
— income from the sale of property and/or interest in it
(except for securities);

The following procedure for withholding PIT is established
starting from 2021:

Companies being withholding agents assess,
withhold, and remit PIT to tax authorities.

Company 1

Company 2

Before 1 March of the following year:
Companies provide tax authorities with information on PIT
amounts withheld for the relevant year.
13% u ntil the tax base
reaches RUB5 million.
15% when the tax base
reaches RUB5 million.

13% u ntil the tax base
reaches RUB5 million.
15% when the tax base
reaches RUB5 million.

Before 1 December of the following year:
Tax authorities assess PIT
and issue a tax notice

The taxpayer pays PIT
on the basis of the tax notice

— income in the form of the value of property (except
for securities) received as a gift;
— taxable income received by such individuals in the
form of insurance payouts under insurance contracts
and pension payments.
The progressive tax scale with 13% and 15% rates and
a threshold of RUB5 million will also apply to income
from employment in the Russian Federation earned
by individuals who are not Russian tax residents and
are hired in the Russian Federation as highly qualified
specialists (and some other categories of individuals).
The basic PIT rate for non-resident individuals will
remain unchanged at 30%.
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In this case, a taxpayer with no other taxable income will
not be required to file a 3-NDFL tax return.
As for administration of the increased PIT rate of 15%, the
withholding agent is exempt from liability for tax offenses
in Q1 2021. The withholding agent is also exempt from
payment of corresponding penalties if the agent voluntarily
remits relevant tax amounts to the budget system of the
Russian Federation by 1 July 2021.

Flat tax on CFC profits
What has changed
On 9 November 2020, amendments to the RF Tax
Code entered into force that allow individuals who are
controlling persons of foreign companies to voluntarily
switch to payment of PIT on fixed profits of controlled
foreign companies (CFCs). In this case, the total tax
amount will be about RUB5 million per year for all CFCs.8

Essence of the changes
This regime does not apply to controlling persons being
legal entities. To apply the new regime, the controlling

Advantages

the amount of expenses to pay PIT on profits of
all CFCs is fixed;
the administrative burden and expenses related
to preparation of CFC financial statements
and their audit, as well as assessment and
declaration of CFC profits in the tax return of
the controlling person may be reduced;
there is no need to file CFC financial statements
with tax authorities;
the risk of a fine for failure to submit (late
submission of) CFC financial statements and
audit opinions to tax authorities is eliminated;
CFC losses incurred before the transition to the
new regime and during its application may be
deducted from CFC profits after the termination
of its application.

person needs to send the relevant notice until 1 February
2021 for the year 2020 and until 31 December of the
reporting year for the year 2022 and subsequent periods.
The application of the regime is mandatory for a minimum
of 3 years (when switching to the regime from 2020 and
2021) and 5 years (when switching to the regime from
2022 and later).
The law also provides for stricter control over how CFC
owners report on their CFCs, as well as penalties for noncompliance with statutory requirements.
This is mainly important for those who will continue
applying the old regime.
Potential advantages and disadvantages of the new regime
include:

Disadvantages

it is impossible to reduce PIT on CFC fixed profits
by the amount of taxes paid by CFCs, including
the Russian withholding tax, under the CFC
profits taxation regime;
distributed dividends do not reduce CFC fixed
profits;
when determining the amount of dividends
subject to PIT, CFC fixed profits on which PIT was
paid does not reduce the amount of dividends
distributed from CFC profits for the periods when
the controlling person applied the regime of
paying PIT on fixed profits;
if several controlling persons of the same CFC
switch to the new regime, each of them shall pay
PIT on the full amount of CFC fixed profits; CFC
fixed profits are not allocated in accordance with
controlling persons’ interests in the CFC.

The changes took effect on 9 November 2020 and are applied to legal relations starting from 1 January 2020.
See also the relevant KPMG review.

Federal Law No. 368-FZ dated 09 November 2020 On Amending Parts One and Two of the Tax Code of the Russian Federation.

8
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Coupon yield on all bonds is subject to PIT
What has changed
Amendments to the RF Tax Code that provide for taxation
of income in the form of interest (coupon yield, discount)
on all bonds came into force on 1 January 2021 (it is no
longer allowed to apply the PIT exemption to coupon
yield on certain bonds (e.g. coupon yield on government
bonds and other government securities of the former
USSR, member states of the Union State and constituent
entities of the Russian Federation, as well as on bonds
and securities issued by decision of representative local
government bodies) and in some cases – to income in the
form of a discount (e.g. income in the form of a discount
received on redemption of outstanding bonds of Russian
organizations denominated in rubles and issued after
1 January 2017).

Essence of the changes
The tax rates are now determined according to the
general rules: 13%/15% – for tax residents of the Russian
Federation, 30% – for taxpayers not being tax residents
of the Russian Federation.9 Laws and regulations do not
stipulate any tax-exempt threshold for income on bonds as
is the case with bank deposits.

Possibility of recognizing dividends paid from Russia through a foreign
company as income
Individuals being Russian tax residents are now able to
voluntarily recognize dividends from a Russian company
paying them through a foreign organization as their income
and record them in the PIT return (if certain conditions are
met).

The individual who has recognized such dividends as
income may reduce the amount of PIT on this income
by the amount of the tax withheld by the Russian
company when it transferred the dividends to the foreign
organization.
See also the relevant KPMG review.

The period of ownership of a residential property under sharedequity construction participation agreements is calculated from
the date of payment
Pursuant to amendments to clause 2 of Article 217.1 of the
RF Tax Code made by Federal Law No. 374-FZ dated 23
November 2020, in case of selling a residential property (or
a share(s) in it) received under a shared-equity construction
participation agreement (under a shared-equity
construction investment agreement or under another

agreement related to shared-equity construction) the
minimum period of ownership of such residential property
shall be calculated from the date of full payment under the
relevant contract starting from 23 November 2020.
These changes apply to personal income starting from the
2019 tax period.

Federal Law No. 368-FZ dated 09 November 2020 On Amending Parts One and Two of the Tax Code of the Russian Federation.

9
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INSURANCE CONTRIBUTIONS
Reduced rates of insurance contributions for SMEs
Reduced rates of insurance contributions in respect of
payments to employees exceeding the minimum wage
are applied to small and medium-sized enterprises starting
from 1 April 2020.10 In particular, the amount of payments
to an individual exceeding the minimum wage at the end of
a calendar month is subject to insurance contributions as
follows:

— for statutory pension insurance – at the rate of 10%
(both for amounts below the established insurance
base threshold for this type of insurance and above this
threshold);
— for statutory medical insurance – at the rate of 5%;
— for statutory short-term disability and maternity benefit
insurance – at the rate of 5%.

Submission of the SZV-TD report in case of hiring and dismissing
employees
From 1 April 2020, employers are obligated to submit the
“Employment History of the Registered Person” (SZV-TD)
report to the Pension Fund of Russia in case of hiring and
dismissing an employee no later than on the working day
following the date of issue of the relevant order or another
document.
As for other employment events, including the event when
an employee files an application to choose the method of
keeping the employment record book, the SZV-TD report

should be submitted, as before, no later than on the 15th
day of the month following the month when the employee
was transferred to another job or when the employee
filed the said application. If during 2020 there were no
employment events with respect to an employee and the
employee did not file the application to choose the method
of keeping the employment record book, the SZV-TD report
for such employee should be submitted as at 1 January
2020 no later than on 15 February 2021.

Extension of the pilot project of direct payments from the Social
Insurance Fund
The Russian Ministry of Labor proposed extending the pilot
project to pay social benefits to employees directly from
the Social Insurance Fund for 2021.11 It is expected that
from 1 January 2021 all constituent entities of the Russian
Federation will join the pilot project, including Moscow,

Moscow Region and St. Petersburg. The Russian Ministry
of Labor also proposed eliminating the need for the
employee to submit the request for payment of a benefit to
the employer in each case when the benefit is paid at the
expense of the Social Insurance Fund.

Updated threshold amounts for assessment of insurance contributions
The possible annual threshold amount of the base for
assessing insurance contributions to state extra-budgetary
funds has become known. If the Government of the

1 465 000
966 000

Russian Federation passes the relevant resolution, the
annual threshold for assessing insurance contributions from
1 January 202112 will be as follows:

for insurance contributions for statutory pension insurance as a cumulative total from the
start of the year;

RUB

for insurance contributions for statutory short-term disability and maternity benefit insurance as a cumulative total from the start of the year.

RUB

Federal Law No. 102-FZ dated 01 April 2020 On Amending Parts One and Two of the Tax Code of the Russian Federation and Certain
Regulations of the Russian Federation.
11
Draft Resolution of the RF Government On Amending Resolution No. 294 of the Government of the Russian Federation dated 21 April 2011.
12
Draft Resolution of the RF Government On the Threshold Amount of the Base for Assessing Insurance Contributions for Statutory Short-Term
Disability and Maternity Benefit Insurance and for Statutory Pension Insurance from 1 January 2021
10 
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Tax monitoring
What has changed13
On 16 December 2020, the State Duma passed a draft law
aimed at implementing the main aspects of the Concept
of Development and Functioning of the Tax Monitoring
System in the Russian Federation approved by Order No.
381-r of the RF Government dated 21 February 2020, in
particular:
— extending the range of taxpayers who may join the tax
monitoring regime;
— developing the concept of reasoned opinions;
— reducing the number of grounds for conducting desk
and field tax audits;
— developing information technology in the area of tax
control.

Essence of the changes
Extending the range of taxpayers who may join the tax
monitoring regime
The amount-based criteria will be reduced to RUB100
million for taxes and RUB1 billion for income and assets.
To calculate the amount-based criterion for taxes, PIT
and insurance contributions will be taken into account.
At the same time, participants of consolidated groups of
taxpayers will be able to join the tax monitoring regime
regardless of their compliance with the amount-based
criteria.

After the threshold is lowered, several
thousand companies will meet the
amount-based criteria.

Development of the concept of reasoned opinions
Tax monitoring participants will be able to resolve
controversial issues before the tax authority prepares
a reasoned opinion. For this purpose, it is planned to
introduce a procedure preceding its preparation. The tax
authority will be required to notify companies whether
there are grounds for preparing a reasoned opinion and
give them an opportunity to send explanations or make
corrections to accounting records notifying the tax
authority thereof. If the tax authority considers the provided
explanations or made corrections to be sufficient to explain
(eliminate) the identified discrepancies, no reasoned
opinion will be prepared.
Reduced number of grounds for conducting desk and
field tax audits
Desk and field tax audits will not be performed when
taxpayers submit adjusted tax returns that reduce the tax
amount (or increase the amount of the loss incurred). Such
returns will be reviewed as part of tax monitoring.
Development of information technology in the area of
tax control
In accordance with the plans to improve the requirements
for the internal control system and to integrate tax control
into taxpayers’ information systems, the Federal Tax
Service of Russia will be given the authority to approve
the requirements imposed on information systems of
organizations.
The Federal Tax Service also published machine-readable
forms and formats of documents (including the new
PDF/A-3 format) used in tax monitoring. Moreover, from
1 January 2024 the option of communicating with the
tax authority via telecommunications channels will be
abolished.
Less duplication of information

The reduced amount-based criteria will allow groups of
companies to introduce into the tax monitoring regime
those companies of the group that do not currently meet
the amount-based criteria but are already ready to join the
regime. This will also help to avoid situations when one
and the same transaction can be reviewed on the one
hand as part of tax monitoring and on the other hand as
part of a field tax audit of the company of the group that
has not joined the tax monitoring regime yet.

13

The tax authority will not have the right to request
documents certified by an enhanced qualified digital
signature if they have been previously submitted through
the taxpayer’s information systems to which the tax
authority has been granted access.

Information as at 16 December 2020.

20 | Tax Update 2020

© 2021 KPMG. All rights reserved.

Less uncertainty regarding a field tax audit in case of
non-compliance with a reasoned opinion

Excise tax exemption for exports without a bank
guarantee

A deadline for complying with a reasoned opinion will
be set – a field tax audit will be possible if the reasoned
opinion is not complied with by 1 December of the year
following the period for which the tax monitoring was
performed.

Tax monitoring participants will have the right to an excise
tax exemption for export or re-export without providing a
bank guarantee.

The application-based VAT and excise tax refund
procedure clarified
Due to the cancellation of desk audits of tax returns, tax
monitoring participants will be able to exercise their right to
a refund only by filing the relevant application.

Important things to note
The implementation of the Concept of Development
and Functioning of the Tax Monitoring System includes
formalization of requirements for taxpayers’ information
systems, development of electronic document flow
management and automation of the internal control
system. This means that the requirements of the Federal
Tax Service of Russia for tax monitoring participants
continue to be improved. It should be noted that a number
of companies say that compliance with these requirements
has a positive effect on the efficiency of the company’s tax
function.

© 2021 KPMG. All rights reserved.

At present, it is possible to join the tax monitoring regime
with the current level of development of the internal
control system and automation of accounting. This allows
companies to start taking advantage of tax monitoring
while spreading the investment required to transform their
business processes over time.
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Transfer pricing
Changes in the Russian Tax Code related to pricing agreements
Filing an application for consideration of a bilateral pricing agreement is a unique
opportunity to agree on the approach to pricing in certain controlled transactions and
thus find a solution that is acceptable both in terms of the Russian law and the law of the
counterparty’s jurisdiction.

What has changed
On 25 September 2020, the State Duma of the Russian
Federation received the draft law On Amending Part One
of the Tax Code of the Russian Federation to Improve Tax
Control over Prices and the Procedure for Making Pricing
Agreements. One of the objectives of this draft laws is to
improve the process of making pricing agreements.

Essence of the changes
The key positive amendments suggested by the draft law
are as follows:
— taxpayers will be able to apply the price control method
stipulated by the laws of a foreign state;
— restrictions will be imposed on conducting tax audits
of transactions in respect of which the taxpayer has
filed an application to make a pricing agreement if no
decision to make such an agreement or reject the
application has been made;
— clear deadlines for agreeing the terms of a pricing
agreement have been specified.
At the same time, special attention should be paid to a
number of crucial amendments requiring taxpayers to do
significant preliminary preparation and take account of all
potential consequences of resolving to file the application.
In particular, the list of reasons to deny conclusion of
a pricing agreement has been significantly expanded.
As a result, the following additional grounds have been
specified:

— the taxpayer’s disagreement with the decision to
conclude a pricing agreement in the form of the
taxpayer’s refusal to sign the pricing agreement,
including in the form of the taxpayer’s failure to appear
for signing.
In addition, the draft law proposes clarifying a number
of provisions related to the definition of controlled
transactions.

Implications of the changes
It should be noted that the current version of the draft
law still raises questions and comments have been
received from the business community. The draft law was
passed by the State Duma of the Russian Federation in
its first reading (at the session on 17 November 2020).
As at November 2020, it is planned to amend the text
of the draft law, after which the revised draft law will be
scheduled for the second reading. If the law is passed
before the end of the year, its provisions will come into
effect starting from 1 January 2021.
Currently, more than 10 bilateral pricing agreements
are being considered by the RF Federal Tax Service.
In particular, the RF Federal Tax Service is considering
applications for conclusion of bilateral pricing agreements
on export transactions, royalty payments (for using
trademarks and know-how), transactions to provide
services, etc.
For more information see relevant KPMG reviews (1,2).

— failure to reach a mutual agreement with tax authorities
of a foreign counterparty;
— failure to submit additional details in due course;
— the taxpayer’s disagreement with the decision requiring
improvement of the draft pricing agreement;
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Clarification of the procedure and deadlines for consideration of applications for mutual agreement procedures
The mechanism of mutual agreement procedures (MAP)
appeared in the Russian tax landscape in 2019. It is aimed
at avoiding double taxation of international transactions
and allows companies to adjust their tax liabilities in the
jurisdiction where double taxation is identified.

What has changed
Order No. 102n of the RF Ministry of Finance On Approving
the Procedure and Deadlines for Filing and Considering
an Application for a Mutual Agreement Procedure under
an International Tax Treaty of the Russian Federation
(hereinafter “Order No.102n”) was published on
11 September 2020 and entered into force on 11 October
2020.

Essence of the changes
Order No.102n of the RF Ministry of Finance provides for
the following procedures and deadlines for consideration of
a MAP application.
The taxpayer files the application with the RF Ministry
of Finance – in free form together with the necessary
supporting documents attached (the order contains an
open list of such documents; the documents are submitted
in Russian or in English). The Russian Ministry of Finance
may additionally request the translation of the documents
into Russian or English to conduct negotiations with the
competent authority of a foreign country.

Among possible reasons for refusal to perform a MAP
are the failure to meet the deadline for filing the MAP
application, incomplete and/or inaccurate information
contained therein, and the final court judgment on the issue
described in the application.
At the same time, we recommend considering Order
No.102n on performing a MAP in conjunction with the MAP
Guidelines developed earlier by the RF Ministry of Finance
and specifying additional reasons for refusing to perform a
MAP.
Moreover, the MAP Guidelines contain other details of the
relevant procedure (rights and obligations of the applicant,
the MAP scheme, a more detailed list of documents
attached to the application).

Implications of the changes
Despite a number of uncertainties in the MAP mechanism,
we assess these changes as positive and aimed at
increasing the use of this mechanism in Russia. The
MAP mechanism is actively applied by leading countries,
which is confirmed by the notable statistics of the OECD
– in total, about 2,704 MAPs were completed in OECD/
G20 member countries in 2018. As a rule, more than
50% of requests relate to transfer pricing issues, i.e. the
adjustment of the tax amount based on the results of a
transfer pricing audit and additionally charged taxes in
another jurisdiction.

See also the relevant KPMG review .

The application may be submitted within three years of
the date of delivery of the tax audit report, the reasoned
opinion of the tax authority prepared as part of tax
monitoring or the report prepared in accordance with
the decision of the tax authority of a foreign state that,
in the taxpayer’s opinion, leads to non-compliance of the
procedure for taxation of its income, profits or property
with the provisions of the relevant double tax treaty.
Within 90 days of the date of receiving the application, the
RF Ministry of Finance considers it and decides to perform
a MAP or to refuse to perform it specifying the reasons
for such refusal. The RF Ministry of Finance sends the
notification of the decision made to the taxpayer and the
competent authority of the foreign state. We expect that
the RF Ministry of Finance will involve the RF Federal Tax
Service in consideration of the application, although this is
not specified in Order No.102n.
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Expansion of the “safe ranges” under Article 269 of the RF Tax Code
and its transfer pricing implications
Essence of the changes

What has changed
Federal Law No. 374-FZ On Amending Parts One and Two
of the Tax Code of the Russian Federation and Certain
Regulations of the Russian Federation (hereinafter the
“Federal Law”) was passed on 23 November 2020. It
amends, inter alia, Article 269 of the RF Tax Code Specific
Aspects of Accounting for Interest on Debt Obligations for
Tax Purposes.

Revised Article 269 of the RF Tax Code specifies a wider
range of upper and lower limits of interest rates on debt
obligations for the period from 1 January 2020 to 31
December 2021. This amendment, in particular, expands
the list of controlled debt obligations for which no transfer
pricing (TP) analysis in accordance with Section V.1 of the
RF Tax Code is required.

The ranges of limits of interest rates on debt obligations for the period from 1 January 2020 to 31 December 2021 as
provided in the revised version of the RF tax Code and similar ranges applied before the Federal Law was passed are
shown in the table below (for the most frequently used currencies):

Currency of the debt obligation14

Range of limits in the new version

Range of limits in the previous version

RUB (for controlled transactions
between Russian counterparties)

from 0% to 180% of the RF Central Bank’s
key rate

from 75% to 125% of the RF Central Bank’s
key rate

RUB (for other transactions)

from 75% to 180% of the RF Central Bank’s key
rate

from 75% to 180% of the RF Central Bank’s
key rate

Minimum value: 0%

Minimum value: EUR EURIBOR + 4 p.p.

Maximum value: EUR EURIBOR + 7 p.p.

Maximum value: EUR EURIBOR + 7 p.p.

Minimum value: 0% Maximum value:

Minimum value: USD LIBOR + 4 p.p.

USD LIBOR + 7 p.p.

Maximum value: USD LIBOR + 7 p.p.

EUR

USD

Implications of the changes
Article 269 of the RF Tax Code does not require conducting
the TP analysis for interest on loans paid in 2020-2021 that
is within the range of the limits. However, if it is beyond the
range of the limits, it is necessary to carry out the analysis
in accordance with provisions of Section V.1 of the RF Tax
Code. As a result of this analysis, an additional tax amount
may need to be paid or the taxpayer may prove the arm’s
length level of the interest accrued for tax purposes.
It is also important to note that if the interest on debt
obligations is set at the rate of 0%, other tax rules need to
be taken into account and potential tax implications need
to be analyzed not only in terms of TP, but also in terms of
other tax aspects.

The table shows the most frequently used currencies. For the ranges of limits for other currencies, see clause 1.2 of Article 269
of the RF Tax Code.

14 
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Corporate tax
Movable property is now to be included in the tax return
Starting from 01 January 2021, the corporate property tax
return should include information on the average annual
value of movable property items recorded on the balance
sheet of the organization as fixed assets in accordance

with the procedure established for accounting purposes
(clause 1 of Article 386 of the RF Tax Code). The rule is
applied starting with the tax return for 2020.

Cadastral “model” vs average annual value
From 01 January 2021, changes in the cadastral value of
an item subject to the corporate property tax should be
accounted for not only in cases stipulated by the RF Tax
Code, but also by laws and regulations on state cadastral
valuation (clause 15 of Article 378.2 of the RF Tax Code).

The tax base may be calculated using the average annual
value if the item of immovable property is not included
in the List15 as at the beginning of the tax period or if its
cadastral value is determined only during the year and not
at the beginning of the year (clause 12 of Article 378.2 of
the RF Tax Code).

Rules of applying the investment tax deduction clarified
The investment tax deduction mechanism was introduced
in 2019 and it has been constantly improved since then.
In 2020, this tool was available in more than 50 Russian
regions.

What has changed
In particular, it is proposed not to deprive the taxpayer
of the right to depreciate the fixed asset in terms of
the expenses to create (acquire) it which have not been
taken into account when determining the investment
tax deduction and to give the taxpayer the right to carry
forward the part of the unused investment tax deduction to
be remitted to the federal budget to subsequent periods,
similar to the procedure stipulated for the part to be
remitted to the regional budget.
Another important change is the expansion of the list of
items subject to the investment tax deduction starting
from 2021. Now this list includes items from the 8th-10th
depreciation groups, except for buildings, structures, and
transmission devices (previously the list included only
items from the 3rd-7th depreciation groups).
The procedure for obtaining an investment tax deduction
for R&D expenses has been clarified: it includes up to
90% of the corresponding expenses. At the same time,
regions have the right to reduce the maximum amount of
the deduction and to determine the types of developments
for which concessions may be granted. The residual value

of the property for which the investment tax deduction has
been used only partially that corresponds to its historical
cost not covered by the investment tax deduction is now
included in expenses. Subsequent investments in property
made after the end of the taxpayer’s use of the right to
the investment tax deduction can now be depreciated in
accordance with the general procedure.

Implications of the changes
Taxpayers have gained more freedom: now they can
choose the items of fixed assets to which they can
apply the investment tax deduction and they can choose
any option – the bonus depreciation or the investment
tax deduction. Previously, when deciding to apply the
investment tax deduction, the taxpayer immediately lost
the right to use the bonus depreciation.
Now the investment tax deduction can include up to 100%
of expenses to create transport and utility infrastructure
facilities and no more than 80% of expenses to create
public amenities (provided that their creation is stipulated
by an integrated urban development contract for standard
housing construction). It should be noted that transactions
between related parties inside Russia are considered
controlled transactions if at least one party applies the
investment tax deduction during the tax period (if the
threshold of RUB1 billion is exceeded).16

List of immovable property items for which the tax base is determined as their cadastral value for the purposes of calculating the corporate
property tax.

15 

Federal Law No. 368-FZ dated 09 November 2020 On Amending Parts One and Two of the Tax Code of the Russian Federation.

16 
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Clarification of approaches to checking the reasonableness of expenses
for intra-group services
Tax authorities often challenge expenses for intra-group
services provided by foreign companies, since they
consider such payments to be a tax efficient mechanism
to reallocate the tax base in favor of foreign companies in
a multinational enterprise (MNE) group. In practice, there
was no unified approach to intra-group services on the part
of tax authorities.

What has changed
On 6 August 2020, the Russian Federal Tax Service issued
Letter No. ShYu-4-13/12599@ On Certain Issues of Taxation
of Intra-Group Services clarifying the approaches that lower
tax authorities should follow to verify expenses claimed in
relation to intra-group services in terms of their economic
justification and sufficiency of supporting documentation.

Essence of the changes
Among the main issues explained in Letter No. ShYu-413/12599@ are:
— the Russian Federal Tax Service recognizes that
intra-group services may include, inter alia, regular
administrative support, as well as financial, legal, human
resources, internal control, internal audit, manufacturing
and sales services, IT and other services. the Russian
Federal Tax Service confirms that depending on the
nature of the services they may not be accompanied
by written requests from the service recipient for each
specific service;
— when requesting documents, tax authorities should
use the principle of reasonable correlation between the
volume of requested documents and the volume of the
services provided. At the same time, the list of possible
supporting documents is not exhaustive;
— the Federal Tax Service guides tax authorities to avoid
taking a formal approach when assessing the economic
justification of the taxpayer’s expenses and provided
supporting documentation;
— the arm’s length level of prices should not be checked as
part of field and desk tax audits.
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However, there is no direct answer in this letter to an
important question on the reasonableness of the indirectcharge method of determining value. The Federal Tax
Service states that applying the procedure for determining
the price as the total of the service provider’s costs plus a
mark-up is standard practice and may not be considered per
se to be reallocation of income and losses between MNE
companies or serve as an independent and sole reason for
recognizing the corresponding expenses as unjustified.
However, the Federal Tax Service does not comment on
whether it is possible to apply the widely used indirectcharge method when determining the aggregate amount of
the service provider’s costs incurred to provide services to
all service recipients and when the cost of services provided
to a particular recipient is determined on the basis of this
aggregate “pool” of expenses and allocation keys.
However, the Federal Tax Service states that a field
(desk) tax audit should examine documents related to the
procedure for calculating the cost of services and assess
whether a transparent pricing methodology is ensured. The
Federal Tax Service also explains that tax authorities should
consistently check the following circumstances during tax
audits:
— t he services were actually provided;
— t here was no duplication of expenses for identical
services;
— t he services have economic or commercial value to
enhance and maintain the commercial position of the
taxpayer;
— t he expenses declared by the taxpayer do not constitute
compensation for expenses on shareholder activity.

Implications of the changes
The approaches to verification recommended by the
Federal Tax Service of the Russian Federation give hope
that in practice the methods of checking expenses on
intra-group services and approaches to challenging them
will become less formal and more justified. However, it is
already clear that tax audits will be detailed, and it will not
be easy for taxpayers to justify their expenses.
See also the relevant KPMG review.
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Increased mineral extraction tax rate for solid minerals

What has changed
According to Federal Law No. 342-FZ that entered into
force on 15 October 2020, a multiplying coefficient of 3.5
will be applied to mineral extraction tax rates for metals
and fertilizers (ferrous and non-ferrous metal ores, multicomponent complex ore, potassium salts, etc.) from 2021.

Implications of the changes
The Law amends Article 342 of the RF Tax Code and
introduces the Crent coefficient. The value of this
coefficient depends on the type of metallurgical and
chemical raw materials and compliance with the conditions
specified in the said article. According to the changes,
the Crent coefficient may have two values: 3.5 and 1. The
effective tax rate is calculated by multiplying the previous
tax rate by the relevant value of the coefficient.

of reserves as at 1 January 2021 is less than 1%. A
prerequisite for applying this level of the Crent coefficient is
extraction of minerals on this subsoil plot as part of a new
investment project for which an investment protection and
promotion agreement has been concluded. In this case,
the coefficient of 1 shall be applied for 5 calendar years
immediately following the year of the start of commercial
extraction of minerals on the subsoil plot.
The level of depletion of reserves on a subsoil plot is
calculated independently by the taxpayer based on the
data from the State Register of Mineral Reserves as at 1
January 2021 as the quotient obtained when the amount
of cumulative production of minerals (including production
losses) on a particular subsoil plot is divided by the initial
recoverable reserves of minerals on this subsoil plot.
The year of the start of commercial extraction is the year
when the level of depletion of reserves on the relevant
subsoil plot exceeded 1% for the first time as at the first
day of that year.

The Crent coefficient is taken to be equal to 1 for minerals
extracted on subsoil plots where the level of depletion

Adjustments to the tax on additional income
The tax on additional income (TAI) has been in effect since 2019. It is aimed at encouraging
the development of deposits requiring large amounts of investment.

The formula for calculating TAI:

TAI = (

Estimated oil sales

—

Actual and estimated
expenses for production of
raw materials

The actual shortfall in budget revenue for 2019 due to the
introduction of TAI was 1.5 times higher than the forecasts
of the RF Ministry of Finance.
Amendments to both the parameters of calculating the
tax base and the scope of application of TAI come into
force from 2021. The main changes are: a 50% limit
on carryforwards of losses to 2021-2023 (previously it
was allowed to carry forward 100% of losses), a lower
indexation rate for certain groups when carrying forward
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—

Accumulated
loss

) 50%

unused losses, the possibility of accounting for losses
of the previous subsoil user in case of re-organization,
an increase in the minimum tax due to a reduced limit
of expenses, an increase in the mineral extraction tax
in the TAI regime for certain deposits due to a higher
Cg coefficient. The list of deposits subject to TAI is also
expanded from 2021: the regime can be applied both to
new regions and to mature deposits (for which the mineral
extraction tax concession is abolished since 2021).
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Application of thin capitalization rules
In 2020-2021, for the purpose of applying thin capitalization
rules for debt obligations arising before 1 January 2020, a
currency clause is introduced to calculate the amount of
controlled debt denominated in a foreign currency at the
exchange rate of the Central Bank of the Russian Federation
as at the last reporting date of the reporting period, however
not higher than the exchange rate of such currency as
at 28 February 2020. At the same time, the equity will
be calculated without taking into account exchange rate
differences arising after 28 February 2020.

The thin capitalization rule is a special rule for taxation
of interest on controlled loans between related
companies.
It was introduced in the RF Tax Code in 2002 to combat tax
minimization. These amendments are aimed at reducing
the application of thin capitalization rules in the context of a
significant increase in the ruble valuation of foreign currencydenominated intra-group debts and a reduction in equity.
The currency clause is applied retrospectively since the
beginning of 2020.

Other changes
Amendments to the five-year concession on the sale of
shares/stakes in companies
This concession now applies to shares/stakes in foreign
companies. Previously, the 0% rate after 5 years of
ownership applied only to the sale of shares/stakes in
Russian companies. The law has extended the application
of the concession to the sale of shares/stakes in foreign
companies from countries that are not on the list of offshore
jurisdictions of the RF Ministry of Finance.
Provisions concerning unlisted shares clarified but not in
favor of taxpayers
According to the Law, the 0% rate is not applied to the sale
or disposal of listed or unlisted shares/stakes in Russian/
foreign companies if the share of real estate located in Russia
in their asset structure exceeds 50%.
The Law has extended the rule that assets should not be
primarily represented by real estate in Russia to cases of
selling shares. The Law retains the possibility of applying
the 0% rate when selling listed shares in Russian high-tech
companies after 5 years of ownership, regardless of the
structure of their assets (the share of real estate).
The share/stake ownership period:
— is not interrupted by a change in the tax residency of the
taxpayer claiming the concession or the company whose
shares or stakes are sold;
— is calculated from the date of acquiring a reorganized
company (unless the main purpose of the reorganization is
to apply the concession).
To determine the eligibility of Russian residents for the
concession, the share of real estate in the assets of the
company being sold is determined based on the financial
statements as at the last day of the month preceding the
month of the sale.
Exemption from taxation of property rights received free
of charge
In addition to gratuitous receipt of property by a Russian
organization from its parent company (which owns at least
50%) or a subsidiary (in which it owns at least 50%), the
receipt of property rights (e.g. rights of claim arising from a
loan agreement or other contracts) is also exempt from the
profits tax.
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The question arises as to the application of this concession
when obligations are terminated on grounds other than a
gratuitous transfer of rights of claim, e.g. debt forgiveness.
In addition, the exemption will become available when:
— the transferring/receiving entity indirectly owns the
receiving/transferring entity;
— the individual indirectly participates in the receiving entity
(previously the exemption was granted only in case of
direct ownership);
— the ownership interest is 50% or more, while previously
the ownership of more than 50% was eligible for the
exemption.
The effect of this provision will apply to legal relations arising
from 1 January 2020. As for the Law, it took effect on the
date of its official publication, i.e. 23 November 2020.
Recognition of unit holders’ income as dividends
The concept of dividends for the purpose of the withholding
tax has been supplemented: the income of unit holders being
foreign organizations from trust management of property
making up a unit investment fund (in proportion to their
share) is recognized as dividends. The list of funds the sale of
units in which will lead to the withholding tax in the Russian
Federation at the rate of 20% has been expanded – funds
whose assets are primarily (for more than 50%) made up of
real estate in the Russian Federation have been added to this
list.
Clarification of the D2 dividend indicator
The Law has clarified the procedure for forming the D2
indicator which is deducted from D1 to calculate the tax
amount to be withheld by the withholding agent when paying
dividends to Russian organizations. In addition to dividends
taxable at 0%, dividends on treasury shares of a Russian
company owned by foreign subsidiaries that are not taken
into account in the tax base and dividends received by an
international holding company are excluded from D2. If the
D2 indicator exceeds D1, the negative difference is not taken
into account in the further distribution of dividends –
in subsequent periods this difference will not reduce the
dividend tax.
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Amendments to the Tax Code stipulating additional measures to
support business entities amid the outbreak of the novel coronavirus
The law17 on tax support measures for business entities
amid the outbreak of the novel coronavirus specifies a
number of benefits with respect to the corporate profits
tax, personal income tax, VAT, single agricultural tax and the
simplified tax system. The document has been introduced
by the Government of the Russian Federation as part of a
package of crisis response measures aimed at supporting
entrepreneurs. The law will apply retroactively –– the said
provisions will be effective from 1 January 2020.

What has changed
Personal income tax concessions
The list of non-taxable or exempt from taxation personal
income has been expanded. Now it includes payments
to medical personnel providing medical care to patients
with coronavirus and people at risk of coronavirus
infection, as well as income in the form of subsidies
received by taxpayers being small and medium enterprises
and operating in the industries most affected by the
disruption18 caused by the coronavirus outbreak.
Profits tax concessions
The list of profits not included in the tax base has been
expanded. For example, profits in the form of subsidies
received by taxpayers being small and medium enterprises
and operating in the industries most affected by the
disruption will not be included in the tax base. The list of
non-depreciable assets has also been expanded. Now
it includes medical products if the expenses to acquire
these products have been recognized by the company as
expenses to acquire medical products used to diagnose
and treat coronavirus and to construct, manufacture,
deliver and make these medical products usable.
The list of non-deductible expenses has been updated.
For example, expenses incurred from subsidies received
from the federal budget due to the disruption caused by
the spread of the novel coronavirus infection by taxpayers
being small and medium enterprises and operating in the
most affected industries are not deducted for taxation
purposes.
Other expenses related to production and sales now
include: expenses to disinfect premises and purchase
devices, laboratory equipment, protective clothing and
other personal protective equipment to meet sanitary,
epidemiological and hygienic requirements in view of the

17

spread of coronavirus. Now this category also includes
expenses to acquire medical products used to diagnose
and treat coronavirus and to construct, manufacture,
deliver and make these medical products usable.
It is possible before the end of the 2020 tax period to
switch to monthly advance payments based on actual
profits for taxpayers paying monthly advance payments
during the reporting (tax) period in the 2020 tax period.
Such companies have the right to switch to monthly
advance payments based on their actual profits starting
from the reporting period of four months, five months and
so on – until the end of the calendar year.
The change in the procedure for calculating advance
tax payments should be reflected in the organization’s
accounting policy.
To exercise the right stipulated by the said provision, the
taxpayer shall notify the tax authority thereof on or before
the 20th day of the last month of the reporting period
starting from which the taxpayer switches to monthly
advance payments based on actual profits. In case of
transition to monthly advance payments based on actual
profits starting from the reporting period of four months,
the taxpayer is obliged to notify the tax authority on or
before 8 May 2020.
Concessions for taxpayers applying special taxation
regimes (the single agricultural tax and the simplified
tax system)
In accordance with the law, when determining the
item of taxation, the taxpayer will be able to reduce the
income received by the expenses to disinfect premises
and purchase devices, laboratory equipment, protective
clothing and other personal and collective protective
equipment to meet the sanitary, epidemiological and
hygienic requirements of state and local government
bodies and their officials in view of the spread of the novel
coronavirus infection.
Value-added tax
The prohibition on deducting VAT on goods (work,
services) and fixed assets acquired using subsidies does
not apply to subsidies received by taxpayers being small
and medium enterprises and operating in the industries
most affected by the disruption caused by the coronavirus
outbreak. Moreover, the income limit giving the right to
pay only quarterly advance payments has been temporarily
increased. The law establishes the limit of RUB25 million.

Federal Law No. 172-FZ dated 08 June 2020 On Amending Part Two of the Tax Code of the Russian Federation.
Resolution of the RF Government No. 434 dated 03 April 2020 as amended by Resolution of the RF Government No. 540 dated 18 April 2020
On Amending the Expanded List of Sectors of the Russian Economy Most Affected by the Disruption Caused by the Spread of the Novel
Coronavirus Infection.

18 
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State support measures
Special investment contract 2.0
SPIC 2.0 is a contract concluded with respect to an investment project to implement or
develop and implement a technology included in the list of modern technologies approved
by the Government of the Russian Federation for the purpose of developing mass production of globally competitive industrial products. The parties to the contact are an investor
and jointly the Russian Federation, a constituent entity of the Russian Federation and a
municipality. The investor undertakes to invest a certain amount, develop and implement
(or implement/customize) a technology and ensure the achievement of certain indicators
specified in the SPIC. The public party undertakes to implement industrial incentives.
Unlike the previous mechanism, SPIC 2.0 does not
stipulate the minimum amount of investment, but the
latter will determine the term of the contract (the specific
term will be determined based on the results of an expert
evaluation of the project):

When the investment amount is

<50 up to 15

years

RUB billion

When the investment amount is

>50 up to 20

years

RUB billion

SPIC 2.0 will be concluded based on results of a closed
(for projects related to military, special or dual-use
technologies) or an open tender initiated by the public party
or the investor in industries subordinate to the Russian
Ministries of Industry and Trade, Agriculture and Energy.

What has changed
A number of laws governing the SPIC 2.0 mechanism
entered into force in 2019, however, for SPIC 2.0 to
become completely “functional” it was necessary to issue
relevant implementing regulations. They were adopted
at the federal level in 2020. In particular, the following
regulations were approved:
В частности:
— the procedure for concluding, amending and terminating
SPICs (including the methodology for assessing
applications to participate in the tender to conclude;
— the rules of exercising control over the performance by
investors of their obligations under SPIC 2.0; forms of
reports on the performance of these obligations;
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— the list of Russian scientific organizations authorized to
prepare reports confirming the possibility of production
based on modern technologies for the purpose of
concluding a SPIC 2.0;
— the rules of creating and updating the list of
technologies recognized as modern technologies for the
purpose of concluding special investment contracts.
As the final step in formation of the regulatory and legal
framework for SPIC 2.0, at the end of November 2020, the
Government of the Russian Federation approved the list of
technologies recognized as modern technologies for the
purpose of concluding SPICs. The list included more than
600 technologies from various industries. More than half of
the technologies included in the current version of the list
relate to various segments of machine building, machinetool building, automotive industry, and chemistry. The list
of technologies is not final and may be supplemented, inter
alia, on the initiative of the investor through the procedure
for updating the list of modern technologies.
Under SPIC 2.0, an investor who has introduced a
modern technology and manufactures products using this
technology in the Russian Federation has the right to claim
tax concessions (on profits tax, on regional/local taxes) and
other government incentives. These incentives include
an accelerated and simplified procedure for obtaining the
“made in Russia” status, certain guarantees of a stable tax
environment, special terms of leasing land plots, and other
measures. Some subsidiary programs may be also linked
to the SPIC 2.0 mechanism.
At the same time it should be noted that, according to the
new regulations, the right to receive state support or apply
tax concessions is lost when the total amount of expenses
and lost budget income caused by the application of
incentives amounts to 50% of the investor’s capital
expenditures (this calculation method was also adopted in
2020 together with the procedure for concluding a SPIC
2.0).
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Implications of the changes
The main necessary conditions for investors to conclude
a SPIC 2.0 have been established. However, it should
be kept in mind that a SPIC 2.0 cannot be concluded if
the regulation of the constituent entity of the Russian
Federation being a party to the SPIC does not specify the
industry-related incentives applied to the investor and the
procedure for their application. Also, a SPIC 2.0 cannot be
concluded if the technology to be used to manufacture

industrial products is not included in the list of modern
technologies. There are other restrictions as well – the
details should be additionally checked taking into account
the specifics of the planned investment project.
In this regard, investors should prepare carefully before
initiating the conclusion of a SPIC 2.0: assess existing
provisions of laws and regulations, advantages and
disadvantages of this mechanism, possible restrictions and
areas of risk, and consider the options for their elimination/
minimization.

Investment protection and promotion agreements
What has changed
A package of laws and regulations on investment
protection and promotion agreements has been adopted.
Federal Law No. 69-FZ dated 01 April 2020 On Protection
and Promotion of Investment in the Russian Federation
entered into force on 01 April 2020. The law established
a new mechanism to support investment activity –
investment protection and promotion agreements (IPPAs).
At the beginning of October 2020, the Rules of concluding
IPPAs and the Procedure for awarding compensation
to companies operating under IPPAs were approved by
Government Resolutions No. 1577 dated 01 October 2020
and No. 1599 dated 03 October 2020 . With the adoption
of these resolutions, the IPPA mechanism has become
operational, though relevant laws and regulations continue
to be refined (including at the regional level).

Essence of the changes
An IPPA is a contract concluded with respect to a new
investment project aimed at:
(1) creating (reconstructing, modernizing) and maintaining
immovable property or a complex of related immovable and
movable property;
(2) creating and using intellectual property;
(3) achieving other useful results, including prevention
(minimization) of negative environmental impact.
New investment projects are projects for which the decision
to approve the capital expenditure budget was made by the
organization implementing the project after the effective
date of Law No. 69-FZ (1 April 2020) or before this date but
not earlier than on 7 May 2018. The conclusion of an IPPA
may be initiated both by the investor and a public entity.
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In particular, the IPPA mechanism ensures the following
opportunities and guarantees for investors:
— a “stabilization clause” (including guarantees of nondeterioration of the business environment in terms of
particular laws or regulations, stability of certain tax
conditions for implementing an investment project)
depending on the amount of investment;
— t he possibility of reimbursing the party implementing the
project for the costs to create, modernize or reconstruct
supporting and related infrastructure facilities required
to implement the investment project and the costs to
pay interest on loans and borrowings and make coupon
payments on bonds issued for the said purposes.
However, existing IPPA laws and regulations do not set forth
any specific tax concessions or the possibility of reducing
the tax burden because of concluding an IPPA.
As for the tax stabilization clause, it should be also noted
that the literal interpretation of the provisions of the RF
Tax Code does not make it possible to conclude that the
provisions of subsequent laws and regulations on taxes
and duties improving the position of the investor that has
concluded an IPPA may be applied to such investor. The
specific list of laws and regulations on taxes and duties
being stabilized should be indicated in the IPPA/IPPA
register, otherwise their stabilization may be denied (until
the list is supplemented in accordance with the established
procedure).
Until 1 April 2021, only agreements with participation
of the Russian Federation and without participation of
a municipality may be concluded. First applications for
IPPAs are accepted in hard copy and will be considered for
two months. After April 2021, it is planned to launch the
Investment (“Kapitalovlozheniya”) system that will reduce
the period of concluding an IPPA to one month. After that,
agreements will be made through this system.
At the time of adoption of Law No. 69-FZ, it was announced
that the IPPA mechanism will be further refined and,
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inter alia, the position of the business concerning the
regulation of this mechanism will be taken into account. This
refinement has already started. A package of amendments
to Law No. 69 and the RF Tax Code has been prepared to:
— give companies more opportunities to conclude IPPAs
on investment projects by reducing the required amount
of investment in certain areas of the economy (for
integrated construction projects, for projects related to air
terminals, urban and suburban public transport, transport
and logistics centers, for projects involving construction
of warehouse complexes);
— introduce a tax deduction mechanism in respect of VAT,
corporate profits tax, mineral extraction tax, corporate
property tax, transport tax, and land tax payable by an
IPPA participant to compensate the costs incurred by
the IPPA participant when implementing an investment
project;
— establish separate accounting requirements.
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Implications of the changes
Investors implementing large investment projects may gain
access to a new state support mechanism if they meet
certain conditions. It is already advisable for companies
to assess existing regulations and the possibility of
concluding an IPPA taking into account the specifics
of a particular investment project (including possible
restrictions, risk areas, advantages and disadvantages). We
also recommend monitoring the further development of
legislation at both the federal and regional/local levels.
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