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This document is intended as a practical guide for Societe Generale corporate clients 
on Foreign Exchange and Interest Rate markets in Russia. It is intended for information 
purposes only.

This document has been prepared by Interest Rates and Foreign Derivatives group in 
Societe Generale’s Global Markets Divisions, with the assistance of Societe Generale’s 
Global Markets Division personnel covering Russia. The Market Risk Advisory team 
is part of the Interest Rates and Foreign Exchange derivatives sales department, and 
focuses on advising clients on strategic risk management.

Russia’s economy has experienced a slowdown over the last couple of years, which 
is likely to continue in 2015 with GDP expected to fall 3%. The economic deceleration 
is largely explained by the geo-political unrest and Russia’s strong dependence on 
commodities, with oil & gas making for up to 70% of its annual exports and over 52% 
of the federal budget. As a consequence, companies having ties with Russia have to 
manage their exposures in an increasingly volatile market environment. 

Société Générale has been present in Russia since 1872 and obtained in 1993 the first 
general banking license attributed to a foreign institution.

Today, Rosbank is the largest international financial structure in Russia with over  
600 outlets and employs more than 16000 people onshore. Societe Generale also 
benefits locally from the expertise of 2 additional subsidiaries: Rusfinance, a leader on local 
consumer finance and Delta Credit, in the top three of the commercial mortgage market.  
Our capital markets expertise is reinforced by a strong local presence with local teams 
of over 50 people based on the Moscow trading floors.

Russia’s economic, financial and regulatory environment is in a phase of constant 
development; as a consequence, some of the information contained in this document 
may have been rendered obsolete by new reforms or legislation introduced after the 
time of writing.

For additional information, please contact your Societe Generale client contact or sale 
representative.

EXECUTIVE SUMMARY
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Russian economic background

A. DOMESTIC GROWTH 
CONSTRAINED BY STRUCTURAL 
LIMITS AND EXTERNAL HEADWINDS

In line with other emerging markets, the 
Russian economy has gone through 
an extremely volatile period which was 
accompanied by the 1998 Emerging 
(EM) debt-crisis and by the 2008-2009  
recession triggered by a mortgage 
collapse in the US. Between the two 
crises, the domestic economy was 
growing with galloping rates that were 
mainly set by extension of mineral and 
oil exporting segments and favourable 
commodity prices. In particular, during 
the period 1999-2008 real GDP almost 
doubled  by rates averaging a robust 
6.9% p.a. thanks to generous export 
revenue inflows, the Foreign Exchange 
(FX) and gold reserves also accumulated, 
reaching nearly 600bn USD by mid-2008.

Since the  recession hit the global 
economy in 2008-2009, several 
attempts have been made by authorities 
to re-launch economic growth in 
Russia. Despite some recovery private 
consumption and growth in exports, 
structural limits related to demographic 
factors and capacity utilisation have 
limited potential growth. Major stimuli 
measures were passed through fiscal 
spending and construction of large 
infrastructural projects (APEC Summit 
in 2012, Olympic Games in 2014, etc.), 
but they failed to prevent GDP growth 
from shrinking to 1.3% yoy and 0.6% 
in 2014. 

Finally, a sharp correction in oil prices 
and the escalation of the Ukrainian 
crisis during H2-14 determined a 
recessionary trend for the domestic 
economy. In annual terms, GDP fell by 
4.6% yoy in Q2-15 and contraction by 
-2.8% yoy is looming for the full year.

RUSSIAN ECONOMY
OVERVIEW
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Escalation of the Ukrainian crisis has 
only confi rmed the popularity of Vladimir 
Putin as a ‘commander’ of the nation, 
which may keep the door open for a 
subsequent presidency (elections will be 
held in 2018). In addition, the absence of 
a strong political dichotomy in existing 
parties and the minor roles of opposing 
parties might predetermine the outcome 
for the next State Duma elections 
arranged for September 2016.
On the other side of the political insertion 
coin, the current economic framework 
reveals some features of Dutch disease 
and bars most radical liberal reforms. 
During the recent past fi nancial authorities 
have initiated and implemented several 
crucial reforms to improve attractiveness 
and stability of the local fi nancial markets. 
As a key step, the largest international 
settlement systems, Euroclear and 
Clearstream, were granted access to the 
government and corporate bond markets 
since early 2013. The equity market 
has been accessible since mid-2014. A 
reform with mandatory pension schemes 
was also implemented to spur internal 
investments for the years ahead.
Much has been done to improve the 
transparency of fi scal and monetary 
policies, as well as to secure the 
investment climate that helped Russia 
promote its position in the overall ranking 
from Doing Business (DB). While Russia’s 
position deteriorated from 96th place in 
2006 to 120th place in 2008, its position 
was restored to 62nd place by 2015 on 
the list of 189 participating countries. 
The on-going situation in the Ukraine 

and withered oil market backdrop have, 
in the end, reoriented goals from further 
promotion in the DB rankings (becoming 
one of the top-20 by 2018 was included 
in the offi cial economic strategy) to 
restoring Russia’s reputation. Moreover, 
the  leading rating agencies deprived 
Russia from the investment grade level – 
S&P (BB+, Negative) and Moody’s (Ba1, 
Negative) – which could undermine long 
term capital infl ows.

C. BALANCING MONETARY 
POLICY BETWEEN INFLATION AND 
FINANCIAL STABILITY

In the last several years, the Central Bank 
of Russia adopted a complex strategy 
of policy transformation, putting infl ation 
control at the top of its priority list with 
the goal of bringing it down to 4.0% by 
the end of 2017. A formal transition to 
an infl ation targeting regime has taken 
place since 2015, but it did not grant a 
sole mandate for the CBR to combat 
substantially high and persistent infl ation 
with monetary tools alone. For as long 
as the infl ationary background in Russia 
has been historically burdened with 
a multiple set of ‘regulated’ and non-
market factors, coordination between the 
CBR and the government have become 
a foundation for anti-infl ationary policy. 
The other mandates of the CBR have not 
disappeared, either – infl ation settled only 
on the one scale, while securing fi nancial 
stability stayed on the other.
According to our recent research on 
infl ation drivers (for details see EM 

Economic growth gears down 
 

FX and gold reserves –
replenishment targets are set

Sources: Societe Generale Cross Asset Research, Rosstat Sources: Societe Generale Cross Asset Research, 
Central Bank of Russia
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Subsequent recovery of economic growth 
in Russia will depend on the way and 
the speed at which it is able to adjust 
to geopolitical tensions initiated by the 
Ukrainian crisis and the presumably 
muted recovery of oil prices. From a 
geopolitical angle, Russia faces capital 
sanctions on state-owned fi nancial 
institutions and industrial enterprises, 
and technological sanctions related to 
oil-producing projects in the Arctic seas. 
In the foreseeable future, those respective 
limits will force the whole corporate sector 
to deleverage and limit investments in the oil 
and gas industry. However, in the medium 
and longer-term, sanctions will undermine 
potential growth for the Russian economy, 
implying achievable growth rates to remain 
locked in the 1.0-1.5% range yoy. 
In terms of oil, a trajectory for oil price 
recovery by the Societe Generale 
Commodities team projects that Brent will 

be restored to 75 USD/bbl. only by 2017 
and remain fl at from then on. This also 
underpins our view on potential growth in 
Russia.

B. POLITICAL SYSTEM SET TO BE A 
SUPPORTIVE PILLAR FOR RUSSIA

The Russian political system remains 
rather inert and at the same time implicitly 
protected from inconsistent changes in 
politics. Executive and legislative powers 
are subordinated to Vladimir Putin, who has 
been president since 2000 with a temporary 
pause from 2008 to 2012 when he took on 
the role of the Prime Minister. The president 
relies on ground support from the leading 
political party in Russia – United Russia – 
and also fi nds high approval among the 
conservative population which accounts 
for between 67% and 86% according to 
different opinion polls. 
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special), the ‘regulated’ factor is 
enveloped by the regular revision of 
tariffs on goods and services produced 
by natural monopolies and public 
enterprises. Usually tariffs trigger two 
waves of effects – directly through the 
pricing of ‘regulated’ goods and services 
and indirectly through the rising cost of 
production – that fails to be addressed 
in a timely fashion. However, both could 
be curbed by bringing the medium term 
indexation trend down. To do this, the 
CBR and the government elaborated 
a scheme that could help bring annual 
‘regulated’ infl ation down to 4.0-5.0% 
by the end of 2017.

The second challenge for the local 
infl ation backdrop is not straightforward 
as long as it relates to the exchange rate 
pass-through. Ideally, the transition to a 
fl oating exchange rate regime which took 
place in November 2014 could ease the 
pass-through going forward due to the 
growing popularity of hedging. However, 
some misunderstanding of the policy 
rules by the broader economy as well 
as some misleading signals from the 
CBR might unwind the pass-through 
again. Thus, higher transparency and 
proper alignment of interest rate, foreign 
exchange and fi nancial stability policies 
are required.

We fi nd that the changing of the exchange 
rate regime and the increase of rouble 
volatility were veiled by the introduction 
of reciprocal sanctions against imported 
food products. That said, pass-through 
from the FX market volatility was 
signifi cant back then, but it was short-
lived and driven by fi xed factors which 
are beginning to fade. In particular, annual 
infl ation in Russia recorded its 14-year 
high at 16.9% yoy by the end of Q1-15 
and has been calming down since then. 
Recovery of the rouble during Q2-15 
coupled with extremely weak consumer 
demand and release of temporary 
shocks will likely help infl ation move down 
to 11.6%  by the end of 2015. In the next 
couple of years, as the internal market 
adjusts to external headwinds, the 
signifi cance of pass-through from rouble 
volatility will diminish and, in tandem with 
structurally lower demand, will bring the 
CPI trend down into the 5-7% range yoy.

What might disturb this trend? Infl ation 
deceleration can be imperilled by lack 
of credibility of the CBR’s ‘secondary’ 
policies, i.e. controlling thefi nancial stability. 
The rouble was let fl oat freely in November 
2014, but six months later the regulator 
initiated FX purchasing interventions with 
a target of USD 500bn to be hit by FX 
reserves in the next couple of years. Given 
the current stock of reserves at 380bn USD, 
including outstanding FX repo, purchases 
of hard currency in the following years 
might drastically change the structural 
balance on the rouble liquidity market and 
favour more risk-taking by local banks and 
fi nancial institutions. Also, purchases of 
FX can negatively affect the FX rate and 
jeopardize principles of free-fl oating and 
infl ation targeting. Timely communication 
of policy responses on the monetary front 
coupled with prudent control over fi nancial 
risks remain critical going forward to raise 
the credibility of conducted policies.

The CBR keeps dovish stance, but extreme 
accommodation is hard to be achieved

Ruble sensitivity to oil increased with transition 
to fl oating regime
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On the interest rate policy front, the CBR 
has done a significant breakthrough 
in unifying available set of instruments 
and eligible collateral to form a workable 
corridor of the policy rates with the key 
(1-week REPO) rate in the centre. Current 
stance of the CBR can be characterised 
as moderately dovish, though existent 
structural limits in the economy do not 
favour accommodative policy regimes. 
The reason is that the CBR is still set to 
‘normalise’ its key rate after an emergent 
hike to 17.0% was undertaken at the 
turn of 2015. The CBR front loaded 
‘normalisation’ by the end of H1-15 to 
bring the key rate to 11.50%. However, 
we believe that further easing is required 
to reflect the downward inflation trend 
and to spur extremely weak internal 
demand. With this in place, 10.0% might 
be achieved by the end of 2015 and 
8.0% by the end of H1-16.

D. FISCAL POLICY RELIES ON 
BACKWARD SUCCESS

During the last decade, fiscal policy 
suffered a remarkable transformation 

in the core of which we see savings of 
extra oil revenues into a special fund 
and introduction of an oil budget rule 
to contain excessive spending growth. 
Nonetheless, structural challenges in 
the domestic economy and essential 
boundaries of the commodities markets 
require reform to go on.
The government currently accumulates 
savings into two funds – the Reserve 
Fund, which is used for current needs 
and balancing the budget, and the 
National Welfare Fund that envelopes 
savings to be invested in the local 
projects and to balance the pension 
system. From 2009 to 2011, when 
the economy was recovering after the 
crisis, nearly 85% of the Reserve Fund 
(or 10% of 2008 GDP) was spent by 
the government. The Reserve Fund has 
been restored to 60-70bn USD since 
then, so that both funds accumulated 
nearly 150bn USD by the end of H1-
15. In the backdrop with muted oil price 
growth and limits on borrowing abroad 
those funds savings remain a sole 
reliable source for covering looming 
budget imbalances.

National funds can back only limited fiscal 
stability …

… until revenues and expenditures are brought 
into balance
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Some dichotomy within the fiscal policy 
might occur between federal and regional 
policies. Since 2012 the federal centre 
was trying to shift social programs down 
to the regional levels. In particular, the 
presidential program for indexation of 
public wages in the range 2013-2018 
(in total accounts for 1.5% of GDP per 
year) became the key driver for regional 
spending growth. We believe this could 
deteriorate fiscal stability in regions and 
might require more rapid and forceful 
consolidation, or cardinal redistribution of 
the federally accumulated taxes.

E. MAJOR CHALLENGES AND 
OPPORTUNITIES FOR MEDIUM TERM

Since the Russian economy has been 
losing steam during the last couple 
of years, the main challenge for the 

government is set to turn its pace to 
potential growth. Excluding reforming 
monetary and fiscal frameworks to 
reliable intermediate forms, economic 
authorities have to promote labour 
productivity in a wider range of industries. 
This could be done by increasing stimulus 
for capital-intensive investments, by 
massive privatisation of state-owned 
property and proper reform of the social 
security and pension systems to promote 
official labour involvement. Last but not 
least, the challenge relates to reducing 
administrative pressures from authorities 
and reducing tax burden. The oil industry 
is a key point of concern, as it requires 
newer stimuli for investments, while going 
forward Russia might be faced with non-
competitive leakages of oil revenues 
to neighbouring countries with more 
favourable taxing regimes.
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Companies with operations in or with 
Russia are likely to be exposed to the 
volatility of the Rouble (RUB) currency. It 
is therefore essential for these companies 
to understand the main characteristics 
of that currency. Furthermore, the RUB 
currency remains to a certain extent 
impacted by monetary policy decisions 
implemented by the Central Bank of 
Russia (CBR) even though the CBR has 
been phasing out its conventional FX 
intervention policy.

A. RUB, A VOLATILE EMERGING 
CURRENCY SUBJECT TO BOTH TAIL 
RISK AND EMERGING MARKET RISK 
SENTIMENT

 The RUB currency is in many ways 
comparable with other emerging 

currencies (BRL, ZAR, INR etc…); one 
of the characteristics of an emerging 
currency is greater political uncertainty 
than in developed countries. Further 
characteristics specific to emerging 
currencies are outlined below :

• Subject to tail risk
• High realised volatility
• High yield
•  Subject to market risk sentiment

In this context, an increasing number of 
market participants with economic ties 
with Russia and RUB exposures have 
been keen to enter hedging products in 
RUB both on FX and rates products. This 
trend has led to an increase in the volume 
of RUB denominated derivatives over the 
past decade.

RUSSIAN FOREX
AND INTEREST
RATE MARKETS

The RUB has experienced strong and 
sudden movements of depreciation over 
the last 10 years: 
H2 2008: RUB depreciation was brutal in 
a context of global risk aversion following 
the collapse of Lehman Brothers.
Q3 2011: The RUB depreciated due to 
risk aversion on the back of increased 
uncertainties about Eurozone sovereign 
debt.
Q2 2012: The global markets sell-off in 

May 2012 resulted from uncertainties 
over Greek sovereign debt. The impact of 
the RUB was amplified by a decrease in 
oil prices to below USD 100 per barrel.
Q4 2014 - Q1 2015: The events in Ukraine 
followed by international sanctions on 
Russia contributed to the sharp dive in oil 
prices in H2 2014, accelerating the sale 
of roubles which snowballed into a major 
currency crisis and driving the country 
into recession.

USD/RUB since 2005... ... and over the last year

Source: Bloomberg, September 30th, 2015 Source: Bloomberg, September 30th, 2015

20 

22 

24 

26 

28 

30 

32 

34 

36 

Sept 05 Sept 08 Sept 11 Sept 14 

20 

30 

40 

50 

60 

70 

Sept 05 Sept 08 Sept 11 Sept 14 

40 

50 

60 

70 

30 
Sept 14 Dec 14 Mar 15 June 15 Sept 15 



18 19

> > RUSSIAN MARKETS
RUSSIAN FOREX AND INTEREST RATE MARKETS

RUSSIAN MARKETS
RUSSIAN FOREX AND INTEREST RATE MARKETS

A comparison of the realised USD/RUB  
20-day volatility since 2004 with the 
average realised volatility of G10 
currencies and the average realised 
volatility of a basket of EM currencies 
shows that:
•  During “normal” market conditions, the 

realised USD/RUB volatility is actually 
lower than the realised volatilities of 
both G10 and EM currencies. This was 
particularly true before the 2008 crisis, 
as the RUB was actively managed by 

the CBR against a basket comprising 
60% USD (55% after February 2008).

•  Nevertheless, during periods of stress, 
realised volatility peaked at a level well 
above that on G10 currencies. This 
has amplified in recent years as the 
CBR has phased out of its managed 
FX floating regime and let the RUB 
currency float more freely, and is explicit  
since 10 November 2014 when the 
CBR stopped its intervention within the 
operational band. 

Source: Bloomberg, September 30th, 2015

Distribution of USD/RUB spot variation since 2000

Finally, looking at the USD/RUB annual forward premium comprising the USD/RUB 
basis and the USD/RUB interest rate differential, the RUB market parameters are in 
line with other EM currencies including BRL, INR and IDR with an average rate 7.1% 
over the past five years and a premium ranging from 3.2% to 21.2%. This is well above 
the premium observed on EUR/USD, GBP/USD or USD/JPY.

20-day realised volatilioty since 2005... ... and over the last year

Bloomberg, September 30th, 2015

The EM basket comprises BRL, INR, IDR, PLN and CLP

Bloomberg, September 30th, 2015

RUB volatility vs. G10 currencies and other Emerging currencies

An analysis of USD/RUB spot rate 
variations shows that, on average since 
2000, the daily and monthly variations 
are respectively 11 pips and 64 pips. It 
is however interesting to note that on a 
monthly basis, average moves stand at 
94 when the RUB depreciates compared 
with 62 pips when it appreciates against 
USD.
Furthermore, the distributions show that 
the RUB currency is subject to tail risk:

•  On a monthly basis, while 90% of the 
moves range between 0 and 180 pips, 
adverse moves above 260 pips account 
for 5% of all moves (similarly on a daily 
basis 91% of moves are below 30 pips 
while moves above 70 pips account for 
3% of all moves)

•  A majority of those large moves are linked 
to a period of RUB depreciation, as 76% 
of the monthly moves above 250 pips 
correspond to periods of RUB weakening.
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C. CBR POLICY AND INTERVENTION

The primary goal of the Central Bank 
of Russia’s (CBR) monetary policy is 
to ensure price stability. It is a major 
condition for achieving balanced and 
sustained economic growth and hinges 
on maintaining low rates of growth in 
consumer prices in Russia.

Since 2015 the CBR adopted an 
inflation-targeting monetary policy 
regime under which the CBR conducts 
its monetary policy by means of interest 
rate operations. FX interventions were 
replaced with FX REPO facility, but to a 
certain extent the monetary authorities 
deviated from the newly set principles by 
purchasing FX to replenish reserves.

1. FX policy: from a managed floating 
rate to a floating exchange rate

The FX policy is an important pillar of the 
CBR’s monetary policy. But the CBR’s 
intention in the long term is to move 

from a managed exchange rate regime 
to a floating exchange rate regime – 
an essential prerequisite for an efficient 
monetary transmission mechanism 
based on interest rate policy measures.

The CBR first introduced a policy of 
managed exchange rate in 1999. The 
objective of this policy was to smooth 
the influence of changes in external 
conditions on Russian financial markets 
and by extension on the Russian 
economy as a whole. The managed 
floating exchange rate regime implied that 
the CBR did not only prevent fundamental 
market trends of the rouble exchange 
rate but also smoothed excess volatility 
in order to ensure the gradual adaptation 
of economic agents to exchange rate 
fluctuations.

Between 1999 and 2005, the CBR 
intervened on Exchange and OTC 
markets to maintain the USD/RUB 
rate within a certain corridor called the 
Operational Band.

TEXT BOX B.2: MOSCOW EXCHANGE 

(Source: MOEX website ; for more details go directly to the MOEX Web Site)

Moscow Exchange provides exhaustive and convenient access to the Russian 
financial markets. The Exchange’s markets offer clients trading opportunities across 
a diversified range of asset classes all combined with post-trade services.
Moscow Exchange hosts trading in equities, bonds, derivatives, currencies, money 
market instruments and commodities. Moscow Exchange also includes Russia’s 
central securities depository «the National Settlement Depository» and the National 
Clearing Centre, which performs the function of central counterparty. 

B. INCREASING DEMAND FOR FOREIGN-EXCHANGE AND RATE-HEDGING 
PRODUCTS

Foreign exchange and interest rate derivatives are traded both on the OTC market 
(directly with market makers) and on the organised market (Moscow Exchange, Boxed 
Text B.2). The chart below showing increasing demand for foreign-exchange and  
rate-hedging products on regulated markets reflects both a context of uncertainties 
over foreign exchange and rates and a willingness to mitigate those risks.

Source: MOEX

MOEX yearly trading volume - RUB bn

Estimated derivatives trading volumes

1-year forward premium for currencies over last 5 yrs

Bloomberg, September 30th, 2015
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b. The RUB operational band

Following the 2008 financial crisis, the 
Russian economy was confronted with 
a large-scale external shock induced by 
sharp changes in the situation on global 
financial and commodities markets, 
which led to a strong depreciation of the 
rouble. In response, the CBR modified 
its exchange rate policy framework.  

In February 2009, the CBR set the rule 
for the automatic shift of the operational 
band related to the accumulated 
amount of the CBR’s FX interventions 
and fixed the width of the floating 
band at 2 roubles. The width of the 
floating operational band was increased 
gradually from 2 roubles to 7 roubles 
in July 2012 and then to 9 roubles in 
October 2014.

c. FX interventions

The mechanism for smoothing exchange rate volatility allowed the implementation of 
purchases or sales of FX currency not only on the boundaries of the band, but also 
inside the band. 
In practice, the defined operational range was divided into several internal ranges, 
each one corresponding to a specific volume of FX interventions:

Source: CBR, www.cbr.ru/

RUB dual-currency basket weighting since 2005

RUB operational band since 2009a. Measuring the value of the RUB: 
the dual currency basket

In 2005, the CBR introduced a dual-
currency basket (including USD and EUR) 
as the operational indicator of its exchange 
rate policy. The CBR intervenes on the 
market on the boundaries of the operational 
band to limit dual-currency basket value 
fluctuations.

The composition of the dual-currency basket 
was initially 0.90 USD and 0.10 EUR. But 
as the scale of external euro-denominated 
operations of the Russian economy rose and  
the euro segment of the domestic FX market 
expanded, the weight of the euro in the  
dual-currency basket was gradually 
increased. In February 2007 the composition 
of the dual-currency basket was set at 0.55 
US dollar and 0.45 euro. 
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To smooth the volatility of the rouble 
exchange rate, the dual-currency fl oating 
operational band was divided into 
internal ranges. The particular volume 
of FX interventions (in USD million per 
day) is determined for each range. At 
the same time, the CBR did not conduct 
interventions aimed at smoothing the 
volatility in the central part of the fl oating 
operational band, or the “neutral” range. 
The closer the value of the dual-currency 
basket to the lower (upper) boundary of 

the fl oating operational band, the larger 
the amounts of the CBR FX purchases 
(sales) of the foreign currency, aimed at 
smoothing rouble exchange rate volatility. 
The volumes of the CBR operations, 
aimed at smoothing that volatility were set 
symmetrically relative to the “neutral” range.

In line with the CBR’s strategy to reduce 
its infl uence on exchange rate dynamics, 
the total amount of FX interventions is 
gradually being reduced:

Starting in 2013, FX interventions led by 
the CBR within the operational range were 
gradually reduced, to nil in November 
2014. In parallel, the cumulative volume of 
FX interventions triggering an adjustment 
of the operational range was increased to 
USD 1.5bn in March 2014 but then scaled 
down back to USD 350m in August 2014 
in order to limit the cost of the FX policy.
Furthermore, the parameters of the 
CBR FX operations were determined by 
taking into account the goal of smoothing 
exchange rate volatility and, from 
1 October 2013, have also been adjusted 
by FX operations carried out as part of  
Federal Treasury operations (Reserve 
Fund and National Wellbeing Fund1).

d. Operational band shift

Initially, the operational band was 
readjusted whenever the volume of the 
CBR operations within or on the limits 
of the operating band of the bi-currency 
basket exceeded the volume of CBR 
targeted interventions.

In February 2009, the CBR set the rule 
for the automatic shift of the operational 

band by 5 kopecks whenever the 
cumulated amount of FX interventions 
reached a total of USD 500m.
This amount was then increased to USD 
700m in August 2009 and then gradually 
reduced to USD 350m.

While the CBR’s intention to gradually 
decrease its infl uence on exchange 
rate dynamics is clear, the CBR has not 
ruled out the possibility of conducting 
discretionary operations in the foreign 
exchange market to maintain fi nancial 
stability in the event of shocks. As 
such in a context of increased volatility 
in the domestic FX market in March 
2014 following the geopolitical tensions 
between Ukraine and Russia – the 
CBR set the amount of cumulative 
interventions triggering a 5-kopeck shift 
in the operational band borders at USD 
1.5bn (from USD 350m previously). That 
amount was decreased to USD 1bn in 
June 2014 and back to USD 350m in 
August 2014 in a context of continuing 
geopolitical pressures and as part of the 
transition to an infl ation targeting regime. 
The exchange rate was let fl oat freely 
since November 2014.

1 Both these funds are dedicated to the federal budget assets. The Reserve Fund is used to fi nance federal 
budget expenses and maintain the federal budget balance in the event of a decline in oil and gas budget 
revenues. The National Wellbeing Fund is used to support the pension system of the Russian Federation with a 
view to guaranteeing the sound functioning of the system in the long term. The adjustment mechanism allows 
for the transfer of the demand for or supply of foreign currency to the domestic FX market.

Volume of FX
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2. Interest rate policy

The CBR completed transition to an 
inflation targeting regime, under which 
the priority goal of monetary policy is to 
ensure price stability.

The essential characteristics of the new 
regime  include announcing quantitative 
inflation targets and making decisions 
primarily on the basis of a forecast of 
economic development and inflation 
dynamics, as well as the central bank’s 
active communication with society and its 
accountability.

a. Inflation target

The target indicator used by the CBR 
to measure inflation is the headline 
consumer price index (CPI), which is 
calculated using the prices of a wide 
range of goods and services. This 
index was chosen as a target indicator 
because the core consumer price index 
is considered as less volatile and can be 
influenced by monetary policy measures 
to a greater extent. The headline CPI 
better characterizes changes in the cost 
of living and its dynamics have an impact 
on economic agents.

The CBR’s objective is to gradually reduce 
consumer price growth to 4.0% in 2017.

The inflation target has been set taking 
into account the CBR’s medium-

term macroeconomic forecast and is 
considered as achievable under the 
CBR’s baseline scenario (which is in line 
with the first scenario of the Russian 
Government) without posing significant 
risks to sustainable economic growth.

b. Volatility of inflation in Russia

Russian inflation is highly variable due to 
a large share of volatile and administered 
components in the CPI, including 
foodstuffs, excisable goods, and goods 
and services subject to administered 
prices. These components account 
for about 50% of the consumer goods 
basket. The prices of these categories of 
goods and services are subject to shocks 
more often than other categories. 
Seeking to achieve the inflation target, 
the CBR will not change its monetary 
policy stance in response to short-
term deviations from the inflation target 
within the established range unless they 
jeopardize the medium-term target (such 
policy would result in higher volatility in 
interest rates, aggregate output and 
other indicators). However, the CBR will 
change its monetary policy stance in 
response to factors of any nature that 
in the CBR’s judgment may potentially 
cause medium-term deviations from the 
inflation target. The speed of bringing 
inflation back to the target will be 
decided in a way that is consistent with 
the absence of significant downside risks 
to the economy.

c. Key rates

In September 2013, the CBR unveiled a 
set of new measures aimed at simplifying 
its monetary policy toolkit, making it 
more transparent and easy for market 
participants to understand.

Under that regime, the existing interest 
rate on one-week open market operations 

became the ‘key rate’, used as the main 
indicator of the CBR’s monetary policy 
stance. The CBR uses these operations 
to provide or absorb liquidity in order to 
manage banking sector liquidity and steer 
money market interest rates. The interest 
rates on overnight standing facilities, as 
well as floating rates on longer-term Bank 
of Russia refinancing operations, are 
linked to the key rate.

CBR Key rate Ruonia, USD/RUB NDF premium  
and CBR stand-by facilities

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015

Russian inflation and CBR inflation targets

Bloomberg, September 30th, 2015
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3. CBR intervention during the Q4 
14-Q1 15 RUB crisis 

Oil accounts for over 50% of Russia’s  
fiscal revenues as a consequence the 
sharp decrease in oil prices combined 
to international sanctions and political  
tensions considerably weakened the 
Russian economy and triggered the 
RUB depreciation trend since Q4 2014. 
This led the CBR to raise the key rate to 
9.50% on 31 October 2014 with the aim 
of reinforcing financial stability so as to  
forestall the final transition to a conven-
tional inflation-targeting framework with a 
free-floating currency. Shortly after, on 10 
November 2014, the CBR announced 
that it was to abolish the exchange rate 
policy mechanism by cancelling the  
permissible range of the dual-currency ope-
rational band and through regular interven-
tions on and outside the borders of this band. 
The CBR move was designed to spur 
market forces in setting locally fair rouble 
values and curbing speculative moves 
against the CBR. However, the new 
approach of the CBR does not provide 
for the complete abandonment of FX 

interventions, which can be implemented 
in the event of financial stability threats.
On 12 December 2014, in response to 
growing inflationary pressures, the CBR 
raised its key rate by 100bp. However, the 
CBR abstained from announcing bolder 
measures to support the rouble and the 
FX liquidity markets, making pass-through 
from the drastic rouble depreciation on 
inflation almost inevitable. This led to a 
plunge in the value of the rouble, which 
in turn led the CBR to put the brakes 
on the extensive deterioration in market 
sentiment, by raising the key rate 650bp to 
17.0% on 16 December 2014. Later, when 
pressure on banking capital increased, a 
strategic move to impose a moratorium on 
asset revaluations was made in order to 
buy some time to recapitalise banks. 
On 30/01/2015, the CBR made a surprise 
interest rate cut by 200bps to 15%, which 
highlighted its contradictory goals of 
stabilizing the medium-term outlook of the 
rouble and inflation while improving overall 
economic sentiment to fight recession 
and stimulate growth. After a series of 
consecutive cuts the CBR brought the 
key rate to 11% as of September 2015.

The RUB is both a convertible and 
deliverable currency. The presence of 
participants able to access both “offshore 
markets” (quotations quoted by banks 
located outside Russia) and “onshore 
markets” (quotations quoted by banks 
based in Russia) implies that there is a 
common pool of liquidity ending up in 
a unique mid-market quotation. This 
unicity of the RUB market applies to 
both spot, but also to foreign exchange 
and interest rate derivatives. The unicity 
of the RUB market does not prevent the 
occurrence of market discrepancies, for 
example between the deliverable and 
non-deliverable market in times of crisis.
RUB derivatives markets bring companies 
the possibility to hedge both foreign 
exchange and interest rate exposures. In 
terms of foreign exchange, there is (along 

with a liquid spot market) a market for 
deliverable and non-deliverable forwards 
as well as a market for foreign exchange 
options. There is also an interest rate 
swaps market for companies willing to 
hedge their interest rate exposure. And 
last but not least, there is a market for the 
basis so that companies can cross their 
debt in another currency to or from RUB 
interest rates.
As far as the EUR/RUB currency pair 
is concerned, liquidity is much more 
reduced, whatever the underlying market 
(spot, forwards, basis, cross currencies); 
but the market can definitively absorb 
size equivalent to USD/RUB transactions 
as both underlying EUR/USD and USD/
RUB markets are liquid and large enough.
The following section provides indicative 
levels of liquidity per underlying market. 

RUB DERIVATIVES MARKET: 
MARKET CONDITIONS

AND LIQUIDITY

USD/RUB spot and WTI index Correlation 3 months USD/RUB spot and WTI index
Monthly correlations based on weekly returns

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015
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A. FOREIGN EXCHANGE 

1. RUB spot market

The most commonly traded crosses are vs. USD and EUR, but it is interesting to note 
that RUB/CNY is, as an emerging currency, a cross traded as well. Companies can 
trade RUB crosses on an OTC basis, through electronic platforms or MOEX. The 
liquidity is very high as shown in the Table below. 

On the OTC market, trading hours are between 10 am and 7.30 pm; on the 
MOEX, trading hours have been extended to 11.45 pm (from 7.30 pm previously).

The tradable tenor settlement by default for a spot transaction is D+1.

On the onshore market, market participants are the top 50 local banks, including 
state and private Russian banks and subsidiaries of foreign banks, while those on the 
offshore market are all the big international banks. Both onshore and offshore banks 
can have equal impact on the RUB FX market.

2. Forwards and Non Deliverable Forwards

As we can observe, there is a positive 
forward premium refl ecting higher interest 
rates in the RUB leg versus the USD leg 
or an anticipation, to some extent, by 
the market of the depreciation of the 
RUB. On average, the 1-year, 3-year 
and 5-year forward period premium are 

respectively at 7.2%, 6.9% and 6.5% 
since august 2010.
The liquidity of both deliverable and 
non-deliverable USD/RUB forwards 
is good, as shown in the table below. 
Liquidity decreases after two years but 
still exists. 

Source: Societe Generale Trading

Source: Societe Generale Trading

A Foreign exchange spot transaction is agreement
between 2 parties to buy one currency against selling
another currency at an agreed price for settlement
on the spot date. 

Description
of the USD RUB

Underlying

USD RUB SPOT

USD RUB SPOT

Market

USD 7 bn - USD 9 bn
USD 13 bn - USD 16 bn
USD 2 bn - USD 3 bn
USD 22 bn - USD 28 bn

MOEX
OTC
Electronic Platform
TOTAL

Total Daily market volume - Range 
(normal, non volatile market conditions)

Indicative forward and non-deliverable forward market liquidity considerations 
in normal market conditions

A forward contract is a non-standardized contract between 2 
parties to buy or to sell a currency against another currency at a 
specifi ed future time at a price agreed upon today ; at maturity both 
nominals can be exchanged or netted in one of the 2 currencies.

Description
of deliverable
and non
deliverable forward

Underlying

6 months
1 year
2 years
3 years
5 years

NON DELIVERABLE and DELIVERABLE USDRUB FORWARD

USD 400m - USD 2 bn
USD 400m - USD 2 bn
USD 200m - USD 1 bn
USD 70m - USD 0,5 bn
USD 50m - USD 0,5 bn

Total Daily market volume -
Range (normal, non volatile market conditions)

Forward premium on USD/RUB since 2010... ... and over the last year

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015

Indicative Spot market liquidity considerations in normal market conditions
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It should be noted that in times of crisis we 
can observe divergent changes (though 
there is no offi cial and public series) 
between the deliverable market and the 
non-deliverable market, both in terms of 
pricing and liquidity. 

During crisis, economic agents are 
willing to employ more non-deliverable 
hedging strategies as there are still 
fears, however remote, that the currency 
might not be fully convertible. In short, a 
crisis in confi dence can lead to drastic 

changes in supply and demand in the 
non-deliverable versus the deliverable 
market, leading to pricing and liquidity 
distortions.

3. Foreign exchange options

The liquidity of the USD/RUB option 
market is good up to 2 years in normal 
market conditions. Both for deliverable 
and non-deliverable options. The 
standard size is generally around USD 
25m – USD 50m. 

In addition to vanilla calls and puts on USD/RUB, there is also a market for non-vanilla 
options.

1-year implied volatility 1-year risk reversal

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015

Indicative ForEx USDRUB Options market liquidity in normal market conditions

B. INTEREST RATE MARKET

1. RUONIA

RUONIA since 2010... ... and RUONIA over the last year

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015

Source: Societe Generale Trading

An option is a contract which gives the buyer the right, but not the 
obligation, to buy or sell an underlying (in this case, a currency
against another currency), at a specifi ed strike price on or before a 
specifi ed date ; the seller has the obligation to fulfi ll the transaction.

Description
of a Foreign 
Exchange
Option

6 months
1 year
2 years
3 years and above

USD RUB Options

USD 20m - 100m
USD 20m - 100m
USD 10m - 20m
Scarce liquidity

Total Daily market volume -
Range (normal, non volatile market conditions)

Underlying
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SOURCE RUONIA WEB SITE (for more details go directly to the web site)

The reference weighted rate of overnight rouble loans (deposits) RUONIA 
(Rouble OverNight Index Average) is an estimate of unsecured overnight rouble 
borrowing by a standard borrower, which is defined as a Russian bank with a 
minimum credit risk. 
RUONIA shall be calculated by the Bank of Russia according to a methodology 
developed by the National Foreign Exchange Association (NFEA) together with 
the Bank of Russia, on the basis of the overnight deposit transactions of the 
leading Russian banks (members of the RUONIA list) among themselves during 
a given business day. 
The list of banks participating in RUONIA shall be formed by the NFEA Expert 
Council and agreed with the Bank of Russia. The RUONIA member banks list 
includes at least 25 and no more than 35 banks.

2. MOSPRIME

MosPrime since 2010... ... and MosPrime over the last year

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015

SOURCE MOSPRIME WEB SITE (for more details go directly to the web site)

The National Foreign Exchange Association fixes the MosPrime reference rate on 
the basis of offer rates of rouble loans (deposits) quoted by the leading participants 
in the Russian money market to first class financial institutions. The MosPrime 
rate is an independent reference rate. The list of banks to contribute reference 
rates (hereinafter “contributing banks”) shall be determined by the Board of the 
National Foreign Exchange Association (the “NFEA Board”). 

The rates provided by the banks are regarded as reference information. Publication of 
such rates does not impose any obligations on the banks to enter into transactions, 
apart from control transactions to be concluded by the contributing banks between 
each other. The rules for concluding control transactions shall be developed and 
approved by the NFEA Expert Council for Market Indices. At the same time, the 
offered rates shall reflect the level of interest rates at which the contributing banks 
are ready, when quoting the rates, to extend loans in accordance with Russian 
legislation to first-class financial institutions operating on the Moscow money 
market.

The MosPrime rate shall be calculated on the basis of deposit rates quoted by 
the banks for the tenors of overnight, 1 and 2  weeks, 1, 2, 3 and 6 months. The 
starting day of the contract period is “tomorrow” (TOM), except for overnight 
rates. At least eight banks shall participate in fixing the MosPrime rate.

The MosPrime rate shall be calculated every business day at 12.30 pm, Moscow 
time. If no less than nine rates  have been provided, the MosPrime rate  shall 
be calculated as the arithmetic average of the rates provided by the banks after 
disregarding the two highest and the two lowest rates.

The National Foreign Exchange Association shall provide the information on the 
MosPrime rate to the general public on a daily basis.
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3. RUB Interest Rate Swap

The RUB IRS curve represents Russian rouble-denominated swaps. The short-end of 
the curve are cash rates with count of Actual/Actual. Conventions on the long end of 
the curve are based on a fi xed rate versus a fl oating rate with the fi xed-rate portion on 
an annual Actual/Actual day-count basis and the fl oating-rate on a quarterly, Actual/
Actual day-count basis from the NFEA MOSPRIME three month offered rate.

There is a liquid market for IRS up to 10 years, but not to the extent of the EUR or 
USD IRS markets. Local corporate entities have not been very active on the RUB IRS 
market which explains why the liquidity on this market has never really picked up and 
remains fairly poor.

 

4. RUB Interest Rate Options

There is not a large and liquid market per se, but options can nevertheless be quoted 
on a specifi c request.

C. BASIS AND CROSS CURRENCY USD/RUB

Source: Societe Generale Trading

Bloomberg, September 30th, 2015

Over the last fi ve years, the average of 
the 5-year IRS and 10-year IRS have 
been respectively 8.5% and 8.8%, with 
a minimum of 6.35% and 7.1% and a 
maximum of 15.6% and 15.2%.
It can also be observed that the RUB yield 
curve has experienced different types of 
curves over the last fi ve years.  As with 
any yield curve, the RUB curve yield 
mainly refl ects anticipations concerning 
CBR’s monetary policy, infl ation and 
future growth and is subject to quick 
movements in times of crisis (either 
economical or geopolitical). From the 
beginning of January, we can observe a 
positive steep yield curve on the fi rst end 

of the curve with an inverted yield curve 
after 6 months. 

Current and previous term structure
of the RUB yield curve

RUB basis since March 2010... ...and RUB basis over the last year

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015

Indicative IRS market liquidity  considerations in normal market conditions

A vanilla interest rate swap is an agreement between 2
counterparties to exchange fi xed cash fl ows vs.
Floating or vice-versa in the same currency.

Description
of the
RUB IRS

1 year IRS
3 year IRS
5 year IRS
7 year IRS
10 year IRS

RUB IRS

RUB 2 - 10 bn
RUB 2 - 7 bn
RUB 2 - 7 bn
RUB 1 - 5 bn
RUB 1 - 4 bn

Total Daily market volume -
Range (normal, non volatile market conditions)

Underlying

RUB IRS since 2010... ... and RUB IRS over the last year

Bloomberg, September 30th, 2015 Bloomberg, September 30th, 2015

1y Swap    3y Swap         5y Swap        10y Swap 1y Swap    3y Swap         5y Swap        10y Swap
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Before the Lehman crisis, the basis was almost inexistent. Following the Lehman crisis, 
the basis, which represents the spread on the MospPime leg versus the USD Libor 
leg, increased signifi cantly. Since the end of 2009, the basis has evolved in negative 
territory, regardless of the maturity. The basis refl ects liquidity issues.

The liquidity of the basis market is somewhat limited compared with the liquidity of the 
cross-currency market.

Liquidity on the cross-currency market is satisfactory, especially up to 5 years. 
In standard mode, cross currencies are quoted versus a fi xed rate on the RUB leg.

Indicative Basis market liquidity considerations in normal market conditions

Indicative Cross-currency market liquidity considerations in normal market conditions

Source: Societe Generale Trading

Source: Societe Generale Trading

LIST OF BBG TICKERS

RUB Spot: Liquid market
USD/RUB Currency: USDRUB Spot
EUR/RUB Currency: EURRUB Spot
RUBBASK CMPN Currency: RUB Dual Currency Basket

Forwards and NDF
RUB swaps points BBG: RUB1W BGN Currency…..RUB12M BGN Currency
RUB Outrights: BBG: RUB+1W BGN Currency…….RUB+12M BGN Currency

FX Options
BBG: USDRUBV1Y CMPN Currency 
BBG: USDRUBV25B1Y CMPN Currency (RR25D)

Interest rates
BBG: RUONIA Index

MosPrime Curve
BBG: MOSKON Index, MOSK1w Index...MOSKP6

IRS
BBG: YCSW0179 Index

BASIS USD/RUB
BBG: RRBS1 ICPL Currency……RRBS10 ICPL Currency….

Cross Currency
BBG: RRUSSW1 CMPL …RRUSSW10 CMPL…

DERIVATIVES: USEFUL BBG PAGES

OTC RUB: Russia Markets Monitor
OTC RUB CBR: Russia Markets Monitor
BTMM RU: Russia Treasury and Money Markets
FIXI RU: Russia Bloomberg Fixing Portal

Cross Currency Floating 3 months USD LIBOR versus
Floating 3 Months Mosprime

Description
of the product

1 year
3 years
5 years
10 years

USD RUB BASIS

USD 50m  - USD 150m 
USD 30m  - USD 120m 
USD 30m  - USD 120m 
USD 10m  - USD 150m 

Total Daily market volume -
Range (normal, non volatile market conditions)

Underlying

Fixed RUB rate versus fl oating 3 Months USD LIBOR
with initial and fi nal exchange of nominals

Description
of the product

1 year
3 years
5 years
10 years

USD RUB Cross Currency

USD 400m  - USD 2.1 bn 
USD 200m  - USD 700m 
USD 50m  - USD 300m 
USD 20m  - USD 50m 

Total Daily market volume -
Range (normal, non volatile market conditions)

Underlying
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The following chapter reflects Societe 
Generale’s interpretations of Russian 
taxation principles based on market 
practice and information available as 
of March 2015. As such, it is subject to 
change and future evolution.

Definitions:

Onshore company/ Russian resident 
company:  a legal entity established in 
a corporate form having its corporate 
registration in Russia or otherwise 
recognized as tax resident in Russia. 
Offshore company/ non-resident 
company: a legal entity established in 
a corporate form having its corporate 
registration outside of Russia and not 
recognized as tax resident in Russia.

A. CORPORATE TAXATION 
PRINCIPLES

1. General considerations

The Russian tax system is based on 
worldwide taxation. Payers of corporate 
income tax are Russian legal entities 
and foreign legal entities carrying out 
business activities through a permanent 
establishment in Russia or receiving 
income from sources in Russia.

The corporate tax rate is comprised of 
a federal charge of 2% and a regional 
charge of 18%. Some regional authorities 
may reduce their component tax rate to 
13.5% so the total minimum corporate 
tax rate may be as low as 15.5%.

TAX, DERIVATIVES
AND CURRENCY CONTROL

REGULATIONS 

The principle in Russia is that each 
company within a group is a separate 
tax payer. However, there is the 
possibility to create a consolidated 
tax payer group subject to several 
conditions established by the 
Russian tax legislation. The following 
requirements must be met in order to 
set up a CTG2 :
1/ One entity holds (directly and/or 
indirectly) no less than 90% of shares in 
each of the entities of the proposed CTG 
(this requirement needs to be met at each 
point in time of the CTG’s existence);

2/ The total amount of income tax, 
VAT, MET, and excises paid by CTG 
participants is no less than RUB 10bn 
(customs duties are not included in the 
amount);

3/ The total amount of assets of all CTG 
participants as of 31 December is no less 
than RUB 300 bn; 

4/ The total amount of revenue (as per 
financial accounting under Russian 
financial accounting standards)  of all 
CTG participants for the calendar year 
preceding the year of registration of 
agreement of creation of CTG is no less 
than RUB 100m;

5/ The total amount of net assets of each 
CTG participant as of 31/12 exceeds the 
total amount of itsequity ;

6/ Participants are not in the process 
of reorganization of liquidation and 
insolvency proceedings are not initiated 
in respect of the participants (this 
requirement needs to be met at each 
point in time of the CTG’s existence).
Please note that a CTG is formed for at 
least two tax periods and that certain 
taxpayers are prohibited from forming a 
CTG3.
Tax losses may be carried forward for up 
to ten years. The tax base is determined 
as gross income less tax deductible 
expenses.

2. Withholding tax (WHT) on 
dividends

Russian tax on dividends is withheld and 
remitted to the Russian tax authorities by 
a Russian company that, in accordance 
with the provisions of the Tax Code, is 
regarded as a tax agent (unless dividends 
are received by a Russian legal entity 
from a foreign legal entity, in which case 
the tax is paid by the Russian legal entity 
receiving dividends income on a self-
assessment basis).

0% rate applies to dividends received 
by Russian entities from entities in which 
they have owned more than 50% of the 
capital for over 365 consecutive days;

2 Thresholds are determined based on the data for the year preceding the year of registration of the agreement 
of the creation of the CTG.

3 The following taxpayers are prohibited from forming a CTG: residents of special economic zones; entities 
applying special tax regimes; banks/insurance companies/private pension funds/professional securities market 
participants, except for cases where the other entities forming the CTG perform the same activities; entities 
that are a part of other CTGs; entities not considered as  payers of corporate income tax and entities exempt 
from corporate income tax in accordance with Chapter 25 of the Russian Tax Code; entities engaged in 
educational and(or) medical activities and applying a 0% corporate income tax rate; payers of gambling tax; 
clearing organizations; consumer credit cooperatives; microfinance institutions.



42 43

> > RUSSIAN MARKETS
TAX, DERIVATIVES AND CURRENCY CONTROL REGULATIONS 

RUSSIAN MARKETS
TAX, DERIVATIVES AND CURRENCY CONTROL REGULATIONS 

Dividends from companies residing in 
‘offshore’ zones with preferential tax 
regimes are not eligible for the above 
tax exemption. The list of offshore 
zones is established by the Ministry 
of Finance of the Russian Federation 
(MinFin) - see appendix. 

13% - on income received as dividends 
from Russian and foreign organizations 
by Russian organizations, not referred to 
in the above paragraph;
15% - on income received as dividends 
from Russian entities by foreign 
companies.

3. Tax exemptions and tax incentives

MAIN TAX EXEMPTIONS:

a. Exemption from income tax on assets/
property received free of charge:

(i) from a parent owning more than 50% 
of shares in the receiving party; or
(ii) from an individual owning more than 
50% of shares in the receiving party; or
(iii) from a subsidiary in which the 
recipient owns more than 50% of 
shares.

The above exemption applies if assets/
property so received from the above 
parties (except for monetary funds) are 
not passed on to third parties within 
one year from the date they have been 
received.

b. Exemption from tax on capital gains 
derived from the sale or disposal of 
interests in Russian entities’ capital, non-
quoted shares in Russian companies  
and quoted shares in Russian companies 

(except for shares in Russian real-estate 
companies which are simultaneously not 
high-tech companies) acquired since  
1 January 2011 and owned for more than 
five years.

c. Exemption from income tax for property, 
proprietary and  other rights received free 
of charge with the objective of increasing 
the net assets of the recipient company.

TAX INCENTIVES:

a. Regional incentives granted by regional 
or local authorities: reduced tax rates for 
taxes payable to regional budgets are 
granted to certain classes of taxpayers 
(typically large investors or entities 
operating in specific industries)

b. Special tax regimes in special economic 
zones, for instance in technical research 
and implementation zones for scientific 
projects; industrial production zones; 
tourism-recreation zones; port zones

c. Incentives related to certain activities 
(i.e. activities related to R&D, information 
technology)

d. Incentives related to particular projects 
(i.e. Skolkovo, Olympic Winter Games in 
Sochi)

4. Foreign tax relief

Russian tax payers are taxable on their 
worldwide income, including income from 
foreign sources. To avoid double taxation, 
tax paid abroad is creditable against 

Russian tax due by the taxpayer. The 
amount of tax credit may not exceed the 
amount of tax payable in Russia on the 
income taxed in the foreign jurisdiction.
For dividend income received by a 
Russian legal entity from abroad, credit 

relief for foreign tax is possible provided 
that such relief is envisaged by a relevant 
double tax treaty.
For other types of income, a tax credit is 
granted regardless of the existence of a 
double tax treaty.

WHT for off-shore entities depends on 
the particular jurisdiction of tax residence 
of the investing corporate and the double 
tax treaties in place (see Appendix 2 
for double tax treaties with European 
countries).

The concept of tax residency rules for 
foreign corporate entities has been 
introduced in Russia, effective from 
2015. The tax residency rules for foreign 
corporate entities are based on the place 
of the actual management of such foreign 
entities. A foreign company regarded as a 
Russian tax resident is subject to Russian 
corporate income taxation similar to a 
Russian company.

According to the Russian concept of tax 
residency for corporate entities a Russian 
tax resident is defined as:
• A Russian organization;
• A foreign organization if (i) such foreign 
company is regarded as a Russian tax 
resident based on a relevant double 
tax treaty, and/or (ii) the place of actual 
management of such foreign company is 
the Russian Federation (to the extent that 
this does not contradict the applicable 
double tax treaty).

The place of actual management 
is considered to be in the Russian 
Federation if at least one of the below 
conditions is met:

INVESTING IN RUSSIA: A FOCUS ON TAX IMPLICATIONS FOR NON-
RESIDENTS

CAPITAL GAINS
Capital gains realized by non-residents from investments in Russian companies 
are not taxed, irrespective of the location of the investor (whether located in a 
jurisdiction which has a double tax treaty with Russia or not). 
One exception subsists for investing in a Russian real estate company which is 
taxed with a 20% withholding tax (WHT).

DIVIDENDS
Tax on dividend distribution differs depending on the location of the shareholders: 
with 15% WHT for foreign investors subject to reduction under an applicable 
double tax treaty (see point 2 above).
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•  The majority of the meetings of the 
Board of Directors (or other similar 
management body)  are held in Russia;

•  The executive body of the company 
regularly performs its activities in respect 
of the foreign organization in Russia;

•  The top managers (i.e. people 
responsible for planning, control and 
management) of the company perform 
their duties in respect of such foreign 
company mainly in Russia.

If the first two of the above principal 
criteria are not met or only one of them 
is met, Russia still may be recognized 
as the  place of actual management if 
at least one of the following secondary 
criteria is met: 
•  Accounting and management 

reporting (other than preparation of the 
consolidated accounts) of the company 
are maintained in Russia; 

•  Orders and other guiding and 
administrative documents regulating 
the company’s activities are issued in 
Russia; 

•  Operational HR management is 
executed in Russia.

Recognition of a foreign company as a 
Russian tax resident implies that such 
foreign company is treated as a Russian 
organization for corporate income tax 
purposes. It is currently not clear how 
the concept will be enforced in practice 
because it has been effective only from 
January 2015.

B. DEBT FINANCING –  
TAX IMPLICATIONS

1. Deductibility of interest expenses

Any loans/bonds issued on-shore may be 
denominated in any currency, although 
actual payments within Russia, as a 
general rule, may only be made in RUB 
(see Currency Control chapter).  
From a tax perspective, there are no 
restrictions with respect to the split 
between intercompany loans, local 
bank/bond issue or foreign bank loans/
bond issue, or with respect to the debt-
financing currency. 

The Russian Tax Code currently contains 
two tests which could limit the amount 
of interest expenses deductible for 
corporate income tax purposes:
•  Thin capitalization test: applicable 

to controllable debt between related 
parties; 

•  Transfer pricing test: applicable to TP 
controllable transactions only.  

The above tests apply to any form of debt 
financing (including intercompany loans, 
bank finance and bonds) with the creditor 
located either onshore or offshore.  

a. Thin capitalization test

The Russian Tax Code defines thin 
capitalization rules applying to loans 
granted to a Russian borrower  by: 

•  a foreign company that directly or 
indirectly owns more than 20% of the 
share capital of the Russian borrower;

•  Russian entities affiliated4 with the 
abovementioned foreign company;

•  third parties, but secured/guaranteed by 
the abovementioned foreign companies 
or their Russian affiliates.

All these loans are called controllable 
debt for the purpose of Russian thin 
capitalization rules. 

According to thin cap rules, where the ratio 
between the amount of controllable debt 
and the Russian borrower’s own capital 
(calculated on the basis of own capital 
attributable to the respective foreign 
company) exceeds 3 at the last date of 
the reporting period (i.e. quarter), the 
relevant amount of interest corresponding 
to the portion of “controllable debt” 
exceeding this limit is considered as non-
deductible from profits and is reclassified 
into dividends and taxed accordingly. 

The Russian Tax Code does not 
explicitly stipulate that thin cap 
rules should apply to loans received 
from foreign “sister” companies” 
(i.e. companies sharing the same 
shareholder with a Russian company 

receiving loan financing but which 
do not indirectly own more than 20% 
of the Russian borrower). However, 
although such debt financing structures 
are often seen in practice, the Russian 
tax authorities tend to challenge such 
structures if they find that the only 
purpose of such financing is to receive 
tax benefit and that the foreign “sister” 
company lacks sufficient substance in 
the relevant jurisdiction.

As a result, potential Russian WHT 
consequences could arise with respect 
to the amount of interest reclassified into 
dividends (i.e. tax at 13% for Russian 
receivers and WHT of 15% for foreign 
receivers). The relevant WHT rate could 
potentially be reduced under applicable 
double tax treaties (please refer to 
Appendix 2 for details on double tax 
treaties).

b. Transfer pricing test

The Russian Tax Code sets out general 
transfer pricing rules for transactions 
regarded as controllable for TP purposes 
(hereinafter “controllable transactions”) 
for which prices should be adjusted for 
calculating taxes if such prices are not 
arm’s length. 

4 There is no clear definition for affiliated entities in the Russian Tax Code. In practice, the definition of related 
parties could be used to define the affiliated entities (see Related Parties), however it may be viewed as non-
exhaustive one by the tax authorities.
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RUSSIAN TRANSFER PRICING RULES

GENERAL PROVISIONS
Russian transfer pricing legislation provides the possibility for the tax 
authorities to control deal prices applied in controllable transactions entered 
into with related parties and certain transactions with unrelated parties. 
The rules require taxpayers to submit to the tax authorities notifications on 
controllable transactions and provide additional documentation on controllable 
transactions upon their request. Transfer pricing (TP) documentation should 
contain a description of the pricing mechanism applied in the respective 
transaction, including a substantiation of the applied TP method prescribed 
by the Russian Tax Code and the marketability of deal prices.
If the tax authorities esteem that the deal price is not arm’s length, they can 
make TP adjustments and impose additional tax liabilities.

CONTROLLABLE TRANSACTIONS
The Russian Tax Code establishes certain thresholds for transactions with 
Russian, foreign related parties  (see below for the definition of related 
party) and offshore counterparties to be qualified as controllable. Generally, 
thresholds apply to the entire income received in a particular year in all 
transactions between the parties of a tested transaction as follows:

•  For transactions between related parties which are both Russian residents, 
the threshold is RUB 1,000m;

•  All transactions with foreign related parties are subject to transfer pricing 
control irrespective of the volume of such transactions;

•  For transactions with counterparties (including those not considered related 
parties) located in low-tax jurisdictions (the list of which is defined by the 
Russian Ministry of Finance – see the list in Appendix 1) and for transactions 
regarded as international trade transactions in commodities (i.e. the export 
and import of the following commodities: oil and oil products; ferrous metals; 
non-ferrous metals; mineral fertilizers; precious metals and precious stones) 
the threshold is RUB 60m. There are plans to eliminate this threshold for 
counterparties from low-tax jurisdictions and treat all transactions with such 
counterparties as subject to Russian TP regulations.

In addition, the Russian Tax Code considers as controllable transactions 
between Russian related parties where at least one of the parties applies 
some beneficial corporate income tax regimes.

Interbank deposits with terms not exceeding 7 days are exempt from TP 
control. Transactions performed on official stock exchanges are not regarded 
as controllable transactions under general TP regulations.

As such, the interest rate on debt financing attracted by a Russian company, if regarded 
as controllable, may be adjusted under the above transfer pricing rules based on the 
TP methods established by the Tax Code.

Starting in 1 January 2015, another exemption from TP rules came into force for 
debt finance transactions where one of the counterparties is a bank5. 
Introduction of safe-harbor interest rate intervals for debt obligations where one of the 
parties of the transaction is a bank: if the actual interest rate on a debt obligation falls 
within the safe-harbor interval it is no longer subject to Russian TP rules. Safe-harbor 
rates are established for various currencies by using reference rates (i.e. LIBOR, 
EURIBOR) plus certain fixed margins depending on the currency.

RELATED PARTIES UNDER RUSSIAN TP RULES

Parties to a transaction may be considered as related if one party may influence terms or financial 
conditions of the transaction made with another party. Parties may also be considered related if they 
are able to influence each other by participating in the share capital, in accordance with an agreement 
entered into with each other or if one person can determine a decision made by another person by any 
other means. Parties to a transaction may also be recognized as related by the court.
In addition to the general provisions stated above, the Tax Code (Article 105.1) sets the following criteria 
for recognizing parties as related:
1.  related companies: if one company owns directly and (or) indirectly a share of more than 25% in the 

other company;
2.  related company and natural person: if such natural person, together with its related natural persons, 

referred to in criterion 11 below, (hereafter the “natural person group”) owns directly and (or) indirectly 
a share of more than 25% in such company;

3.  related companies: if the same natural person or natural person group  directly (or) indirectly owns a 
share of more than 25% in each  company;

4.  related company and a legal or natural person (including a natural person group ): which has the 
authority to appoint (elect):
a. the sole executive body of the company; or
b.  no less than 50% of the collegial executive body or board of directors (supervisory council) of 

the company  
5.  related companies: whose sole executive body or no less than 50% of the collegial executive body 

or board of directors (supervisory board) are appointed (elected) at the decision of the same person 
(natural person or natural person group);

6.  related companies: in which more than 50% of the collegial executive body or board of directors 
(supervisory board) are comprised of the same natural persons or natural person group 

7.  related company and the natural or legal person carrying out the duties of its sole executive body;
8.  related companies: in which the role of sole executive body is carried out by the same legal or natural person;
9.  related companies and (or) natural persons, if the share of direct involvement of each person in each 

subsequent company is more than 50% (the share of natural persons is defined as the share of the 
natural person group);

10.  related natural persons, if one individual subordinates to another individual in an official position;
11.  related natural person: spouse (the spouse), parents (including adoptive parents), children (including 

adopted children), full and half brothers and sisters, guardian (trustee) and ward.

5  According to a bill amending the Tax Code, currently under consideration by the State Duma, the «safe 
harbour» concept will apply not only for debt obligations, in which one party is a bank, but also to any debt 
obligations arising from controlled transactions. The safe harbor itself is expected to be expanded.
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     The above intervals are fixed in the Tax Code 
and could be revised by introducing relevant 
changes to the Tax Code. For Russian roubles the 
safe harbor interval goes from 75% to 180% of the 
CBR refinance rate (starting from January 2016 from 
75% to 125% CBR rate)6. For euros, the safe-harbor 
interval is set from EURIBOR +4% to EURIBOR 
+7%; for Swiss Francs, from LIBOR in Swiss Francs 
+2% to LIBOR in Swiss Francs +5%; for Japanese 
Yen, from LIBOR in Japanese Yen +2% to LIBOR in 
Japanese Yen +5%; for Chinese Yuan, from SHIBOR 
+4% to SHIBOR + 7%; and for GBP, LIBOR in GBP 
+4% to LIBOR in GBP +7%. For other currencies, 
the interval is set from LIBOR in USD +4% to LIBOR 
in USD +7%.

2. Taxation of cross-border 
financing

a. Withholding tax on debt 
provided by a foreign resident

Interest paid on debt by a Russian 
resident to a foreign resident is subject 
to Russian withholding tax at 20%. 
The WHT rate is subject to potential 
reduction under an applicable double 
tax treaty. Please refer to Appendix 2 of 
this document for the summary of the 
reduced Russian WHT rates envisaged 
by Russian double taxation treaties with 
EU countries and Switzerland.

Debt principal repayments to a foreign 
entity should not be subject to Russian 
WHT, irrespective of the type of debt 
(loan, bond (except for discount bonds), 
intercompany loan) or the type of 
borrower (corporate, SPV or bank).

b. Tax exemption for interest on 
inter-company loans connected with 
foreign tradable bonds7 issuance

There is an exemption providing for a 
release from the obligation to withhold 
Russian WHT from interest payments on 
loans issued by foreign legal entities to 
Russian legal entities provided that the 
following conditions are met:
1) The above loans arise in connection 
with the issuance of tradable bonds by 
such foreign legal entities, and
2) There is a double tax treaty between 
Russia and the jurisdiction of tax residency 
of the recipients of interest payments, and
3) The above recipients of interest 
payments provide the Russian payer of 
interest with tax residency certificates 
issued by a competent authority.

     The debt obligation is treated as connected 
with the issuance of tradable bonds by foreign 
organizations if it is explicitly stated in the agreement 
governing the relevant debt obligation, and (or) terms 
and conditions, and (or) prospectus of issuance of 
tradable bonds or if this fact is confirmed by the actual 
transfer of funds upon the issuance of tradable bonds. 
There is no direct requirement in the Tax Code that the 
intercompany loan and the bond should have exactly 
the same characteristics in terms of currency, maturity 
or interest rate. However, it cannot be excluded that the 
tax authorities would analyze to which extent both debt 
obligations match for the purposes of the application 
of the above exemption. In our view, certain arguments 
may substantiate deviations in the currency and/or 
interest rate. However, where the amount or maturity 
of the intercompany loan exceeds the amount or 
maturity of the bond, there is a significant risk that the 
tax authorities will challenge such loans and disallow 
exemption at least in its excessive part. 

Type of debt
Russian 
company
borrows from:

Thin capitalization test  Transfer pricing test

Intercompany 
loans 

(from related 
parties)

onshore
company

offshore
company

Yes,
if the onshore 
company is affiliated 
to a foreign company 
that directly or 
indirectly owns 
more than 20% of 
the shares of the 
Russian company, in 
which case, potential 
reclassification of 
interests to dividends, 
and non-deduction of 
the relevant portion of 
interest expense 

Yes,
if loan is qualified 
as controllable 
debt, in which case 
there is a potential 
reclassification of 
interests to dividends, 
and non-deduction of 
the relevant portion 
of interest expense, 
WHT: 15%

Yes, 
if the amount of 
income from all 
transactions with 
this company is 
above RUB 1bn. 
Exempted if one of 
the counterparties is a 
bank and the interest 
rate is within the safe-
harbor interval8

Yes,
Exempted if one of 
the counterparties is a 
bank and the interest 
rate is within the safe-
harbor interval9 

6  The CBR refinance rate is officially published on the CBR website – http://cbr.ru/eng/. Under a bill amending 
the Tax Code (currently under consideration by the State Duma), the CBR refinance rate is expected to be 
replaced by a CBR key rate (also published on the CBR website) which should effectively expand the safe 
harbor thresholds.

>
c. Intercompany loan from the Russian subsidiary to the off-shore parent 
company

Interest income receivable on intercompany loans granted by a Russian subsidiary to 
the offshore parent company is subject to Russian corporate income tax at 20% on an 
accrual basis. Taxation of the same interest income in the source country is subject to 
the tax rules of the respective country and may be subject to relief under an applicable 
double tax treaty between Russia and the respective country. 

Intercompany loan taxation rules for onshore and offshore companies

>
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C. TAX TREATMENT OF DERIVATIVES 

The Russian Tax Code sets out specific 
tax rules for derivative instruments. 
As a background rule, in most cases 
transactions in derivatives only impact 
the tax base when they mature or when 
they generate settlements.

Tax treatment depends on the qualification 
of a particular derivative instrument as 
deliverable/non-deliverable, quoted/non-
quoted, hedging/ non-hedging10. 
The tax treatment of derivatives depends 
on the following parameters:

I.  the classification of the derivatives
II.  transfer pricing rules (see general 

definition of Russian transfer pricing 
rules below).

III.  the tax basket to which the derivative 

will be attached, i.e. the extent to 
which losses may be deductible (see 
below for details on tax baskets).  

1. Classification of derivatives

The main criterion for classifying 
derivatives under the Russian Tax Code 
is the delivery of the underlying asset:

•  Deliverable derivatives may be 
classified by the tax payer either as term 
deal or deal with delay in execution 
except for deliverable derivatives with a 
maturity of less than 3 days, which can 
be qualified only as deals with delay in 
execution.

•  Non-deliverable derivatives can be 
qualified only as term deals. Please see 
chart below11.

The Russian Tax Code does not clearly 
define the concept of “delivery”. Treating 
a derivative as “deliverable” or “non-
deliverable” should be analysed on a 
case-by-case basis depending on the 
particular features of the instrument and 
the terms of its settlement. 

Acceptable market practice consists 
in considering deals where the 
counterparties agree to deliver the 
underlying asset in exchange for money 
as deliverable and considering deals 
where the counterparties agree to transfer 
the difference between the strike price 
and the market price as non-deliverable.
Some uncertainty persist in the treatment 

of interest rate derivatives (i.e. interest 
rate swaps) as it is arguable whether the 
transfer of an amount calculated based 
on interest rates can be regarded as a 
delivery. For interest rate swaps, it is likely 
that the tax authorities will qualify such 
deals as non-deliverable. 

No reclassification of a derivative 
instrument initially classified as 
deliverable is required in the event 
that the execution of such a derivative 
instrument is performed by netting the 
mutual claims in terms of currencies 
and (or) other underlying assets or in the 
event of the improper execution (with no 
delivery) of such a derivative instrument.

Deliverable ?

Quoted ?

Hedging ?

Non-deliverable ?

Speculative ?

Derivate 
transactions

Deal with delay
in execution

General tax 
basket

General
tax basket

General tax 
basket

Separate tax basket
for non-quoted derivates

Term deal

Non-quoted ?

7  In this particular case tradable bonds refers to bonds and other debt obligations which have 
passed the listing procedure and/or were admitted to circulation on one or several foreign stock 
exchanges and/or rights to which are recorded by recognized depository-clearing organizations, 
provided such foreign stock exchanges and depository clearing organizations are specified in a 
list approved by the Central Bank of Russia in consultation with the Ministry of Finance of Russia.  
The above should be confirmed by the Russian company paying interest based on information provided 
by the foreign stock exchanges, the depository clearing organizations, the offering memorandum or other 
documents relating to the issue of the bonds or on the basis of information from public sources. Please 
note that the above definition of the tradable bonds should be used solely for the purposes of the above 
exemption, as there is a different definition applicable to other purposes.

8  Certain changes to these rules are expected to be introduced. Please refer to footnote 5.

9 Certain changes to these rules are expected to be introduced. Please refer to footnote 5.

10  Tax treatment should be stipulated in the tax accounting policy of a taxpayer (a document required under 
the Russian tax code).

11  The chart applies to Russian companies which are not professional securities market participants.
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2. Transfer pricing (TP) rules for 
derivatives classified as non-quoted 
term deals

Under Russian transfer pricing rules, 
quoted term deals are not subject to 
transfer pricing rules, and derivatives 
classified as deliverable deals with a delay 
in execution are subject to the transfer 
pricing rules for the underlying asset. 
With respect to the prices of derivatives 
qualified as non-quoted term deals as 
discussed below, they should be at arm’s 
length, meaning that the price should 
not deviate by more than 20% from the 
“estimated market price”, otherwise the 
above “estimated market price” less 20% 
(plus 20%) should be applied in order to 
calculate the tax. 

The rules for calculating the “estimated 
market price” for non-quoted term deals 
are set by the Central Bank of Russia in 
coordination with the Russian Ministry of 
Finance and are predominantly based on 
financial formulae. 
The CBR has issued an instruction 
providing a list of financial formulae for the 
most common types of derivatives (i.e. 
forwards, options, swaps) to be used in 
order to determine the “estimated market 
price”. The instruction allows a Russian 
company trading in derivatives to apply 
its own valuation formulae or to use an 
independent professional appraiser if the 
formulae of the Central Bank cannot be 
applied for a well-founded reason. 
Starting on 1 January 2016, the specific 
TP rules established for transactions in 

securities and term deals will apply only 
to transactions regarded as controllable 
transactions for TP purposes.

Until 1 January 2016, all transactions 
in non-quoted term deals are subject 
to specifically established TP rules 
irrespective of whether the transactions 
are controllable (i.e. irrespective of 
whether they are performed with 
related parties, onshore or offshore, and 
irrespective of the amounts involved). 

Starting on 1 January 2016, trading 
derivatives with offshore related parties 
(i.e. offshore parent company) will be 
subject to the transfer pricing test, while 
trading with onshore related parties (i.e. 
onshore parent company) will be subject 
to the transfer pricing test only if certain 
financial thresholds are exceeded (i.e. 1 
billion roubles per year). 
Trading derivatives with Russian 
unrelated parties (i.e. Russian 
independent banks) will from 1 January 
2016 no longer be subject to transfer 
pricing test at all.

3. Tax baskets

The Russian Tax Code defines the 
concept of tax baskets, according to 
which income and expenses on certain 
types of transactions are accounted 
for tax purposes separately from other 
transactions. Net tax losses received from 
transactions accounted for in a separate 
tax basket cannot be deducted against 
net tax profits derived from the general 

tax basket and other separate tax baskets. 
Such losses could be carried forward for 
ten years and offset against profits in the 
same tax basket. 
Starting from 2015, only one special tax 
basket exists for non-quoted securities 
and non-quoted term deals for Russian 
companies which are not professional 
securities market participants taxed at the 
20% tax rate. 

The financial result from transactions 
qualified as hedging deals, even if 
performed by companies which are not 
professional securities market participants, 
may be included in the tax basket where 
the income and expenses of the hedged 
transaction are accounted for tax 
purposes.  

a. Deals with delay in execution 

The tax treatment of derivatives classified as 
deals with delivery of the underlying asset 
with delayed execution should be similar 
to the tax treatment of the transaction in 
the underlying asset; the corresponding 
tax basket is the same as the one for the 
transactions with the underlying asset.
Derivatives classified as deals with delivery 
of the underlying asset with delayed 
execution are not subject to transfer 
pricing rules for derivatives. The TP rules 
are applied only to the underlying asset 
(provided that the transaction is recognized 
as controllable under Russian transfer 
pricing rules).  

 

b. Term deals

The tax base for derivatives qualified as 
term deals is determined as the difference 
between the amount receivable from the 
counterparty and the amount payable 
to the counterparty under the derivative 
contract (subject to transfer pricing 
rules as discussed above). The financial 
result is recognized only upon execution 
of the derivative or at the moment of 
each intermediary settlement if such 
intermediary settlements are envisaged 
by the term deal (except for specific 
cases for which market revaluation is 
allowed, as discussed in the “Hedging 
Term Deals” section below). 
The Russian Tax Code defines specific 
tax treatment for derivatives classified 
as term deals depending on whether 
they are quoted on an authorized stock 
exchange and also depending on their 
hedging and/or speculative nature.

Classification of term deals
According to the Russian Tax 
Code, term deals can be classified 
as quoted or non-quoted. The tax 
treatment of these two categories of 
term deals is different. 
Treatment of term deals as quoted 
or non-quoted affects both the 
deductibility of losses on such deals 
(depending on the corresponding tax 
baskets) and the applicable transfer 
pricing rules. 
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i) Quoted term deals

A term deal is regarded as quoted where 
the following criteria are met: 
•  The order of conclusion, circulation and 

execution of a term deal is determined 
by an authorised stock exchange, and

•  The information about term deal prices 
is available in mass media or from the 
stock exchange or another authorized 
body within a three-year period from the 
date when such deal was executed.

The financial result on quoted term deals 
is included in the general tax basket.
Prices in derivative transactions qualified 
for tax purposes as quoted term deals 
are not subject to a transfer pricing test. 

ii) Non-quoted term deals

If at least one of the above criteria is not 
met, the term deal is considered as non-
quoted.

Transfer pricing rules apply to 
derivative transactions qualified as 
non-quoted term deals (be it hedging 
or speculative transactions – see 
“Transfer Pricing rules for Derivatives”). 

Starting on 1 January 2016, the 
transfer pricing test for non-quoted 
term deals (i.e. through determining 
the “estimated market price” +/- 20% 
deviation) is applied only if the non-

quoted term deal is recognized as 
controllable under general Russian 
transfer pricing rules (e.g. if it is 
performed with related parties - see 
Russian transfer pricing rules above). 

The financial result on non-quoted 
term deals traded by a Russian entity 
which is not a professional securities 
market participant should be included 
in a separate tax basket for non-
quoted securities and non-quoted 
term deals. Exemptions from the above 
treatment of non-quoted term deals 
include:

•  Non-quoted swap and option contracts 
where the counterparty12 is qualified 
as a “central counterparty”  acting in 
accordance with relevant legislation on 
clearing activities, 

•  Non-quoted term deals qualified as 
hedging deals (as per definition here 
below).

A Russian company which is a 
professional securities market participant 
is allowed to include the financial result 
on transactions in non-quoted term 
deals in the general tax basket.
Term deals may be divided into two 
categories:

•  Hedging term deals
•   Speculative term deals

In terms of tax baskets, the financial 
result from a non-quoted term deal 
classified as hedging transactions should 
be accounted for by a Russian company 
which is not a professional securities 
market participant in the same tax basket 
as the underlying asset for the purpose of 
taxation, while the financial result from a 
speculative non-quoted term deal should 
be accounted for by a Russian company 
which is not a professional securities 
market participant in a separate tax 
basket for non-quoted derivatives. 

Hedging term deal

The Russian Tax Code establishes 
specific requirements for qualifying a 
derivative instrument as a hedging term 
deal from a tax perspective:

(i)  the derivative instrument should 
have a hedging nature, i.e. it 
should be aimed at compensating 
unfavourable movements of 
observable market indicators (i.e. 
price, foreign exchange rate, interest 
rate, etc.); and 

(ii)  a special tax report supporting the 
hedging nature of the term deals 
should be prepared by the Russian 
company.

For example: FX derivatives hedging 
future flows generated by sales contracts 
or by capital expenditures in a foreign 
currency, instruments hedging interest 
rates (i.e. fixed to floating or floating to 
fixed), hedging of debt obligations in order 
to match assets and/or liabilities could be 
qualified as hedging deals. 

In practice, the Russian tax authorities 
may challenge the qualification of a 
hedging derivative for tax purposes 
when under IFRS such derivative does 
not qualify for hedge accounting. 

The tax payer may opt for a mark- 
to-market re-evaluation of a derivative 
transaction qualified as a hedging 
term deal provided that the hedged 
asset is also subject to a mark-to-market  
re-evaluation for tax accounting purposes.

SPECIFIC RULES FOR CROSS-

12  The only “central counterparty” in Russia today is a subdivision of the Moscow Stock Exchange. 
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BORDER DERIVATIVES

Deduction of losses on derivatives
The Russian Tax Code does not allow the deduction of losses incurred on 
derivatives that have no court protection under Russian civil law or applicable 
foreign law.
The Russian Civil Code limits court protection on non-deliverable derivatives to 
those where at least one of the parties to the contract is a legal entity that has 
received a banking license or a dealer’s license in Russia. Therefore, if a non-
deliverable derivative is traded between a Russian non-licensed company and 
an offshore company, it should be confirmed whether such transaction is subject 
to court protection in accordance with the applicable foreign law.  

Withholding tax on derivatives
Payments on derivatives made by Russian entities to non-residents are not 
explicitly regarded by the Tax Code as subject to Russian withholding tax.

However, the Tax Code provides an open list of the types of Russian source 
income of foreign organizations subject to Russian WHT. This list includes, in 
particular, (i) interest income on debt liability of any kind arising in Russia, (ii) 
dividends distributed by Russian legal entities as well as (iii) other similar income. 

The Tax Code does not clarify what should be understood under “other similar 
income”. However, the tax authorities have on several occasions used a broad 
interpretation of this term, stating that all other types of passive income should 
be considered as “other similar income”. 

Following such interpretation there is a risk of flows related to derivatives paid out 
by a Russian entity to a foreign entity being qualified as “other similar income” 
and thus subject to Russian WHT at 20% (subject to reduction or elimination 
under an applicable double tax treaty).   
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D. LEGAL ENVIRONMENT  
FOR DERIVATIVES 

1. Legally recognised types of 
derivatives

Derivative financial instruments are legally 
defined by the Securities Market Law 
dated 22 April 1996, as amended and 
their categories defined by the FSFM 
Order N° 10-13/pz-n dated 4 March 
2010. 

The recognized types of derivatives 
mainly include options, futures, exchange 
traded forwards, over-the-counter traded 
forwards and swaps, and any combination 
of the above. The underlyings include 
commodities, securities, currency and 
interest rates, rates of inflation and credit 
risk. 

According to Article 2 of the Securities 
Market Law, a derivative financial 
instrument is an agreement, except for 
a repo agreement, that provides for one 
or several of the following obligations:

(1) obligation of a party or parties to 
the contract to effect either periodic 
or lump-sum payments, inter alia, 
upon a request of the other party to 
the contract, depending on changes 
in commodities or securities prices or 
any other event envisaged by federal 
laws or rulings of the Central Bank of 
the Russian Federation, and in respect 
of which it is unknown whether such 

event will take place or not. Such 
obligation may also arise from changes 
in values based on one or a number of 
the indicators specified herein. Such 
contract may also oblige a party or 
parties to transfer to the other party 
securities or commodities or to enter 
into a contract that is a derivative 
financial instrument;

(2) obligation of a party or parties to 
the contract on the terms defined in 
the contract and upon a request of the 
other party to the contract to purchase 
or sell securities, foreign currency or 
commodities or to enter into a contract 
that is a derivative financial instrument;

(3) obligation of a party to the contract 
to transfer the ownership of securities, 
foreign currency or commodities to 
the other party no earlier than the 
third day  from the date of entering 
into the contract and obligation of the 
other party to accept the assets and 
pay for them. Such contract shall inter 
alia contain an indication that it is a 
derivative financial instrument.

2. Russian Master Agreement

Derivatives governed by Russian law 
are typically documented under a 
local master agreement for derivative 
transactions, commonly called “RISDA” 
(standing for Russian ISDA). The current 
officially validated version of RISDA is 
dated 2011.
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The RISDA master agreement contains 
clauses which are quite similar to those 
of the ISDA standard, although there are 
fewer tax provisions, since it is a document 
designed for domestic transactions. 

Although Russian law does not prohibit 
securing obligations that arise out of 
derivative transactions, as of today there 
is no standard collateral appendix to 
the RISDA since financial security on 
derivatives in the form of money and/or 
securities transfer (margin payments) is 
not directly envisaged under Russian law. 
This leads to the risk that either the margin 
payment is considered unenforceable or 
that it is re-qualified into another type of 
instrument. However, as an alternative 
to collateral transfer, a certain number of 
security instruments are available under 
Russian law, such as the pledge of 
securities and, from 1 July 2014 (through 
recent amendments to the Civil Code), the 
pledge of cash on a bank account as well. 

The RISDA is drafted in Russian but 
bilingual versions (Russian and English) 
also exist.

Should a Russian entity wish to enter 
into a derivative with a foreign bank, 
it can document it with the ISDA 
Master Agreement and/or other master 
agreements provided that they qualify as 
eligible. However, said entity is obliged 
to make certain fiscal and regulatory 
determinations prior to entering into 
cross-border transactions, which are 
detailed below.

3. Enforceability and close-out 
netting of derivative transactions in 
Russia

The enforceability of deliverable derivatives 
is not a problem in Russia, whereas 
the enforceability of claims referring to 
non-deliverable derivatives has been 
subject to a degree of uncertainty for a 
long time, as it was unclear whether the 
Russian courts would enforce the terms 
of a non-deliverable derivative contract 
according to its terms. (For a definition 
of deliverable/non-deliverable derivatives, 
please see page 48).

In addition, close-out netting (the 
possibility for a non-defaulting party 
to early-terminate and to compensate 
the amounts due under one or several 
derivatives) has also been a matter of 
concern since there has been a high risk 
of qualifying the close-out netting as an 
offsetting of claims. Offsetting claims is 
generally prohibited in bankruptcy and is 
very likely to be challenged if it is performed 
within six months prior to bankruptcy.

The above questions have now practically 
all been solved and a non-deliverable 
derivative may be concluded in Russia 
without any legal concern as long as it 
meets the following requirements:

a. The non-deliverable derivative 
conforms to one of the types of 
derivative transactions enumerated in 
the Securities Market Law (see point 1 
above)

b. The non-deliverable derivative is 
entered into with a Russian-licensed 
bank or a professional participant for 
the securities market. In this case, there 
is no risk that such non-deliverable 
instrument is unenforceable in Russia. 
However, the list of professional market 
participants still needs to be extended to 
include foreign professional participants 
for the purposes of granting such non-
deliverable derivatives court defense.

c. The non-deliverable derivative is 
documented under eligible master 
agreements. Currently master 
agreements that are treated as eligible 
include RISDA in the version of 2011 
and cross-border master agreements 
developed by ISDA and ISMA and 
other master agreements, provided 
they contain certain provisions relating 
among others to (i) the calculation 
of the close-out amount which must 
not include penalties, (ii) the early 
termination date in case of default, 
which must be prior to the declaration 
of insolvency (or to the loss of the 
banking license as applicable) and 
(iii) the fact that the transactions 
concluded thereunder contain a single 
agreement provision and that a default 
under one of the transactions will 
constitute default under all the other 
transactions concluded under the 
master agreement.

d. The master agreement and the 
individual transactions executed on its 
basis are reported to a Russian trade 
repository.

4. Reporting derivative transactions 
to a Russian trade repository

The abovementioned reporting may 
be performed through two main trade 
repositories in Russia, the “National 
Settlement Depository” (or NSD) and the 
Saint Petersburg Exchange Repository.
According to the Securities Market Law 
and secondary legislation related to it, 
Russian credit institutions, professional 
market participants, non-state pension 
funds, clearing organizations, securities 
market operators, joint-stock investment 
funds and insurance companies being 
a party to repurchase agreements or to 
OTC derivative contracts must report their 
transactions to one of these repositories. 
As for the other counterparties, reporting 
is not an obligation but rather a right. 
The reporting requirement applies to the 
eligible master agreement (as indicated in 
Section 3c above) and to the transactions 
entered into thereunder. 

As of today, the list of reportable 
transactions includes FX swaps and 
repurchase agreements. All other 
transactions not mentioned here but 
reportable pursuant to Article 51.5 of 
the Law on Securities Market shall be 
reportable starting from 1 October 2015.
However, the entire stock of transactions 
concluded after 11 August 2011 and 
before the conclusion of the agreement 
with the relevant repository must be 
reported no later than 1 October 2015, 
if the obligations under such transactions 
are not discharged on the date of their 
reporting.
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Additionally, information in respect of 
collateral arrangements shall also be 
reported to the trade repository.

The reporting requirement rests on the 
party to the reportable transaction that 
is a Russian-licensed credit institution, 
a professional market participant or an 
insurance company. All other entities do 
not have such an obligation, however 
they still can report the derivative 
transactions. Although they are not 
subject to the reporting obligation, it is 
still in their interest to report transactions 
to make sure that the transaction is duly 
registered and can be included in the 
close-out amount. 

Under Russian law, a stock exchange, 
a self-regulated organization of the 
professional securities market participants 
and a clearing organization may gain the 
status of a trade repository. There are 
currently only two repositories registered in 
Russia, the NSD and the Saint Petersburg 
Exchange Repository, with the NSD being 
the most widely used. 

Information on the eligible master 
agreements, individual transactions 
concluded on the basis of the eligible 
master agreement, amendments to the 
transactions, as well as information on 
the transaction termination, is reportable 
to the trade repository. Information on the 
individual transaction must be reported 
within three business days from the date 

of conclusion, performance or termination 
of the respective transaction.
Not reporting a transaction by the above 
entities within the three-day deadline may 
lead to the exclusion of the transaction 
from the calculation of the close-out 
amount for the purpose of netting, and 
possibly to fines.

E. ENTERING INTO FOREIGN 
FINANCIAL INSTRUMENTS

Russian law has a strong territorial 
component. Transactions with foreign 
financial instruments entered into outside 
the Russian territory are not subject to 
Russian rules and regulations. 

Conversely, transactions entered into 
in Russia, and which relate to foreign 
financial instruments (including bonds, 
equities and derivatives), must comply 
with certain requirements.

According to Russian securities 
legislation, foreign securities that are not 
admitted to placement and/or public 
circulation in Russia, as well as foreign 
financial instruments that have not been 
classified as securities, cannot be offered 
in any form or by any means to the 
public or to non-qualified investors (see 
definition below).

Russian securities law sets out no clear 
definition of “foreign financial instrument”. 
However, financial instruments are 

defined as securities and derivatives. 
Therefore, foreign securities and, 
potentially, derivatives having foreign 
elements (e.g., entered into with foreign 
counterparties and/or having foreign 
currency or securities as underlyings) may 
be treated as foreign financial instruments 
which can only be offered in Russia to 
qualified investors (see definition below).

Should the offering/placement and 
circulation be made outside Russia 
and should the relevant transaction 
documentation state that the place of 
execution of the contracts is outside 
Russia, then Russian laws and restrictions 
are unlikely to be applicable.

Foreign securities may be admitted to 
placement and/or public circulation in 
Russia by decision of either a Russian 
stock exchange (if foreign securities have 
been listed abroad) or by decision of 
the Bank of Russia (if foreign securities 
are not listed abroad and there are no 
restrictions in respect of such securities 
being offered to the public in Russia). 

In order to be listed in Russia, a foreign 
issuer (if its securities have not been listed 
abroad) must comply with a number of 
requirements, the most important of 
which are: 
•  registration of a Russian prospectus 

with the Bank of Russia; 
•  qualification of foreign securities as 

securities in the order set out by the 
Bank of Russia; and

• assignment of ISIN/CFI codes. 

Most corporates in Russia are non-
qualified investors.

1. Definition of qualified investor

Qualified investors in Russia are either 
qualified investors by operation of law 
or by recognition. Qualified investors by 
operation of law mainly include credit 
institutions, professional participants of the 
securities market, insurance companies, 
asset managers, joint-stock investment 
funds, non-state pension funds, the Central 
Bank, international financial originations 
and a number of other Russian institutions. 
Qualified investors by recognition are legal 
entities and individuals recognized as such 
by regulated Russian brokers and asset 
managers.

2. How to become a qualified 
investor by recognition

Russian entities seeking to trade foreign 
financial instruments should submit their 
request to their Russian broker/asset 
manager, who determines whether they 
satisfy certain quantitative and qualitative 
criteria. These criteria include but are 
not limited to the size of the corporate’s 
capital, its financial market experience 
and its volume of proceeds. 
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Under Russian law, a broker/asset 
manager responsible for recognizing an 
individual/legal entity as a QI is obliged to 
keep a register of QIs and maintain internal 
procedures with respect to recognizing QIs.  
Russian law does not provide for any 
specific period of time for the validity 
of QI status. However, a QI may be 
excluded from the register if the QI asks 
to be removed from the register or in the 
event that it breaches one of the legal 
requirements applicable to QIs.

A person/legal entity may not be 
recognized as a QI generally, but only 
with respect to specific types of financial 
instruments or services. 
Rosbank, as a licensed Russian broker, can 
qualify an investor as a qualified investor.

F. CURRENCY CONTROL 

1. General principles

Payments between Russian residents 
may be made only in local currency 
(Russian roubles). Foreign currency 
can be used to determine the price of 
contracts or instruments but the payment 
and settlement must always be made in 
Russian roubles (RUB).
There are a few exceptions to this rule, 
related to (i) transactions entered into 
through a clearing system and to (ii) 
payments under a derivative transaction 
(provided that at least one party to a 
transaction is a Russian bank, or a 
professional participant for the securities 
market).
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List of requirements applicable to legal entities for recognition as qualified 
investors (QIs):
•  The size of the capital of the company is no less than 100 million roubles;
•  The company has executed on a quarterly basis no less than 5 transactions 

with securities and/or other financial instruments during the past 4 quarters, to 
a total amount of no less than 3 million roubles;

•  The company’s profit from the sale of goods (works, services) based on the 
accounting statements for the past accounting period is no less than 1 billion 
roubles; and

•  The amount of the company’s assets based on the accounting statements for 
the past financial year is no less 2 billion roubles.

In principle, since 2004 transactions 
between residents and non-residents 
have not been subject to currency 
control regulations. However, Central 
Bank limitations are applicable to certain 
transactions and documentation needs 
to be filed in some cases.

The penalties are very high for the violation 
of any currency control law provisions. 
Fines can reach 75% to 100% of the 
amount of the non-compliant currency 
operation. Criminal penalties may also 
be imposed on the executives of legal 
entities engaged in such operations in 
certain cases. Banks may also have their 
banking licenses revoked.

2. Account opening

a)  Opening of an offshore account 
by a Russian resident 

Any offshore account opening by a Russian 
resident must be notified to the Russian 
tax authorities within one month from the 
date of opening such account. No prior 
approval is required.
Russian companies may freely transfer 
monetary funds from their Russian bank 
accounts to their foreign bank accounts, 
subject to compliance with the above 
notification requirements. Notification with 
the acceptance stamp will be requested by 
the Russian bank before the first transfer.

Russian currency control legislation 
establishes a limited number of grounds 
for crediting the foreign accounts of 
residents with monetary funds. 
For example, proceeds under 
transactions not included in the limited list 
set out by law (e.g., receipt of securities 
sale proceeds, profit from derivative 
transactions) may only be received by a 
Russian bank account. 

The recent amendments to the Russian 
currency control law, which entered into 
force on 2 August 2014, have expanded 
the list of permitted grounds for receiving 
funds via the foreign bank accounts of 
residents (for example: interest accrued 
on deposits opened with foreign banks, 
proceeds from conversion transactions 
performed through accounts opened 
with the foreign bank account, monetary 
funds as minimum installment to the 
opened account required by the foreign 
bank rules (if any), disposable funds 
(cash). 

b) Rules for non-residents

Transactions between non-residents may 
be made without any restrictions in any 
currency.
Non-residents can transfer roubles or 
foreign currency into Russia and open 
accounts in roubles or foreign currency 
with Russian authorized banks.
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MAIN IMPLICATIONS OF TRADING DERIVATIVES WITH OFFSHORE 
BANKS

Tax implications:
1.  Potential non-deductibility of losses for non-deliverable derivatives 

traded between a Russian corporate and an offshore counterparty (losses 
on such transactions may be deductible provided that such transaction is 
subject to judicial protection under the applicable foreign law).   

2.  Russian withholding tax related to payment of income under derivative 
transactions to an offshore counterparty.

3.  Applicability of TP rules to derivatives performed with offshore counterparties 
from 1 January 2016 (see TP rules chapter). 

Legal implications:
1. Enforcement of non-deliverable derivatives in Russian courts.
2.  Currency control regulations stipulate that proceeds under derivatives 

contracts may only be received on onshore accounts.
3.  Reporting requirements imply a number of legal uncertainties, particularly 

with respect to reportable transactions and the consequences of non-
reporting.

4.  A transaction passport may be necessary for trading a deliverable derivative 
(while trading a derivative does not require a transaction passport, there is a 
risk that the delivery of the underlying asset may be considered as a trade 
contract).

TRANSACTION PASSPORT

The transaction passport is a special form established by the Central Bank of 
Russia that Russian residents must formalize with their Russian banks. The 
passport enables the currency control authorities to monitor whether payments 
made by residents match the value of the goods and services received. 
 
The transaction passport requirement applies to a Russian company entering 
into settlements under loan agreements or foreign trade agreements (agreements 
implying the export/import of goods, cross-border provision of services, and/
or transfer of intellectual property rights) concluded with non-residents for an 
amount exceeding USD 50,000 or equivalent.

The transaction passport is a technical reporting document indicating the basic 
agreement details including the total amount of the agreement and payment 
terms.
Generally, the transaction passport is formalized with the Russian authorized bank 
maintaining the Russian bank accounts of the company used for settlements with 
a non-resident under the relevant agreement. The foreign trade agreement/loan 
agreement representing the legal basis for currency transactions, including an 
application form, should be submitted to the Russian bank in order to formalize 
the transaction passport.
A transaction passport is necessary for each foreign trade or loan agreement 
(one agreement – one transaction passport).

A transaction passport is not required for transfers between two bank accounts 
of the same resident.

Russian banks acting as agents of currency control are required to report all 
detected violations of Russian currency control requirements on the part of their 
clients.

G. ACCOUNTING PRINCIPLES  
IN RUSSIA

Accounting legislation in Russia

Russia is currently in the process of 
transitioning to International Financial 
Reporting Standards (IFRS). According 
to Law No. 208-FZ on consolidated 
financial statements, the preparation of 
IFRS-compliant consolidated financial 
statements is mandatory for credit 

and insurance entities, as well as all 
the entities incorporated in Russia 
whose shares are included in the 
quotation lists of stock exchanges. 
Entities incorporated in Russia but listed 
overseas are subject to the listing rules of 
the overseas stock exchange. However, 
listing on foreign stock exchanges for 
Russian legal entities is permitted only 
with the agreement of Bank of Russia 
and only if the following two conditions 
are met:
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•  the issue (additional issue) of the Russian 
issuer’s securities is officially registered by 
the Bank of Russia;

•  the Russian issuer’s securities are 
included in the quotation list of at least 
one Russian stock exchange (meaning 
the issuer is already applying IFRS).

As a general requirement, all legal entities 
in Russia must maintain two sets of 
accounting records: one in accordance with 
Russian standards of accounting (RSA) and 
the other in accordance with Russian tax 
laws. Additionally, entities not concerned by 
208-FZ can choose to voluntarily comply 
with IFRS and thus maintain an additional, 
third set of accounting records. 

Accounting for derivative transactions

Accordingly, entities concerned by 208-
FZ or those voluntarily applying IFRS must 
respect IFRS requirements on accounting 
for derivative transactions, while all other 
entities incorporated in Russia need to 
follow Russian Standards of Accounting 
(RSA).
Under RSA, accounting for derivatives 
is not regulated separately. Derivatives 
transactions, which would be treated 
as derivatives and accounted for as 
such under IFRS, are usually accounted 
for on off-balance accounts. Derivative 
instruments impact accounting records 
only when the entity undertakes 
transactions with or settles these 
instruments. 

For example, accounting for foreign 
exchange forward contracts is reflected 
in the accounts only when foreign 
currency is actually exchanged and 
delivered. 
RSA has no provisions for the fair-value 
measurement of derivatives. The fair 
value of derivatives transactions for the 
purposes of disclosing information in 
financial (accounting) statements may be 
calculated in accordance with IFRS.

The fair value of the forward contract 
will be estimated only at year end in the 
off-balance sheet accounts in order to 
evaluate the potential gains/losses.

Accounting for intercompany 
transactions under RSA

RSA provisions are not fundamentally 
different from accounting on inter-
company loans, equity investments, 
dividend payments and derivatives 
traded between a parent company and 
its subsidiary. 
With regards to derivative transactions 
entered into between the entities of 
the same group, similarly to derivative 
transactions with external parties, they 
are not recognized in the individual 
financial statements until the actual 
transaction occurs. In the combined 
financial statements of the group, such 
transactions will be eliminated as for any 
other intercompany transactions.

Accounting for liabilities under RSA

Generally, accounting requirements for 
debt under RSA are less strict then those 
under IFRS and there are fewer specifics 
to consider when accounting for financial 
liabilities. 
Some of the typical differences in 
accounting for bonds under RSA are 
listed below:

•  Initial measurement: liability is recorded 
in the amount of cash received under 
the contract, net of directly attributable 
transaction costs (e.g. drawdown fees), 
instead of amortizing them over the life of 
the contract.

•   Finance costs recognition: there is no 
notion of effective interest rate under RSA; 
finance costs are accrued and expensed 
using the interest rate of the bond.

•  Compound instruments: instruments 
are accounted for as a liability for the 
full amount with no separate debt and 
equity components identified. Any 
options available to debt holders under 
compound instruments are accounted 
for only when those options are 
exercised.

•   Non-standard terms and conditions: 
debt received at off-market rates is 
accounted for in the amount of cash 
borrowed, taking no account of any 
impact of the off-market rate received 
on the fair value of the liability.

•  Substantial modification of the terms 
of the existing liability: the original debt 
instrument is still recognized when 
terms and conditions are substantially 
modified, whereas under IFRS the 
original liability is extinguished and 
replaced with the new one.
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Two markets are available for investors 
in RUB bonds: the traditional onshore 
market, which has known a steady 
development over the last 10 years 
and the offshore market, through the 
Euromarket placement that has known 
an impressive development in 2012 but 
came to a halt in 2013 with the selloff in 
emerging assets.

A. ONSHORE RUB BOND MARKET

The RUB bond market has evolved 
significantly over the past 10 years from 
a purely syndicated loan type market 
dominated by a group of Russian banks 
using their balance sheet as a primary 
way to get the deals executed, to a much 
more international Debt Capital Market 
(DCM) with a wider range of investors, 
more liquid secondary market and 

larger pockets of investments thanks to 
continued injection of liquidity by CBR in 
the Russian banking system. 

Investor base

Main investors in RUB bonds on the 
Russian market are the big state-
owned banks, the Russian commercial 
banks, and Russian pension funds and 
asset managers.
Historically, main investors were 
commercial banks, but since 2005 bigger 
and bigger role was played by pension 
funds. Since 2008 state-owned banks 
became the major force on the market. 
Hence now we can say that market 
consists of 4 main type of investors, 
each with its own logic and investor 
preferences.

RUSSIAN BOND MARKET Investor type 

State-owned banks 

Commercial banks 

Pension funds 

Asset managers 

Investment policy  

Have very cheap and long funding. Politically motivated -  
less risk sensitive. Keep 1-3 places as biggest bond 
originators due to very important UW capacity. In many 
aspects can be considered as local equivalent of real 
money as they usually follow “buy and hold” strategy

Very sensitive to CBR repo rates. Funding usually 
more expensive. Keep important liquidity portfolio as 
eligible collateral for CBR repo. Biggest commercial 
bank sometimes can do UW in significant amount for 
league table purposes 

Heavily regulated. In many cases affiliated with big 
banks or corporates. Can buy long maturities.  
Buy and hold investors. 

No general picture – everything depends on individual 
clients declarations

Recently regulators have shown increased 
interest in attracting international issuers in 
the RUB bond market by creating a more 
accommodative issuing environment. 
Liberalization of the domestic bond market 
has been the key theme for Russia’s local 
financial markets in 2013. Euroclear has 
launched post-trading service of deals 
with OFZ (Russian Federal Bonds) since 

7th February 2013 and for FI and corporate 
bonds since January 30th of 2014.
According to the CBR, non-residents’ 
holdings in OFZ significantly increased 
since the beginning of the liberalization 
process to more than $10bn which is still 
a very modest amount by international 
standards both in absolute and relative 
terms. 

Source: Societe Generale & Rosbank 
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Share of OFZ holdings by non-residents has increased over time

Source: Bloomberg, November 2014

Growing international investment in 
domestic bonds market will strengthen 
the domestic investor base, leading to 
higher trading volumes and increased 
market liquidity. Liberalization-related 
infl ows may also benefi t speculative 

credits due to the new policy of the CBR, 
planning to tighten rules on the banks’ 
exposures to market risk, in a move to 
align local regulations with international 
standards (e.g. Basel III).

OFZ market volume, RUB bn
Volume of OFZ purchased by non-residents, RUB bn
Share of foreign investors in OFZ, % (rhs)

Pre-liberalisation 
levels of OFZ 

holdings by non-
residents fl uctuated 
at a range from 4% 

to 6%

Rapid Growth of foreign 
investors’ OFZ holdings 

from 6.5% to 28.1% after 
announcement of market 

liberalisation

Stabilization of 
non-residents’ 
share in OFZ

at around 25% since 
US Fed’s QE3 

tapering 
expectations

OFZ holdings
sell-off by

non-residents
after escalation

of Ukrainian
crisis

B. EUROMARKET PLACEMENT

Dynamics of the Euroruble market

RUB-denominated Eurobonds have 
gained a lot of popularity among both 
Russian corporates and FIs from 2012 
to mid-2013, driven by international 
investors’ interest and ability to lock-in 
RUB funding at rates lower compared 
to that available via domestic placement. 

As a result, we have seen combined 
Euroruble bond issuance in 2013 as of 
end of April surpass the volumes seen 
for the full-year 2012 (which were in turn 
almost 3 times larger vs. those in 2011). 
The surge in issuance has nonetheless 
proved short-lived, with EM sell-off in 
May-July 2013 rendering Eurorouble 
issue pricing less attractive and effectively 
closing primary issuance on the market 
(last deal was priced in April 2013).

Eurorouble issuance has reached record levels in 2013

Source: Societe Generale
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Russian Eurorouble issues breakdown (2012-2013)

Source: Societe Generale

Euroruble bonds issuances were 
targeted to investors outside Russia 
with instruments executed mostly via 
Loan Participation Notes (LPN structures 
issued by off-shore under English law and 
guaranteed by Russian parent company) 
and with available maturities slightly longer 
compared to those available on domestic 
market (5-7 year bucket was commonly 

tapped by IG borrowers). The supply was 
dominated by quasi-sovereign issuers, 
with non-sovereign part having remained 
smaller and less liquid as the number of 
international investors that were willing 
to take a combination of FX and credit 
risk to non-sovereign names remained 
limited.

Ratings at time of issuance
*Includes an issue from Eurasian Bank of Development (supranational)

By Rating By Tenor By Format

By Industry By Ownership

BBB
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BB
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25%
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16%
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19%
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6%
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Eurorouble transactions have generally 
attracted a healthy international account 
demand, which was usually diversifi ed 
across geographies for Russian FI 
issuers, while for corporate issuers 
(with a few exceptions), interest came 
mainly from local investors. Notably 
local demand from Russian banks was 
generally smaller compared to what was 
usually seen on local RUB placements for 
the same names as Eurorouble bonds 
could not be repo-ed with CBR and 
otherwise offered lower yield. In addition, 
Russian pension funds have signifi cant 
restrictions with respect to investing into 
foreign instruments which hindered their 
participation (although the impact of this 
was generally not substantial).
In terms of investor type, institutionals and 
banks usually dominated fi nal allocations.

As mentioned earlier, issuing Euroruble 
bonds usually allowed Russian borrowers 
to price transactions inside their local 
curves, as international demand was 
supportive of currency diversifi cation 
on the back of overall risk-on attitude 
towards EM. As a result Euroruble bonds 
were seen trading on the secondary at a 
discount of around 40/50bps to domestic 
ruble curve in 2012, with convergence in 
yields between the two markets starting 
in early 2013 and average discount 
coming down to c.10/20bps. This trend 
at the time was largely driven by the 
recent progress achieved in developing 
the structural and legislative framework 
for opening the Russian domestic bond 
market to foreign investor base.

Despite a surge in Eurorouble issuance 
in early 2013, EM markets witnessed a 
substantial sell-off in May – June 2013, 
hitting all EM assets including RUB 
Eurobonds. This led to a reversal in 
secondary market yields with Eurorouble 
bonds recording substantially higher 
levels compared to local RUB curves of 
same borrowers. 

These market developments have put 
a lid on primary Eurorouble issuance as 
required yields on new placements had 
to come to a much higher level in order 
to attract liquidity, bringing the primary 
market to a halt since April 2013.
The only fl ows seen in Eurorouble issues 
were on the secondary market, with 
trades driven primarily by yield-hunting 
investors. 

Whether or not Eurorouble primary will 
come back to life in the future is uncertain 
at this point: on one hand, we may expect 
to see more international investor interest 
to the now euroclearable domestic RUB 
issues as they grow accustomed to the 
structural differences and FX volatility 
dissipates, which should bridge down the 
difference in primary and secondary issue 
pricing between two asset classes.
On the other hand, domestic issuance 
structures are unlikely to start matching 
those of Eurorouble bonds documentation 
in the near term (including, but not limited 
to presence of restrictive covenants, 
English law governance, etc.), and 
hence a share of institutional account 
participation is likely to grow at a much 
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slower pace than that we have seen in 
OFZs post-liberalization and especially so 
for non-IG credits. 
This may leave RUB Eurobond issuance 
as a viable tool for investor diversification 
provided the achievable pricing would 
come sufficiently close to that available 
on local markets.    

C. DOMESTIC MARKET PLACEMENT

1. Issuance of a domestic RUB 
bond by Russian resident: Unlisted 
(classic) Bonds versus Stock 
Exchange Bonds

There are 2 possibilities for issuing on the 
domestic market for a Russian based 
entity and the comparison between 
unlisted bonds and stock exchange bonds 
gives a slight advantage to the later: 
•  registration is faster : CBR demand 30 

days for unlisted bonds while MICEX 

requires only 15 days for providing 
access to trading for new stock 
exchange bonds 

•  Prospectus’ requirements : more 
complex for classical bonds 

•  Costs are slightly inferior for stock 
exchange bonds: 0.05% versus 0.07% 
of notional amount; Both under Russian 
law.

However, in order to issue a first stock 
exchange bond the Issuer needs to fulfill 
several conditions:
•  be incorporated for at least 3 years 

and publish results under Russian 
accounting standards for at least 2 
years

•  have its stock or another bond already 
included in MICEX’s quotation list 

After providing access to trading on the 
Moscow Exchange, it is recommended 
to launch the process of stock exchange 
bond program registration. 

Corporate RUB bond supply

Source: Societe Generale & Rosbank

Total domestic RUB Bond issuance by market segment

Source: Societe Generale & Rosbank

13  Inclusion of a bond into the Central Bank of Russia’ Lombard list allows the investor to use the instrument as 
a collateral for repo with the CBR

>

>

>

2. Issuance of a domestic RUB bond 
by non Russian resident: through an 
EMTN Program 

Under the previous Russian legislation 
of 2011 the placement and circulation of 
foreign issuers’ securities had to comply, 
to a large extent, with the same disclosure 
requirements as those provided for 
Russian issuers’ securities, which was 
leading to a fairly cumbersome process 
whereby the issuer had to invest time and 
resources into dedicated disclosures in 
Russian language. 
Starting beginning of 2013, the CBR has 
amended disclosure procedures with the 
view to ease the process for international 
issuers, and put in place the possibility to 
use international EMTN programs.
The restrictions imposed by the new 
regulation with respect to the disclosure 
of information by foreign issuers of 

securities are significantly lighter, namely 
with respect to:

The language of publication of financial 
information of the issuer under IFRS is 
English only;

Reducing the required disclosure of 
information to the equivalent required 
for the listing on the related foreign 
stock exchanges where the EMTN 
program has been initially registered 
(as per an agreed list of foreign stock 
exchanges);

For admission to trading on the Russian 
stock exchange: the disclosure of the 
information in foreign language without 
subsequent translation into Russian is 
permitted 

The recent inclusion of international notes 
into the CBR Lombard list13 has extended 
the investors pool to local financial 
institutions.
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TAXATION

Under current tax legislation in Russia 
interest payments on controlled debt (loan 
obligations between related parties) may 
not be deductible for taxation purposes. 
Russian thin cap rules set a maximum 
controlled debt to equity ratio of 3:1 
for Corporate and 12.5 for FI, e.g. if the 
amount of the controlled debt is 3/12.5 
times greater than the borrowing entity’s 
own capital as of the last day of the relevant 
reporting/ tax period, then Russia’s thin 
capitalisation rules are applicable thus 
limiting deductibility of interest payments 
for taxation purposes (corporate profit tax).

A controlled debt is specified in Russian 
Tax Code as:
•  Direct obligation of the Russian entity 

to a foreign entity controlling more than 
20% of the Russian entity’s registered 
capital,

•  Obligation of the Russian entity towards 
another Russian entity recognised as an 
affiliate to the above foreign entity under 
Russian law,

•  The above affiliate and/ or foreign 
company is/are a guarantor for a 
debt obligation of a Russian entity or 
otherwise undertake to ensure the 
performance of its debt obligation (in 
case of an issuance guaranteed by the 
parent company).

However, in certain cases Russian 
thin cap rules may not be applicable: 
for example, when the rules contradict 
provisions of the relevant double tax 

treaties. Russia’s double tax treaties 
with countries such as Germany and 
the Netherlands explicitly provide for 
unlimited deductibility of expenses such 
as interest.
For example, although the Russia-
Switzerland double tax treaty does 
not include a similar provision, anti-
discrimination provisions of the treaty 
may also be interpreted as contradicting 
Russian thin cap rules. Recent court 
rulings (in regards to anti-discrimination 
provisions included in Russia-Cyprus and 
Russia-Finland DTTs, which are similar 
to that of Russia-Switzerland) supported 
taxpayers and concluded that Russian 
thin cap rules should not apply.
Regarding direct issuance (through 
the EMTN Program) there are several 
effective methods of transferring funding 
from International parent company to its 
Russian subsidiary:
•  Disposal of property or property rights 

to Russian subsidiary with purpose 
to increase net assets of Russian 
subsidiary 

•  Investment of property into chartered 
capital of Russian subsidiary 

•  Gratuitous disposal of property for 
benefit of Russian subsidiary (only in 
case foreign parent company owns 
more than Russian subsidiarys 50% 
share) 

Transfer of funding to Russian subsidiary 
through listed schemes will most likely 
have no negative tax effects either for 
the International parent company or its 
Russian subsidiary.
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Appendix 1. List of the States and the territories granting preferential tax 
treatment and/or failing to divulge information and provide information about 
the financial transactions they handle (offshore zones)

NO. JURISDICTION

1. Anguilla

2. Principality of Andorra

3. Antigua and Barbuda

4. Aruba

5. Commonwealth of the Bahamas

6. Kingdom of Bahrain

7. Belize

8. Bermuda

9. Brunei-Darussalam

10. Vanuatu

11. British Virgin Islands

12. Gibraltar

13. Grenada

14. Commonwealth of Dominica

15.  People’s Republic of China: Hong 
Kong Special Administrative Region  
Macao Special Administrative Region

16.  Union of the Comoros; Anjouan 
Island

17. Republic of Liberia

18. Principality of Liechtenstein

19. Republic of Mauritius

20. Malaysia ; Labuan Island

21. Republic of Maldives

22. Republic of Malta

23. Republic of Marshall Islands

24. Principality of Monaco

25. Montserrat

26. Republic of Nauru

27. Netherlands Antilles

28. Republic of Niue

29. United Arab Emirates

30. Cayman Islands

31. Cook Islands

32. Turks and Caicos Islands

33. Republic of Palau

34. Republic of Panama

35. Republic of Samoa

36. Republic of San Marino

37. Saint Vincent and the Grenadines

38. Saint Kitts and Nevis

39. Saint Lucia

40.  The Administrative Units of the 
United Kingdom of Great Britain  
and Northern Ireland: Isle of Man;  
Channel Islands (Guernsey, Jersey, 
Sark and Alderney).

41. Republic of Seychelles

Appendix 2.  Summary of tax rates under double tax treaties for EU members 2014

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 

Country

Austria/RF
Belgium/RF
Bulgaria/RF
Croatia/RF
Cyprus/RF
Czech Republic/RF
Denmark/RF
Estonia/RF
Finland/RF
France/RF
Germany/RF
Greece/RF
Hungary/RF
Ireland/RF
Italy/RF
Latvia/RF
Lithuania/RF
Luxembourg/RF
Malta/RF
Netherlands/RF
Poland/RF
Portugal/RF
Romania/RF
Slovakia/RF
Slovenia/RF
Spain/RF
 Sweden/RF
UK/RF
Switzerland/RF

Treaty benefits 
available from

1 January 2003
1 January 2001
1 January 1996
1 January 1998
1 January 2000
1 January 1998
1 January 1998
Not in force
1 January 2003
1 January 2000
1 January 1997
1 January 2008
1 January 1998
1 January 1996
1 January 1999
1 January 2013
1 January 2006
1 January 1998
Not in force
1 January 1999
1 January 1994
1 January 2003
1 January 1996
1 January 1998
1 January 1998
1 January 2001
1 January 1996
1 January 1998
1 January 1998

Dividends
(%)

5i or 15
10
15
5iv or 10 
5v or 10
10
10
5vi or 10
5viii or 12 
5ix or 10 or 15
5x or 15 
5xi or 10 
10
10
5xii or 10 
5xiii or 10 
5xv or 10
5xvii or 15 
5xviii or 10 
5xix or 15
10
10xxi or 15 
15
10
10
5xxiv or 10 or 15
5xxvi or 15 
10
5xxvii or 15

Interest
(%)

0
0ii or 10
0iii or 15
10 
0 
0
0
0vii or 10
0 
0
0
7
0
0
10
5xiv or 10
0xvi or 10 
0
5
0
0xx or 10
0xxii or 10 
0xxiii or 15 
0
10
0xxv or 5
0
0
0
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i)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
directly holding at least 10% of the capital of the company paying such dividends with 
a participation of at least USD 100,000.

ii) 0% WHT rate applies to interests:
a)  payable to the other contracting State, its political subdivisions or to local 

government bodies;
b)  payable to a resident of the other contracting State on the basis of a loan or credit, 

which is guaranteed or secured by the other contracting State, its political and 
administrative units or local government bodies;

c)  on loans (other than loans in bearer form) granted by the banks or credit institutions 
of the other contracting State.

iii) Interest arising in:
a)  Russia and paid to the Government of the Republic of Bulgaria or to the Bulgarian 

National Bank shall be exempt from Russian tax;
b)  the Republic of Bulgaria and paid to the Government of Russia or to the Central 

Bank of Russia shall be exempt from Bulgarian tax.

iv)  5% WHT rate applies to dividends payable to a company that holds at least 25% 
of the capital of the company paying such dividends with a participation of at least 
USD 100,000.

V)  5% WHT rate applies to dividends payable to a company having invested directly at 
least EUR 100,000 in the capital of the company paying such dividends.  

Vi)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
directly holding at least 25% of the capital of the company paying such dividends 
and having invested at least USD 75,000 in the capital of the paying company.

Vii)  0% WHT rate applies to interest payable to the government of the contracting 
State, including its political subdivisions and local authorities, or the central bank, or 
interest derived on loans guaranteed by the government of that other contracting 
State.

Viii)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
directly holding at least 30% of the capital of the company paying such dividends, 
and with a participation of at least USD 100,000 at the moment when the dividends 
become due and payable.

ix) 5% WHT rate applies to dividends:
a)  payable to a company having invested at least EUR 76,225.51 (in the DTT the 

threshold is set at FRF 500,000, but in accordance with the letter of the Central 
Bank of Russia dated 28.11.2001, French francs should be converted into EUR 
at the fixed exchange rate of EUR/FRF 6.55957) in the company paying such 
dividends, irrespective of the form or kind of the investment (the value of each 
investment is estimated as of the date when it was effected); and

b)  payable to a company subject to profit tax under the general regime 
established by the tax law of the contracting State of which it is a resident 
and which is exempt from this tax on the account of these dividends.  
10% WHT rate applies to dividends if only one of the above conditions (a or b) is 
observed.

x)  5% WHT rate applies to dividends payable to a company directly holding at least 10% 
of the charter capital of the company paying such dividends, and the participation 
amounts to at least EUR 80,000.

xi)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
holding directly at least 25% of the capital of the company paying such dividends.

xii)  5% WHT rate applies to dividends payable to a company directly holding at least 
10% of the capital of the company paying such dividends, and the participation 
amounts to at least USD 100,000.

xiii)  5% WHT applies if the beneficial owner of the dividend income owns more than 
25% of the capital of a company paying dividends, and it contributed more than 
USD 75,000

xiv) 5% is applicable to interbank loans only

xv)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
directly holding at least 25% of the company paying such dividends, and the 
participation exceeds USD 100,000.

xvi)  0% WHT rate applies to interests payable to the government of the contracting 
State, including its political sub-divisions and local bodies of power, or to the Central 
Bank; or on interests gained on the credits secured by the government of that State.
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xvii)  According to the Protocol to the Luxembourg/RF DTT, the minimum tax rate on 
dividends is reduced to 5%. To be eligible for the reduced rate, dividend recipients 
must meet the following conditions:

• be the beneficial owners of the dividends;
•  hold shares representing at least 10% of the capital of the company paying the 

dividends; and
•  have invested at least EUR 80,000 or the same value in roubles in the capital of the 

company paying the dividends.
•  The Protocol does not stipulate a minimum shareholding period for applying the 

reduced withholding tax rate on dividends.

xviii) For dividends payable by a resident of Russia to a resident of Malta:

a)  5% WHT rate applies to dividends payable to a company directly holding at least 
25% of the capital of the company paying such dividends (this share should be 
at least EUR 100,000);

b) 10% WHT rate applies in all other cases.

For dividends payable by a resident of Malta to a resident of Russia, the Maltese tax 
shall not exceed tax on profits out of which the dividends are paid.

xix)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
directly holding at least 25% of the capital of the company paying such dividends 
and having invested at least EUR 75,000 (in the DTT the threshold is set as ECU 
75,000, but in accordance with the clarification of the Russian Ministry of Finance 
#RD-6-23/664@ dated 16 June 2003, ECU should be converted into EUR at an 
exchange rate of ECU/EUR 1:1) in the capital of the paying company.

xx)  0% WHT applies to interest payable to the Government, its regional or local authority, 
or the Central Bank of that State.

xxi)  10% WHT rate applies to dividends payable to a company, which has been owing 
directly at least 25% in the capital of the company paying the dividends for an 
uninterrupted period of two years prior to the payment of the dividend.

xxii)  0% WHT rate applies to interest payable:
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a)  by the contracting State, a political or administrative subdivision or a local authority 
thereof; or

b)  to the other contracting State, a political or administrative subdivision or a local 
authority thereof or any institution specified and agreed on by exchange of notes 
between the competent authorities of the contracting States in connection with 
any credit granted or guaranteed by them under an agreement between the 
governments of the contracting States.

xxiii) 0% WHT rate applies to interest arising in: 
a)  Romania and paid to the Government of the Russian Federation or to its Central 

Bank or to the Bank for Foreign Trade shall be exempt from Romanian tax; 
b)  the Russian Federation and paid to the Government of Romania or to its National 

Bank or to the Foreign Commercial Bank or to the Eximbank shall be exempt from 
Russian tax;

xxiv) 5% WHT rate applies to dividends:

a)  payable to a company (other than a partnership) which invested at least  
EUR 100 000 (in the DTT the threshold is set as ECU 100 000, however in 
accordance with clarification of the Russian Ministry of Finance #RD-6-23/664@ 
dated 16 June 2003 ECU should be converted into Euro at exchange rate ECU/
EUR 1:1) in the capital of the company paying such dividends; and

b) which are exempt from tax in the other Contracting State.

10% WHT rate applies to dividends if only one of the above terms is observed.

xxv)  0% WHT rate applies to interests payable to the government, its political unit or 
local authorities, or payable on a long-term credit (7 years and more) granted by a 
bank or a credit institution.

xxvi)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
directly holding 100% of the capital of the company paying the dividends, or, in the 
case of a joint venture, holding at least 30% of the capital of such joint venture, and 
in any of these cases the invested foreign capital amounts to at least USD 100,000 
as of the date of the actual dividend distribution.

xxvii)  5% WHT rate applies to dividends payable to a company (other than a partnership) 
directly holding at least 20% of the capital of the company paying such dividends, 
and foreign capital invested amounts to at least CHF 200,000 on the date of 
dividend accrual. 
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