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1.1. RF Tax System

Lawmaking in the sphere of tax regulation was sluggish last month, probably due to the fact that all important tax reforms were completed in December 2002 to become effective in the next year, while the new initiatives are at the design stage in the Government. Lawmaking was also affected by a parliamentary recess in late December - early January. Besides, the Ministry of Taxes and Levies (MTL) has not had the time yet to prepare and register with the Ministry of Justice its pursuant regulations intended to harmonize tax return forms and guidelines, and other documents, with the recent changes in tax laws.

The only taxation-related law adopted last month was the Federal Law on the budget of the RF Social Insurance Fund in 2003. In addition to provisions on the SSF budget, the law contains provisions on mandatory insurance contributions to cover workplace accidents and professional diseases, and on social benefits and allowances which enable the taxpayer to reduce the amount of Unified Social Tax (UST) paid to SSF. So, the new law applies directly to MFIs as employers.

The Government meeting on 27 February 2003 discussed a number of bills containing some new chapters of the Tax Code:

· Chapter 30 "Property Tax for Organizations";

· Chapter 31 "Property Tax for Individuals";

· Chapter 32 "Land Tax";

· Chapter 33 "Legacy and Gift Tax".

The chapter on Property Tax for Organizations has special relevance to MFIs as legal entities. As an outcome of the meeting, the Government instructed the designers of the bills to finalize them, with regard to the comments made during the discussion, and return them to the Government before 15 March 2003 to be submitted to the State Duma.

The discussion of bills on VAT and UST reforms, which had been on the agenda of this meeting, was postponed until 13 March 2003, because there is no agreement in the Government concerning the implementation of these reforms.

Adopted Normative Legal Acts

· Federal Law of 8 February 2003. No 25-FZ on the budget of the RF Social Insurance Fund in 2003
The text of the Law is published in Rossiiskaya Gazeta of 12 February 2003. No 27.

· The Law establishes minimums of sick leave benefit and maternity benefit at no less than the minimum wage for a full calendar month (currently, the minimum wage is established at RUR 450 for this purpose). At the same time, the maximum amount of sick leave benefit and maternity benefit has been retained at RUR 11,700 per calendar month.

· Employers obliged to insure their employees for workplace accidents and professional diseases (hereinafter - insurers) must report to the SSF, using the established reporting forms, on a quarterly basis, no later than on the 15th of the month following the end of the reporting period. A delay in reporting or a failure to report is punished by a fine in the amount of RUR 1,000, and a repeated offence within one year is punished by a fine of RUR 5,000.

· Employers which operate without registration as insurers are liable to a fine of 10% of the taxable base for the purposes of mandatory social insurance contributions over the entire period of operation without registration, but no less than RUR 20,000.

· Guidelines of the RF Central Bank of 14 February 2003. No 1250-U
The text of the Guidelines is published in Vestnik Banka Rossii of 20 February 2003 No 11.
· Since 17 February 2003, the Bank of Russia rate [refinancement rate] has been lowered from 21 to 18 percent annually.
· The change in CB rate may affect the taxpayers in terms of the interest paid on borrowed funds and reported as part of the organization's expenses for the purposes of the profit tax of organizations calculation. Since only the amount of interest within the CB rate multiplied by 1.1 (Article 269, the RF Tax Code) may be reported as expense, the lowering of this rate automatically lowers the amount of interest which organizations may report as expense. MFIs should be mindful of this fact both when they borrow and when they on-lend to their clients.
Normative Legal Acts pending before the Duma
· The Government meeting on 27 February 2003 considered a bill which would reform the tax on property of enterprises and amend the RF Tax Code by a new Chapter 30 "Property Tax for Organizations".

· The object of taxation, and, consequently, the taxable base, would be substantially diminished by the new bill: only the property which is a part of fixed assets will be taxable, while currently the manufactured products, raw materials and supplies, intangible assets and even expenses  projected for future periods are taxable as well.

· The maximum tax rate would be raised from 2 to 2.6 percent.

· The list of federally established tax benefits would be reduced. The federal regions [subjects of the federation] would be empowered to establish their own tax benefits.

1.2. Banking

In banking, the highlight in February was the launch of the federal bill on insuring private deposits in the RF banks; before the bill was submitted to the State Duma by the RF Government, it had gone through long debates and arguments both in the Government and in the banking community. A number of amendments of effective laws  have been proposed aimed at harmonizing them with the new bill, including amendments of the RF Civil Code, Tax Code, Federal Laws on banks and banking, on the Central Bank of the Russian Federation (the Bank of Russia), on insolvency (bankruptcy) of credit organizations, on the organization of insurance in the Russian Federation.

News agencies report that in February the CB RF Committee on Banking Supervision decided to allow banks to open mobile offices to cover sparsely populated areas with basic banking services. According to Andrei Kozlov, first deputy chairman of the Central Bank, this is seen as a way to address the problem of reaching out to clients in such areas, while avoiding the high cost of establishing regular bank departments there. A bill amending the Federal Law on Banks and Banking by provisions allowing mobile offices will be drafted in 2003, according to the implementation plan of the 2003-2005 Strategy of the banking sector development.

Normative Legal Acts pending before the Duma
· The RF Government submitted to the State Duma a federal bill on insuring private deposits in the RF banks
· The system of insuring deposits is designed to guarantee that private individuals do not lose their money deposited with banks in case of the bank's insolvency. All banks which accept deposits from individuals are obliged to participate in the insurance system.

· The bill defines the rules and procedures of insurance; rights and responsibilities of depositors; circumstances where payment obligations arise, and the amounts and procedures of compensation to individual depositors.
· The maximum compensation to individual depositors is established at RUR 95,000. The Russian Government's responsibility for individual deposits with Sberbank in the amounts exceeding the maximum amount of compensation will continue until 1 January 2007.

1.4. Financial and Tax Supervision

In February, the bill amending the Federal Law on currency regulation and supervision was finally adopted after having been rejected by the Federation Council and then renegotiated by the Conciliatory Commission. The new law liberalizes the export of foreign currency [cash] from Russia by individuals. In particular, rules have been relaxed for non-residents [non-Russians]. Whereas formerly the amount of foreign cash they could export from Russia was restricted to the amount they have imported, now they can export foreign cash in the amounts of up to US$ 10,000 without authorization, like Russian nationals.

Adopted Normative Legal Acts

· Federal Law of 27 February 2003 No 28-FZ amending articles 6 and 8 of the Federal Law on currency regulation and supervision

The text of the Law is published in Rossiiskaya Gazeta" of 5 March 2003 No 42.

The Law becomes effective as of 15 March 2003

· The same rules for the export of foreign cash are established for residents and non-residents [Russian nationals and foreigners]:

· one-time export of foreign cash in the amount of up to US$ 3,000 (or equivalent in other currencies) does not require declaration or supporting documents (proof that the same amount of cash has been imported, transferred, wired or purchased in Russia by the same person);

· one-time export of foreign cash in the amounts between US $3,000 and 10,000 (or equivalent amounts in other currencies) does not require supporting documents, but must be declared;
· one-time export of cash in the amount exceeding US $10,000 (or its equivalent in other currencies) is not allowed. Any amount of foreign cash which was earlier imported, transferred or wired to Russia by the same person is not included in the restricted amount.
3. Civil Law

Adopted Normative Legal Acts

· Order by the Ministry of Justice, Gosstroi, and the Federal Commission on Securities of 7 February 2003 No 18/34/03-14/pz amending the Instruction on the registration of mortgage loans [with housing used as collateral] based on law or contract, and on the registration of the transfer of collateral due to cession of claims under a mortgage loan agreement, endorsed by Order of the RF Ministry of Justice, the RF State Committee on Construction, Housing, and Housing Services, and the Federal Commission on Securities Market of 16 October 2000 No 289/235/290
Registered with the Russian Ministry of Justice on 26 February 2003; Registration No 4231.

The text of the order is published in Rossiiskaya Gazeta" of 27 February 2003, No 38.

· The amendments harmonize the Instruction on the registration of mortgage loans with the recent changes in the law on mortgage
. In particular, there are changes in the list of documents required for the registration of mortgage.

� Laws of  11 February 2002 ¹ 18-FZ amending the Federal Law on mortgage (with real estate used as collateral) and of 24 December 2002 No 179-FZ on amending certain RF laws for the purpose of the development of mortgage credits (loans).





4

