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What are taxable incomes for purposes of Profit Tax in Russia?

Taxable incomes of foreign companies include incomes received from “sources in Russia”. 20% is a general tax rate (started from 01/01/2009). The tax may be reduced basing on a relevant Double Tax Treaty (typically to 10% or 5%). 

Not all incomes of foreign legal entities not creating “permanent establishment” incurred in Russia are subject to profit tax. The current legislation provides a non-exhaustive list of types of “Russian source income”, which includes dividends and other forms of profit distribution, gains from alienation of real property located in Russia, income from international transportation, royalty payments and other similar types of income.

May a foreign company obtain exemption or refund Profit tax?
If a foreign legal entity does not create a “permanent establishment”, but has a "source of income" on the territory of the Russian Federation, its tax agent has the duty to pay tax from a "source of payment“.

If the state where a foreign legal entity is incorporated has a Double Tax Treaty with the Russian Federation, this foreign legal entity not registered by Tax Authorities may obtain (seek for) preliminary exemption from taxation or rate reduction under condition that this legal entity submits the document confirming its permanent place of business and payment of taxes on the territory of the state where it is incorporated.

If a foreign legal entity doesn’t submit this document to tax agent until tax payment it may get a tax refund the other way. In this regard a foreign legal entity has to submit to Tax Authorities the documents confirming payment of taxes, a copy of a contract, tax return and refund application itself.

The refund application for amounts of taxes paid shall be submitted to tax authority in the place of registration of tax agents within 3 years from the end of the tax period (annually), when income was received. Tax sum refund is to be made in a month since the day of submission of all necessary documents to tax authorities. 

The countries which have valid Double Tax Treaties with the Russian Federation are Austria, Belgium, Germany, France, Finland, Switzerland, Sweden, Great Britain and North Ireland, Ireland, Hungary, Denmark,  Italy, Spain, Iceland, the Netherlands, Luxemburg, Cyprus, Bulgaria, Croatia, Czech Republic, Canada, USA, Japan, Morocco, Mali, Macedonia, Brazil, Egypt, Israel, India,  South Africa, Portugal (more than 66 countries).

In practice, it is too difficult to define if “permanent establishment” is created and income is from sources within the territory of the Russian Federation. Art-Audit can help you interpret and define them.

If foreign company has subsidiary in Russia (in which it has more than 50% of shares) or Russian company owns more than 50% of foreign company’s shares than incomes in the form of property received from each other without compensation are exempted from profit tax. 
When the prices may be adjusted by Russian Tax Authority? Transfer pricing.
Tax authorities may examine the prices applied in “controllable” transactions:

-  transactions between related parties;
-  barter transactions;
-  foreign trade transactions;
-  transactions where the prices fluctuated by more than 20% within a short period of time.
The prices used in these transactions may only be adjusted for tax purposes if they differ from the market price by more than 20%. 

The 3 methods available to determine market price are (in order of preference): (1) comparable uncontrolled price (CUP) method, (2) resale-minus method and (3) cost-plus method. According to the Tax Code, the last method takes into account an operational rather than gross margin. 

The transfer pricing provisions of the Tax Code has been expected to be significantly changed (there is the draft amendments, but when they will be enacted is not known yet). First, a broad list of criteria for interdependence will be established under these draft amendments. Second, the methods for determining the market level of prices will be extended. Third, special advance pricing agreements (APAs) with tax authorities on pricing methods will be available. Transfer pricing documentation will be required for transactions worth over RUB 1m (approximately EUR 23,500). 

Majority of tax authority decisions are admitted illegal with help of professionals on the different grounds in administrative order or in court. 

What can Art-Audit do?
Addressing your business needs as tax advisers, Art-Audit understands the need to comply with transfer pricing legislation in a way that is both cost effective and does not waste management’s time. Transfer pricing specialists provide comprehensive solutions tailored to your needs, taking into consideration business objectives and the exact nature of the transactions. The process may include the following: selection of an appropriate transfer pricing method and identification of the tested parties, benchmarking analysis,  documentation – results are collated into a report and the required documentation is prepared, assistance with related party disclosures,  negotiating APAs on your behalf, dispute resolutions – assisting your company in defending your transfer pricing policies before tax authorities, transfer pricing risk assessment, transfer pricing planning. 
Art-Audit, in conjunction with Polaris International, an association of independent accountancy firms, is able to advise you on taxation, arrange tax registration where necessary, filling tax return on your behalf, reclaim taxes, prove the economic purposes of transactions and taxpayer’s fairness with tax authorities and at court and etc. 

Mainly Art-Audit has fixed prices and work at 100% prepayment. According to mutual agreement we agree with payment of 50/50% or afterpayment.
We are flexible to choose the best form of contract (or offer invoice) suitable to your company. Feel free to send us requests to following contact and we will provide your company with an estimate of our fee after the free initial consultation. 
Contact us:
”Art-Audit” CJSC

123007 Russia Moscow, Horoshevskoe highway, 32А, +7 (495) 228-70-01,feoktistova@art-audit.com , www.art-audit.com 
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