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On June 18 2004, the Russian
federal law 173-FZ “On
Currency Regulation and

Currency Control” came into effect. The
new law, which is not fully understood
or appreciated yet by many market par-
ticipants, introduces a model of
regulation in the area of exchange con-
trol that is a radical departure from the
one prevailing under the previous law on
currency regulation and control, dated
October 9 1992 (the 1992 law). Under
the 1992 law, no foreign entity or indi-
vidual could invest in Russia or provide
financing to a Russian company without
making sure that a myriad of complex
exchange control rules and regulations
were observed along the way. Fines and
other sanctions against violators could be
steep.   

In this respect, the new law provides
some needed relief. The 1992 law
included a closed list of transactions
with foreign currency valuables that were
expressly allowed, and any other trans-
actions were prohibited unless
specifically, on a case-by-case basis, per-
mitted by the Russian central bank. The
new law authorizes, on an unrestricted
basis, all kinds of transactions with for-
eign currency valuables between Russian
residents and non-residents except for a
limited list of transactions that can be
subject to special regulation (but not
prohibition) through a requirement to
use a special bank account and/or to
deposit rouble funds in escrow against a
particular transaction.

Definitions
Securities are now divided into internal
securities (investment securities such as
shares of stock and bonds denominated
in roubles, which are registered in
Russia, and also other securities issued
within Russia that certify the right to
receive roubles) and external securities.
This terminology is more narrow and

focused than that used in the 1992 law,
which spoke about securities (defined to
include payment instruments, invest-
ment securities, derivatives on
investment securities, options on invest-
ment securities and other debt
obligations) denominated in the curren-
cy of the Russian Federation and
securities denominated in a foreign cur-
rency. On strict reading of the new law,
trading in ownership interests in limited
liability companies, various derivatives
and debt obligations, which do not fall
under the Russian law definition of secu-
rities, should no longer be subject to
exchange control regulation.

The definition of currency valuables
now includes only foreign currencies
and external securities, whereas in the
1992 law this definition included also
precious metals
and natural gem-
stones.

The new law
limits the scope of
regulated currency
transactions to: (i)
purchase and sale
of currency valu-
ables; (ii) transfers
of roubles and
internal securities
between residents
and non-residents;
and (iii) transfers
abroad or from abroad of currency valu-
ables, roubles or internal securities.
Under the 1992 law, all transactions
related to transfers of ownership and
other rights to currency valuables were
considered to constitute currency trans-
actions, but the new law is concerned
only with purchase and sale of currency
valuables and, in certain instances,
internal securities and with cross-border
movement of currencies and securities. 

The 1992 law created serious impedi-
ments, for example, to trading debts

and other foreign currency receivables,
to clearing and set-off of mutual debts
expressed in foreign currencies and to
using currency valuables as collateral as
far as Russian companies were con-
cerned. The narrow definition of
currency transactions in the new law is
expected to help in all those areas. 

In furtherance of the new model of
regulation, the new law introduces defi-
nitions of special account (which can be
a money account at an authorized
Russian bank or a custody account for
securities) and passport of transaction,
which is now required for most types of
foreign currency transactions.

Powers of exchange control
authorities
The new law has substantially narrowed
the powers of regulatory authorities in
the area of exchange control (the govern-
ment and the Central Bank of Russia).
In general, they are now reduced to
establishment of reserve (escrow deposit)
requirements and requirements to use
special accounts for certain types of cur-
rency transactions. The government and
the central bank can no longer introduce
requirements and prohibitions applicable
to transactions that are not directly
named in the new law as being suscepti-
ble to restriction and can no longer issue

transaction-specif-
ic permissions.

The new law
assigns enforce-
ment of
compliance (cur-
rency control) in
Russia to the
Russian govern-
ment, the Central
Bank of Russia,
federal executive
bodies authorized
for this purpose
by the govern-

ment and agents of currency control.
The latter include authorized Russian
banks, other professional participants of
the securities market (including licensed
registrars) and regional offices of the
federal executive bodies authorized to
act as bodies of currency control. Under
the 1992 law, only authorized banks
could act as agents of currency control.
All of this suggests that, while liberaliz-
ing the regulatory model, the lawmakers
intended the remaining restrictions to
be enforced more vigorously and moni-
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toring of compliance to become more
pervasive.

Permitted foreign currency
transactions
According to the new law, all currency
transactions are carried out without
restriction except for some operations
included in a closed list, which can be
expanded only through an amendment
to the law itself.

In the 1992 law, currency transactions
were divided into current operations (in
particular, export and import of goods
and services) and those connected with
movement of capital (in particular,
investments and credits). Whatever was
not specifically mentioned in the 1992
law as a current transaction was auto-
matically regarded to be a capital
transaction. Current transactions were
allowed without restriction, but for con-
summation of capital transactions
special permissions of the Central Bank
of Russia or special entitling regulations
of the central bank were required. These

basic assumptions have been completely
reversed by the new law.

By way of an example, Regulation of
the Central Bank of Russia 82 dated
July 20 1999, which was adopted pur-
suant to the 1992 law, established that,
to receive a permission to make a con-
tribution to the share capital of a
non-resident financial company, a
potential Russian investor was required
to present to the Central Bank of Russia
13 documents, which were supposed to
be considered within a month.
Regulation 82 did not contain any cri-
teria for making a decision whether to
grant or refuse such a permission.
Unless the applicant was a bank, these
13 documents should have included an
opinion of the Ministry of the
Economy about the possibility and
expediency of such an investment.
According to Order of the Ministry of
the Economy 421 dated August 24
1999, to receive such an opinion, it was
necessary to collect 14 documents,
which were also supposed to be consid-

ered within a month. Criteria for mak-
ing a decision about the possibility and
expediency of an investment were not
prescribed in Order 421 either. The end
result was that Russian companies and
individuals could not plan investments
abroad with any degree of predictability.

In contrast, no permission of any
kind is required for such operations
under the new law, although the use of
a special account and reservation
(deposit into escrow) of a specified
amount may be required.

The Russian government can intro-
duce reservation restrictions with
respect to certain types of operations,
mostly those related to exports and
imports and purchase by residents from
non-residents of shares and other inter-
ests in the share capital of foreign legal
persons. For these transactions, two
types of reservation requirements are
contemplated in the new law, depend-
ing on the nature of transaction. For
some transactions, reservation of 50%
of the amount of transaction for a peri-
od of up to two years can be
introduced, and for others, reservation
of 100% of the amount of transaction
for a period of up to 60 calendar days.
These two types of reservation require-
ments cannot be applied to the same
transaction at the same time.

The Central Bank of Russia can
introduce restrictions with respect to
such types of operations as settlements
under loan agreements and purchases
and sales of external and internal securi-
ties. For these transactions, the new law
makes it possible to introduce special
accounts and reservation requirements.
Reservation requirements – up to 20%
for a period of up to one year or up to
100% for a period of up to 60 days –
can be established by the Central Bank
of Russia with approval of the govern-
ment. These two types of reservation
requirements cannot be applied to the
same transaction at the same time.

It should be noted that for transac-
tions with internal securities (such as
shares of stock of Russian companies
and rouble bonds) between residents
and non-residents, the new law allows
settlements only in roubles.

Foreign currency transactions
among residents 
As before, currency transactions among
residents are forbidden, except for cer-
tain types of transactions included in a
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closed list contained in Article 9 of the
new law. Article 9 also sets out the list of
currency transactions that can be carried
out without restriction between ordinary
residents and authorized Russian banks.

The new law grants to resident legal
persons an opportunity to carry out
among themselves currency operations
with any external securities, but only on
the condition that rights to such securi-
ties must be recorded by depositaries
created according to the legislation of
the Russian Federation, and also on the
condition that settlements must happen
in roubles. In practice, it is not quite
clear how this rule will be applied to
different types of securities. Probably, at
the very least, investment securities
(such as shares of stock and bonds)
should be covered by the language of
the new law, because the Russian federal
law “On Securities Market” makes it
clear that rights to investment securities
can and must be recorded by deposi-
taries.

An interesting
situation arises
with promissory
notes. The new
law considers
promissory notes
certifying the
right to receive
foreign currency
(that is, contain-
ing a foreign
currency effective
payment clause)
to be external
securities and,
therefore, currency valuables. Under
Russian law, a promissory note is not an
investment security and cannot exist in
non-documentary form, and Russian
depositaries, as a rule, do not record
rights to promissory notes but only
accept them for safekeeping. At the
same time, Russian regulations govern-
ing depositary activities stipulate that
the object of such activities (that is,
recording and transfer of rights to secu-
rities) can be securities other than
investment securities. At this stage, the
issue of whether promissory notes that
are classified as external securities can
be traded among Russian residents
remains unsettled.

Residents’ bank accounts out-
side Russia
Under the new law, residents can freely
open accounts in foreign currencies in

countries that are members of the
Organization for Economic Cooperation
and Development (OECD) or the
Financial Action Task Force (FATF).
Russian tax authorities must be notified
within a month after the account is
opened. The new law makes it possible
to open accounts in non-OECD and
non-FATF countries as well, but only in
accordance with a special procedure
established by the Central Bank of
Russia, which can include a preliminary
registration requirement. In fact, under
Regulation of the Central Bank of Russia
1411-U dated March 30 2004, there
must be preliminary registration of rou-
ble accounts opened in any foreign
country and of foreign currency
accounts opened in non-OECD and
non-FATF countries.

Russian legal entities will be able to
make use of this new freedom only after
June 18 2005.

Implementing
regulations
Subsequent to the
entry into effect of
the new law, the
Central Bank of
Russia issued a
number of imple-
menting
regulations that
clarify, in particu-
lar, how the special
bank accounts will
operate and which
transactions carry
with them reserva-

tion requirements.
Regulation 116-I dated June 7 2004

provides that, where one of the parties
is a non-resident: (i) all foreign currency
loans from and to resident individuals
and settlements in connection with sales
and purchases of external securities by
resident individuals must be handled
through such individuals’ special foreign
currency F accounts; (ii) all foreign cur-
rency loans to resident companies and
certain purchases of external securities
from resident companies must be han-
dled through such companies’ special
foreign currency R1 accounts; (iii) all
foreign currency loans from resident
companies and sales of external securi-
ties to resident companies and certain
purchases of external securities from res-
ident companies must be handled
through such companies’ special foreign
currency R2 accounts; (iv) all transac-

tions with residents with government
rouble bonds must be handled through
non-residents’ special rouble S accounts;
(v) all transactions with residents with
Russian company shares must be han-
dled through non-residents’ special
rouble A accounts; (vi) all transactions
with residents with corporate rouble
bonds must be handled through non-
residents’ special rouble O accounts;
(vii) all rouble loans from residents and
certain sales of internal securities to res-
idents must be handled through
non-residents’ special rouble V1
accounts; and (viii) all rouble loans to
residents and certain purchases and sales
of internal securities from and to resi-
dents must be handled through
non-residents’ special rouble V2
accounts.

Regulation 1465-U dated June 29
2004 establishes reservation require-
ments with regard to certain operations
with special accounts R1, R2, S, O, V1
and V2. All deposits in compliance with
reservation requirements must be made
in roubles and do not bear interest. So
far, reservation requirements do not
seem to be particularly onerous, and
operations with special accounts F and
A are completely exempted.

Some practical implications
Although the terminology and method-
ology of the new law are rather complex,
and certain provisions seem to be arcane,
in reality the new law offers to both for-
eign investors and (especially) Russian
companies and individuals unprecedent-
ed (by Russian standards) opportunities
and flexibility in structuring cross-border
transactions and investments. By using
the right mix of instruments and curren-
cies, an experienced practitioner can
minimize or even eliminate altogether
the need to use special accounts and to
resort to reservation of funds. In princi-
ple, under the terms of the new law,
even these remaining restrictions (that is,
the need to use special accounts and to
reserve funds) should fall away as of
January 1 2007, whereupon Russia could
be called a country without exchange
control restrictions. With exchange con-
trol so closely tied to general economic
conditions and stability of the rouble,
though, everybody would be well
advised to keep their fingers crossed with
regard to the January 1 2007 target.
Special accounts and reservation require-
ments may yet turn out to be more than
a temporary measure.
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While liberalizing the regulatory
model, the lawmakers intended
the remaining restrictions to be
enforced more vigorously and
monitoring of compliance to
become more pervasive




