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Abstract 

Scale, Reasons and Economic Consequences of Exploiting Offshore Schemes by 

Russian Large Companies 

By 

Zorikto Balganov 

Offshore jurisdictions have become popular among corporations around the globe. They 

provide opportunities to reduce taxes by registering companies there. The Russian large firms 

have joined the trend, but exploit offshore schemes in different ways. They incorporate offshore 

companies with their subsidiaries operating in Russia. The main purpose is to protect assets 

from hostile capture by other businesses or even the government. Thus, businessmen stay 

hidden as end beneficiaries behind the offshore companies’ chain. 

The offshorization in the country has its enormous scale. Up to 90% of the largest companies 

are involved in offshore patterns. The government makes some efforts to force companies to 

come back to the country, but they are not effective. To succeed, corporations should experience 

the improved business climate and have an opportunity to defend themselves in fair courts. It 

is the government’s responsibility to make such appealing conditions. 

As a result, nowadays, Russia suffers not only from less tax collection, but also from losing 

control over strategically important enterprises and even industries. Thus, the phenomenon 

threatens to the country's national security. 

Keywords: Offshore financial center, Tax heaven, Tax avoidance, Russian large company, De-

offshorization 
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1. Introduction 

1.1. Background 

After the USSR dissolution large state-owned enterprises were privatized in Russia. The 

privatization scheme was ill-conceived, and people were misled. As a result, many companies 

had fallen into the hands of limited number of individuals who became subsequently known as 

‘oligarchs’. Managing significant assets, new owners became interested in assets security and 

multiplying capital since the business environment was not favorable in Russia. The country in 

1990s was famous for the flowering of crime, corruption and property redistribution. Hence, 

that time period is often called ‘the wild nineties’. As a way of business protection, large 

companies change their place of incorporation from Russia to overseas establishing offshore 

headquarters that control their subsidiaries in the country. The current situation remains the 

same due to many benefits associated with such offshore schemes. Their advantages are the 

following: 

 absence or very low taxes on profits and dividends for non-residents; 

 privacy: the companies’ owners remain unknown for public. Often, end beneficiaries 

are behind a chain of offshore companies and jurisdictions; 

 affordability and simplicity to open an offshore company. An incorporation can take 

only several days without a necessity to visit the offshore jurisdiction; 

 positive image of an international business with the access to financing overseas; 

 property protection under the international jurisdiction against raider seizures. 
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As a result, up to 90% of large businesses in Russia are involved in various offshore schemes. 

The corporations primarily are seeking for assets protection from a hostile takeover, and then 

they are tending to avoid taxes and get an access to international funding. 

On the other hand, Russian legislation limiting offshore schemes was lagging behind business 

practices. Recently, the government has intensified efforts to coerce business to change its place 

of incorporation back to Russia that is known as a ‘de-offshorization’ of national economy, but 

it seems that the laws are not being implemented properly. Therefore, the situation has not 

changed much yet. 

As the consequences of business offshore activity for the government, the state budget suffers 

from insufficient funds to fulfill all social responsibilities, the massive capital flight continues, 

and corruption remains one of the major obstacles to build a prospering society. 

1.2. Research Area 

In the present thesis, the Russian large companies are those participating in the rating “RBC1: 

500 largest companies in Russia” (RBC 500). They are the largest companies with various 

forms of incorporation (public and private enterprises, joint ventures) and rated based on the 

net revenue (or its equivalent for finance companies) (RBC 2017). 

Additionally, the paper focuses on the Russian companies that are controlled by their offshore 

parent firms. Therefore, the research area of the study is an intersection of the Russian 

companies rated in the RBC 500 and those that are owned by offshore entities at the same time. 

                                                      
1 RBC is a large Russian media group that holds an informational agency RosBusinessConsulting, including a 

news web-portal, business newspaper RBC Daily, monthly business magazine RBC and RBC TV. 
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Figure 1 illustrates that combination. 

 

Figure 1: Research area. 

1.3. Research Problem 

The current paper describes how the Russian large companies listed in RBC 500 exploit various 

legitimate offshore schemes. This is accomplished by studying both academic findings and 

business cases demonstrating how particular firms are involved in the offshore activities. The 

study is conducted in a form of industrial report. 

The research problem is formulated as follows: “Evaluate the scale, state the reasons and 

observe the effects of offshore activities conducted by the large companies in Russia”. 

1.4. Thesis Structure 

The paper structure is presented in Table 1. The study consists of seven chapters, includes 11 

tables, 21 figures and 6 appendices. 

Table 1: Thesis structure 

Chapter 1  A short introduction to the investigated area 

 A formulation of the research problem 

Chapter 2  Offshore-related terms, definitions and classifications 

 The pros and cons of offshore activity 
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4 

 Lists of established offshore jurisdictions 

Chapter 3  The economics of offshoring globally 

 Common international offshore schemes 

Chapter 4  The Russian economic data related to offshoring 

 The offshore services market in the country 

 Common Russian offshore schemes 

Chapter 5  Three business cases of exploiting offshore schemes by 

Russian large companies 

Chapter 6  Cases’ discussion 

 Anti-offshores actions in the world and in Russia 

Chapter 7  Conclusions 

 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

5 

2. Theoretical Foundations of Offshore Activity 

The previous chapter generally introduced the offshore phenomenon occurred in Russia. The 

section also designated the research area and formulated the problem. In the next pages we will 

provide a conceptual framework and definitions of the notions related to the offshore activity 

formulated by some respectable international organizations and classify the most popular 

jurisdictions recognized as offshore in the world. 

2.1. Conceptual Framework and Definition 

To begin, it is necessary to set out a conceptual framework and introduce the key terms and 

definitions. The conceptual framework starts from the meaning of ‘offshore’ and introduction 

of offshore jurisdiction and customers that are resident companies willing to incorporate an 

offshore company. The customers generate the corresponding demand for offshore services 

supported by mediators. 

On the other hand, the market supply is provided by offshore jurisdictions. The mediators’ 

efforts are embodied in a variety of offshore schemes designed on a case-by-case basis (see 

Figure 1). 

 

Figure 1: Thesis conceptual framework 

The practical realization of offshore schemes is an offshore activity or offshoring. At the level 

of national economies, the aggregate of offshore activities realized by all economic agents 
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within a country is offshorization. The process opposite to offshorization is de-offshorization 

which implies concerted efforts of government and businesses to take back ownership and 

control over national assets. 

‘Offshore’ is an adjective and adverb. Its literally means “away from or at a distance from the 

coast” (Cambridge Dictionary n.d.) or “located or based outside of one's national boundaries” 

(Investopedia n.d.). In business, offshore means “based in a different country with different tax 

rules that cost less money” (Cambridge Dictionary n.d.) or to “move (some of a company's 

processes or services) overseas” (Oxford Dictionary n.d.). In practice, it means “made, situated, 

or registered abroad, especially in order to take advantage of lower taxes or costs or less 

stringent regulation” (Oxford Dictionary n.d.). 

In this regard, offshore company is a firm registered or incorporated outside the country where 

it has its main offices and operations, or where its principal investors reside. The moving of 

various operations of a company to another country for reasons such as lower labor costs or 

more favorable economic conditions in that other country is called an offshoring. 

‘Offshoring’ is close to ‘outsourcing’, but they are not the same (Klein 2005). ‘Outsource’ 

means to “to reduce costs by transferring portions of work to outside suppliers rather than 

completing it internally” (Investopedia n.d.), while ‘offshore’ relates to the relocation of own 

facilities. 

In order to benefit of all the advantages of offshoring, a company should devise an offshore 

scheme. It is a strategic plan primarily how to minimize the amount of taxes that the company 

must pay. However, it is not the only purpose. Offshore schemes are as diverse as the goals they 

are supposed to reach that in each case are individual. The indispensable elements of any 
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offshore scheme are an offshore jurisdiction and a company incorporated there, and a resident 

country and a resident firm associated with the offshore partners. 

Offshore jurisdiction or a territory, sometimes a country, is an internationally recognized 

financial center that offers various company formation advantages; benefits in the form of 

absence of a tax on profits, dividends or income; low taxes; less strict business regulation and 

reporting. 

One type of the offshore jurisdictions is offshore financial centers (OFCs). OFCs are small, 

“low-tax jurisdiction specializing in providing corporate and commercial services to non-

resident offshore companies, and for the investment of offshore funds” (Harari, Meinzer and 

Murphy 2012). Several countries and territories have been designated as OFCs by notable 

institutions namely, the Organization for Economic Co-operation and Development (OECD), 

the International Monetary Fund (IMF) and the Financial Secrecy Index (managed by the Tax 

Justice Network – TJN). 

2.1.1. Organization for Economic Co-operation and Development 

One of the prominent international organizations studying offshore jurisdictions is the 

Organization for Economic Co-operation and Development (OECD). It handles the concepts of 

tax heaven and OFC which are the countries or jurisdictions providing favorable business 

environment for non-residents. 

The OECD 1998 report defined a tax haven as a jurisdiction which has: 

a) “no or only nominal taxes (generally or in special circumstances) and offers itself, or is 

perceived to offer itself, as a place to be used by nonresidents to escape tax in their 
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country of residence; 

b) laws or administrative practices which prevent the effective exchange of relevant 

information with other governments on taxpayers benefiting from the low or no tax 

jurisdiction;  

c) lack of transparency” (OECD 1998). 

OFCs are “countries or jurisdictions with financial centers that contain financial institutions 

that deal primarily with nonresidents and/or in foreign currency on a scale out of proportion to 

the size of the host economy” (IMF 2003). The difference between a tax heaven and OFC is 

that the latter does not include low taxation or legitimacy of these actions. 

2.1.2. International Monetary Fund 

The International Monetary Fund (IMF) does not define tax heavens, but only OFC. OFC is 

“any financial center where offshore activity takes place” (International Monetary Fund 2000) 

and has “three distinctive and recurrent characteristics: (i) the primary orientation of business 

toward nonresidents; (ii) the favorable regulatory environment (low supervisory requirements 

and minimal information disclosure) and; (iii) the low- or zero-taxation schemes” (Zoromé 

2007). Therefore, “an OFC is a country or jurisdiction that provides financial services to 

nonresidents on a scale that is incommensurate with the size and the financing of its domestic 

economy” (Zoromé 2007). This definition is valuable with its specific benchmark to identify 

OFCs. 

By the International Monetary Fund (2000), “OFCs are usually referred to as: 

- jurisdictions that have relatively large numbers of financial institutions engaged 

primarily in business with non-residents; 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

9 

- financial systems with external assets and liabilities out of proportion to domestic 

financial intermediation designed to finance domestic economies; and 

- more popularly, centers which provide some or all of the following services: low or 

zero taxation; moderate or light financial regulation; banking secrecy and anonymity.” 

2.1.3. Tax Justice Network 

Tax Justice Network (TJN) is an international organization that conducts the independent 

investigations on avoiding taxes. It defines a tax haven as a jurisdiction that “provides facilities 

that enable people or entities escape (and frequently undermine) the laws, rules and regulations 

of other jurisdictions elsewhere, using secrecy as a prime tool” (Tax Justice Network n.d.). The 

organization uses this term interchangeably with a ‘secrecy jurisdiction’ pointing out the 

conspiracy aspect. Based on that, TJN ranks countries by a so-called ‘Financial secrecy index’ 

(FSI) (Appendix 1). The FSI ranks jurisdictions according to their secrecy and the scale of their 

offshore financial activities. 

In 2012, Tax Justice Network has supported the report by James S. Henry about the global 

offshore industry. By Henry (2012), offshores are not the actual physical areas, but “nominal, 

hyper-portable, multi-jurisdictional, often quite temporary locations of networks of legal and 

quasi-legal entities and arrangements that manage and control private wealth.” It is a set of 

capabilities including “secrecy, tax minimization, access, asset management, and security” 

provided to the “world’s wealthiest individuals and companies”. With these services, the 

offshores’ clients become citizens of “a brave new virtual country”. 

In our study, we tend to define offshore jurisdictions as the areas with exceptionally favorable 

legitimate and economic conditions for non-residents in the field of taxation, registration, 
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administration, financing, and secrecy that results in abnormally high share of financial services 

provided for such users (Rose and Spiegel 2007). It is similar to the IMF’s definition which, in 

turn, raises the question of how to interpret the degree of ‘abnormality’. The IMF suggests to 

calculate a particular indicator to assess the scale of offshore finances called the “ratio of net 

exports of financial services to GDP” (Zoromé 2007). However, it is not enough to identify 

offshores, because in the case of large economies like UK it is not evident (Zoromé 2007). 

The aggregation of the offshore notions by the respectable international organizations is 

presented in Table 2. 

Table 2: Offshore notions 

 OECD IMF TJN 

Tax haven    

Offshore Financial Center    

Secrecy jurisdiction    

2.2. Classification 

The classification is applicable both to offshore jurisdictions and offshore companies. 

Offshore jurisdictions can be classified in different ways, for instance, by geographical location, 

by economic conditions granted to non-residents or by their influence and political 

subordination to the global powers. 

In general, there are some offshore cohorts that can be distinguished in the world. They include 

the following territories: 

• “the British Crown dependencies of Jersey, Guernsey and the Isle of Man, and British 
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Overseas Territories including the Cayman Islands, Bermuda, British Virgin Islands, 

Turks and Caicos and Gibraltar, and recently independent British colonies such as 

Hong Kong, Singapore, the Bahamas, Cyprus, Bahrain and Dubai” (Palan and 

Nesvetailova 2014); 

• the US themselves (Shaxson 2015); 

• the Benelux countries: Belgium, Netherlands and Luxembourg, as well as Ireland, 

Switzerland (Palan and Nesvetailova 2014); 

• the ‘European bolt holes’ such as the Channel Islands, Monaco and Liechtenstein 

(Henry 2012); 

• “treasure islands” like Nauru, St. Kitts, Antigua and Tortola (Henry 2012); 

• internal territories as offshores called “onshore-offshores” such as the US states of 

Delaware, Alaska, Nevada and South Dakota (Henry 2012) and also Russian Republic 

of Ingushetia in 1994 (Russia Today 2013). 

By Katasonov (2014), there are three groups of offshore jurisdictions based on their locations 

and political subordination: 

1) Anglo-Saxon core (Islands of the Caribbean, Channel Islands, Ireland); 

2) Benelux countries (Belgium, Netherlands, Luxembourg), and Switzerland; 

3) other areas: peripherals, including Cyprus. 

IMF suggests three types of offshore jurisdictions based on the scale of their offshore services:  

- IFCs “such as London, New York, and Tokyo” with “large domestic economies and 

deep and liquid markets”; 

- Regional Financial Centers (RFCs) that have “relatively small domestic economies”. 
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As examples of RFCs, they are Hong Kong, Singapore and Luxembourg; 

- OFCs themselves that “provide more limited specialist services” (International 

Monetary Fund 2000). 

This taxonomy is a subject for consideration, because the difference between these types of 

jurisdictions could be subtle depending on financial operations of firms. The same offshore 

company could be registered in one jurisdiction, borrow money in another, have a subsidiary in 

the third country and fund its operations in the fourth one. 

TJN classifies secrecy jurisdictions based on their political subordination in five groups: 

1) US and its satellites like Panama; 

2) UK and its overseas territories including Cayman Islands, Jersey, BVI, and Bermuda; 

3) EU including Luxembourg, Germany, Belgium, Austria, Cyprus, and Gibraltar inside 

the EU, as well as Switzerland, Liechtenstein, Monaco, and Andorra; 

4) Asian havens - notably Singapore and Hong Kong, but also Macau and 

Malaysia/Labuan; 

5) uncategorized others like Dubai and Mauritius (Tax Justice Network n.d.). 

The most logical assumption is to classify offshore zones by economic conditions granted to 

non-residents. The first group of jurisdictions is the territories giving a liberation opportunity 

from payment of taxes. They are often called “pure offshores” or classical (Basargin 2008). For 

example, the BVI, the Cayman Islands. 

The next class of jurisdictions is those that provide the mode of privacy and quite low rates of 

a corporate tax. In this sense, a popular location was Cyprus which is not a classical offshore 
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any more today: in Cyprus the rate of a corporate tax became 10%. However, Cyprus continues 

to recognize services of nominal shareholders and directors in the registered companies for 

ensuring confidentiality to the real owners. 

The third group of jurisdictions is prestigious, generally, European countries in which a rate of 

corporate tax is high. But there is a favorable taxation for holdings. The Netherlands, Austria, 

Switzerland, Liechtenstein, Luxembourg, Great Britain and others treat such jurisdictions, in 

particular. At the same time, these jurisdictions also provide confidentiality to business owners. 

For example, in Austria at registration of a joint-stock company (AG) in the presence of two 

and more shareholders the register of shareholders remains closed. In the Netherlands, a trust 

company can act as a director and/or a shareholder of the registered company (Basargin 2008). 

Table 3: Tax classification of offshore jurisdictions 

Type Features Examples 

Classical No taxes BVI, Cayman Islands 

Confidential 
Low taxes 

Privacy 
Cyprus 

Prestigious 
No taxes for holdings and trusts 

Confidentiality 

Netherlands, Austria, 

Switzerland, Liechtenstein, 

Luxembourg, Great Britain 

Source: Basargin, 2008. 

In our thesis, we tend to classify offshore jurisdictions in a similar way – by economic 

conditions granted to non-residents. Thus, there are three types of jurisdictions namely: 1) 

‘classical’; 2) respectable; 3) low-tax. 
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2.2.1. Classical Jurisdictions 

In ‘classical’ jurisdictions’, companies are exempt from taxation in the country of registration 

if they do not receive income from local sources. In order to replenish the budget, the 

governments of these countries register companies without charging them any taxes. As a rule, 

these are small island states (Okunev 2017). The examples are British Virgin Islands, Belize, 

Cayman Islands, Bahamas, Marshall Islands, Malta, Panama, Mauritius, Dominica, Saint Kitts 

and Nevis, Saint Vincent and the Grenadines, Seychelles, Costa Rica, the Republic of Nauru. 

2.2.2. Respectable Jurisdictions 

The respectable offshore jurisdictions include the internal territories of a number of Western 

countries. For example, American state of Delaware, some cantons in Switzerland, Guernsey 

and Jersey, the Isle of Man, or individual European states in which the corporate tax rate is high 

enough. But there are other attractive tax regimes like the Netherlands, Austria, Liechtenstein, 

Great Britain, etc. 

In the most respectable offshore companies, the privacy of the company's owners is ensured. 

At the same time, the vast majority of prestigious offshore jurisdictions are members of the 

European Union, on the territory of which general directives and other normative acts are 

applied. For example, the law mandates banks to disclose information about their customers 

(Okunev 2017). 

However, countries such as Switzerland, Liechtenstein, Austria and the Netherlands apply such 

rules with reservations, as a result of which local offshore companies have a high degree of 

security of information, including with regard to the disclosure of such information to third 

parties and government authorities. In these jurisdictions, annual preparation and submission 
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of financial statements to registration or tax authorities are required. 

The main cases in which the use of respectable jurisdictions is justified are as follows: 

- holding structures; 

- outside and intra-group financing/royalty payments schemes; 

- trade operations in the EU, export-import; 

- asset protection and real estate sales. 

2.2.3. Low-tax Jurisdictions 

Low-tax jurisdictions are that grant foreign founders the right to pay taxes from activities 

carried out outside jurisdiction at a reduced rate. 

Registered companies are residents in the country of registration. Therefore, they are required 

to become a tax resident, keep accounts, file accounts and pay local taxes. Such companies are 

"transparent" for banks and partners and can take advantage of the double taxation treaties. The 

examples are Bulgaria, Hong Kong, Cyprus, Singapore, Estonia. 

However, as financial services are becoming increasingly diverse as a result of the liberalization 

of trade and technology, the concept of an offshore zone is shifting from the traditional focus 

on tax evasion toward the wide range of financial services, operations and the kinds of legal 

persons, such as offshore companies, funds, LLC, offshore banks and investment companies 

(mutual funds, securities trading companies, holdings, hedge funds, etc.). 

Features of offshore zones include providing specialized financial and legal services, such as: 

risk management, asset management, asset protection, tax planning, transfer of property by 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

16 

inheritance and real estate, insurance, and investment and trading platforms through offshore 

banks and institutions. The role of offshore zones, thus, far from being limited to the taxes.  

2.2.4. Offshore Companies Classification 

Van Koningsveld (2015) studied the criminal use of offshore centers. He identifies in passing 

four kinds of offshore companies (Unger 2017).  

1. International business companies are best known and resemble the offshore company in 

its classic form. This type of offshore companies is generally considered as the most 

often used in cases of money laundering, tax fraud, corruption and other criminal 

activities.  

2. Non-resident companies were introduced shorty after World War II with the rise of 

MNC and the start of international tax planning. Because offshore companies in this 

form were only exempted from taxes when the companies were managed abroad from 

the country of incorporation, this type lost popularity.  

3. Exempt companies were introduced as an alternative for non-resident companies. 

Exempt companies can be managed from abroad, in principle are subject to tax 

obligations in the country of incorporation, but are exempted under certain conditions. 

For instance, under Gibraltar's Exempt Company program, more than 8,000 offshore 

firms do not have to pay income tax (TransLegal n.d.). The exempt companies are 

popular on Cayman Islands. An exempted company (or limited duration exempted 

company) is the normal form of choice for collective investment vehicles registered 

there. 

4. Zero Tax Companies show a book profit and pay dividends to investors, but do not pay 

taxes. One of the favorite ways for companies to slash their tax bills is by setting up 
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foreign subsidiaries to make raw materials and components in countries with low tax 

rates. 

On the example of Cayman Islands, the differences between a non-resident company and an 

exempted company are as follows (LOWTAX n.d.): 

 an exempted Caymans company does not have to use Ltd or Limited in its name;  

 it may issue bearer shares in addition to registered shares, but they must be held by an 

authorized depositary;  

 it has to hold one directors' meeting a year in Cayman (but may use proxies);  

 it does not have to hold a shareholders' meeting in Cayman;  

 it need not file a list of shareholders annually, and does not even have to keep such a 

list;  

 it may obtain a Certificate of Tax Exemption (i.e. against any future Cayman taxation).  

By Gurgulia (2015), the following types of offshore companies are distinguished: non-resident, 

exempt, qualified, domiciliary, service, foreign sales, international, hybrid offshore companies 

and partnerships, as well as international business companies. Depending on the organizational 

and legal form, companies of a closed type, a Russian analogue of a closed joint-stock company, 

an open type company with limited liability, unlimited companies, holdings, corporations and 

other forms provided for by the law of each separate jurisdiction, are allotted. 

To conclude, the offshore jurisdictions classification is similar to the offshore companies’. 

However, the types of territories are more important since they provide the basic foundations 

of offshore activity in a form of favorable legislation. The companies’ categories play their roles 

in designing particular offshore schemes customized to the needs. 
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2.3. Offshores: Pros and Cons 

The essence of offshore activity is the sale of financial services to provide economic entities 

with preferential tax treatment. The concept of taxation is based on the principles of territoriality 

and residency, depending on the law applicable in a particular jurisdiction. In countries of 

common law, the principle of residency is used (Gurgulia 2015). 

Therefore, offshore schemes are not illegal. There are three main motives for using offshore 

jurisdictions: 1) not related to the commission of crimes; 2) due to the objectives of facilitating 

tax evasion; 3) connected with the commission of crimes. 

In any offshore scheme there are five parties being involved:  

1) a company willing to incorporate an offshore firm – resident company; 

2) a country where the company does the actual business – resident country; 

3) an offshore company that becomes a counterpart to the resident firm; 

4) an offshore jurisdiction and law firms located there that help non-residents to register 

an offshore company. 

Three of them, except the resident country, benefit from the scheme. Offshore jurisdictions are 

interested in capital attraction. Eventually, the issue of offshore schemes becomes a 

confrontation between developed and developing countries that do not have enough power to 

struggle with this phenomenon. It is a ‘Harmful Tax Competition’ (by OECD) between 

developed and developing countries, but also is recognized as an element of global competition 

for capital (Grigorieva 2016). Therefore, offshore activity has a dual nature combining 

international and national interests. 
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From a company’s point of view that exploits an offshore scheme, the following positive and 

negative sides of such activity are manifest. 

2.3.1. Advantages 

The offshore services imply providing the following benefits to businesses: 

- no or low taxation; 

- secrecy of ownership; 

- protection of the assets; 

- image of an international company; 

- ease of doing business. 

These advantages are possible due to the specific business environment in offshore jurisdictions 

characterized by: 

- political stability; 

- favorable taxation of non-residents; 

- simplicity and reasonable timeframes of incorporation. It leads to low cost of the 

offshore company at its purchase and annual maintenance; 

- simplified reporting procedures. It means that local legislation does not require the 

publication and submission of financial statements to regulatory authorities; 

- legislative support for anonymous ownership of a company. 

The most obvious advantage of using offshore companies is avoiding taxes. For example, in 

Russia the corporate income tax rate is 20%, but in the BIV there is no such tax (see Table 4). 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

20 

 

Table 4: Tax rates in various offshore jurisdictions 

Jurisdiction Number of 

agreement

s on 

avoidance 

of double 

taxation 

Existence 

of 

agreement

s with 

Russia 

Tax rate on income received 

by a foreign company in 

Russia, % 

Income 

tax rate 

receive

d in the 

territory 

of a 

foreign 

country, 

% 

VAT 

rate for 

sales 

on the 

territor

y of a 

foreign 

country

, 

% 

Dividend

s (min 

rate) 

Royalt

y 

Interes

t on 

loans 

Austria 40 Yes. 

Federal 

Law No. 

146-FZ of 

November 

26, 2002 

5 0 0 25 20 

BVI 2 No 15 20 20 0 0 

Hong Kong 4 No 15 20 20 17.5 No 

Dutch 51 Yes. 

Federal 

Law No. 

40-FZ of 

February 

2, 1997 

10 0 0 28 25 

Dominica 1 No 15 20 20 0 0 

Cyprus 28 Yes. 

Federal 

Law No. 

167-FZ of 

July 17, 

1999 

5 0 0 10 15 

Liechtenstei 3 No 15 20 20 0 7.5 
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n 

Luxembourg 41 Yes. 

Federal 

Law No. 

64-FZ of 

March 19, 

1997 

10 0 0 29.85 15 

Netherlands 52 Yes. 

Federal 

Law No. 

104-FZ of 

July 18, 

1998 

5 0 0 25.5 19 

Switzerland 48 Yes. 

Federal 

Law No. 

38-FZ of 

February 

2, 1997 

E 0 10 25-30 7.6 

Estonia 36 No 15 20 20 35.2 18 

Source: Kaverina et al., 2007. 

The next benefit is a high level of confidentiality that allows to conceal real business owners. 

Some jurisdictions establish a register of directors and shareholders closed for third parties. The 

privacy feature also allows to issue of bearer shares without mention the owner of company. To 

enhance the conspiracy, the beneficiary can use a nominal service and a general power of 

attorney that permits to perform administrative actions on behalf of the company. 

Financial stability and freedom in using various instruments are other advantages of exploiting 

offshore companies. Since the companies are incorporated overseas, they act as foreign firms, 

thus obtain the opportunities inherent for them. For instance, an access to international and 
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investment markets, an option to open accounts in global banks that leads to the ease of current 

transactions around the world. In some jurisdictions, the possibility of issuing shares to the 

bearer is provided. Besides, it is easier to buy-sell shares in the business through offshore firms 

due to advanced corporate governance services offered by registrars. 

The consequence arising from the fact that a Russian company is owned by an offshore firm is 

that this entity is essentially not Russian, but more a foreign organization. It means that the 

Russian affiliate can appeal to international court in order to defend its economic and trading 

interests. The issue is especially serious in Russia where judges could be bribed to make a 

favorable decision. 

Overall, with the offshore firms, Russian companies can significantly reduce the risks 

associated with the harmful business environment within the country in economic and political 

fields. 

2.3.2. Disadvantages 

Among the disadvantages the most notorious is a tight attention to offshore jurisdictions and 

companies incorporated there by international competent authorities. It could hurt business, 

particularly, company’s image. Many well-known companies and financial institutions have a 

distrust of the offshore companies and avoid doing business with them. Besides, classic 

offshores are blacklisted in many countries, among which there is Russia, and many banks 

refuse to open accounts for classic offshore companies, because of the bad reputation of such 

zones. It leads to the lower degree of trust on the part of banks and partners. 

Also the drawback is in not fully operational, and often not signed agreements on the avoidance 

of double taxation. This leads to the impossibility to carry out the necessary payments for 
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licensing and for the internal needs of the company as well as pay dividends. It can also lead to 

the problems with tax authorities of the state where the company operates. Therefore, 

beneficiaries should be carefully advised about the more appropriate jurisdictions to conduct 

business in. 

Another risk is to lose business that depends on local authorities and the actions of a nominal 

director. In that sense, the case of Cyprus in 2013 is remarkable. At that time, Cyprian 

government decided to froze the assets in non-liquid banks. By Katasonov (2014), it was a 

‘confiscation of deposits of Cypriot banks’. The deposits were supposed to use in one of the 

following ways: a) non-refundable grants; b) loans; c) investment (acquisition of shares). The 

situation did not seem like extraordinary. The similar circumstances were in New Zealand 

which government was pushing an analogous mechanism to address the problem of Cyprus 

banking bankruptcy investors divested part of their savings, which will be used to rescue the 

banks. 

In dealing with offshore schemes, there are also tax and financial barriers. The laws of some 

countries approve "black" lists of companies, deprived of tax benefits in collaboration with 

offshore jurisdictions. More and more states pass laws opposing the activities of the classic 

offshore companies on the grounds that such jurisdiction is used for money laundering and tax 

evasion. 

In many ways, the pros and cons of offshores depend on professionalism of companies engaged 

in incorporation of firms and their knowledge of laws. There are many possible scam companies 

in this industry. Thus, their business reputation and trust are the main indicators of high 

professionalism. 
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Eventually, there are more advantages than disadvantages of using offshore schemes. Therefore, 

the offshore services are more demanded now in the world, and many offshore jurisdictions has 

become popular nowadays. 
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3. International Practice of Offshoring 

In the previous chapter we provided the theoretical foundations of offshore activities, defined 

the phenomenon and classified offshore jurisdictions and companies. In the next pages we will 

evaluate the global offshore industry and list the most popular offshore territories. 

3.1. Scale 

The global integration of markets and capital has provided companies with more opportunities 

to incorporate their affiliates in locations with favorable tax, regulating and privacy policies. A 

“huge, secretive offshore industry” (Henry 2012) became a ‘dark side of globalization’ where 

offshores are the "nodes" through which the financial and investment flows of the global 

economy pass. For example, annual exports of capital from the Netherlands, Luxembourg and 

Ireland that are recognized as offshores is $10-12 trillion, which exceeds the export of capital 

from the United States. Out of 100 companies within the FTSE 100 (whose shares are traded 

on the London Stock Exchange and have the greatest capitalization), only two have no offshore 

“daughters”.  

By Gabriel Zucman (2015), at least $7.6 trillion of world's total financial wealth of $95.5 trillion 

was 'missing' (8%) in 2014 (Schwarz 2016). He estimated that the global tax revenue losses 

were $190 bln, $130 bln were lost through tax avoidance by US corporations (Zucman 2015). 

The offshore wealth and tax evasion distribution in 2014 are presented in Table 5. 

Table 5: Offshore wealth and tax evasion in 2014 

Region Offshore wealth 

in billion USD 

Share if financial 

wealth held offshore 

Tax revenue loss 

in billion USD 

Europe 2,600 10% 78 
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United States 1,200 4% 35 

Asia 1,300 4% 34 

Latin America 700 22% 21 

Africa 500 30% 14 

Canada 300 9% 6 

Russia 200 52% 1 

Gulf countries 800 57% 0 

Total 7,600 8% 190 

Source: Zucman, 2015. 

As mentioned previously, international organizations classify offshores into tax havens (THs), 

offshore or international financial centers (OFCs or IFCs), and secrecy jurisdictions (SJs) 

depending on specialization and different degrees of favoritism. For instance, “the Cayman 

Islands is well known for being home to hedge funds, lawyers and service providers. Bermuda 

is a world center for reinsurance. Gibraltar is home to e-gaming and motor insurance” (Fletcher 

2016). 

More often, the term ‘offshores’ relates to THs, since the idea of avoiding or reducing taxes was 

born with taxing itself. Then, many jurisdictions had transformed into OFCs, around the mid-

1970s, with the developing financial services that currently include international lending, 

deposits and foreign direct investments (FDI). For instance, OFCs’ share in FDI is estimated at 

30% in the world (Palan and Nesvetailova 2014). Today about 70 countries offer foreign 

investors the packages of offshore services. Dynamics of growth of this capital were the 

following: the 1980s - about $500 billion, the 1990s - about $1 trillion, at the end of 1996 the 
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capital reached $4-5 trillion, and in 1997 grew up to $6 trillion (Zhivetin 2017). 

Top-10 tax havens control 56% of the world market of offshore services (Economic Pravda 

2016). According to rating, on the first place in top-10 there was Switzerland. More than 51% 

of the operated assets in Switzerland are from abroad. The second place is by Hong Kong. The 

third position is taken by the US which have the largest share (19,6%) of the offshore services 

market. 

The emergence of offshore jurisdictions was caused by the following: 

- competition among territories to attract businesses by avoiding taxes and to stimulate 

their local economies; 

- developing own currencies as an alternative to Euro-dollar; 

- “historic and distortionary regulations on the financial sectors of industrial countries 

during the 1960s and 1970s” (International Monetary Fund 2000) that forced MNCs 

and banks to look for financial services overseas.  

The ancestor of modern offshore zones was Switzerland (Zaburskaya, Pabst and Butakova 

2013). First of all, the mode of the open sea register was legislatively fixed in Panama as well 

as an order of opening of confidential bank accounts in Switzerland, family funds in 

Liechtenstein, holding companies in Luxembourg and the Netherlands. The resident status for 

the first time was considered by English court in the 19th century, thereby having created a 

precedent on which a company is considered as a resident of the place where it has a registered 

office and where its directors live and control the company (Gurgulia 2015). 

Starting from attracting and developing favorable conditions for banks, by the end of 1990s 
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OFCs became more popular among corporate and individual clients with much less offshore 

banking. Now, offshores companies can be used for many purposes from reducing paying taxes 

or “taking advantage of a different legal regime to hiding the owner’s identity. They are often 

used as a means а owning another company” (Fletcher 2016) or for building a chain of firms 

with legitimate or illegitimate intents. 

The small countries that offer offshore services benefit from “income generating activities and 

employment in the host economy, and government revenue through licensing fees, etc.” 

(International Monetary Fund 2000). For such economies offshore services could be the main 

industry. 

Currently, as a part of globalization, offshore jurisdictions are competing for capital in a global 

scale supported by countries-market makers (US and UK). For example, the US initiative to 

compel Switzerland authorities to transfer information about US citizens was essentially 

activities to discredit Switzerland as a country with strong bank secrecy. The purpose was not 

to increase tax collection, but to redirect offshore capitals from Switzerland to other 

jurisdictions under the US control (Katasonov 2014). 

With regard to offshore business, it should be noted that all countries now, depending on the 

parameters of their involvement, appear on the world market either as offshore jurisdictions-

exporters of related services, either as onshore jurisdictions-importers or in both entities 

simultaneously. Naturally, the onshore jurisdiction, which has one or two offshore centers on 

its territory, loses less than the one on the whole territory of which the same high-tax business 

regime is established for all (Gurgulia 2015). 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

29 

3.2. Reasons 

Nowadays, digital technologies make a company’s functions more virtual than real. 

Corporations benefit from the global approach that was unimaginable 100 years before. One of 

the modern manifest opportunity is to avoid tax which is a basic concept of any government. 

However, from a company’s point of view, it is a way to increase revenue by lowering taxes 

which is called a ‘tax optimization’.  

The optimization has become possible due to wide spread of offshore jurisdictions. A company 

registered there, but not conducting the actual business, is exempt from paying taxes. The firm 

only has an office in such places with the small number of staff. On the other hand, the 

jurisdictions benefit from collecting registration and annual fixed fees, providing jobs for locals 

and accumulating funds. Many of such locations are small island territories for which offshore 

services are the essential source of funding. Therefore, there is a competition among them to 

attract wealthy clients both individuals and corporations by particular offerings. 

By IMF (2000), OFCs can be used in a variety of ways (more details are in Appendix 4), namely: 

 obtaining offshore banking licenses; 

 establishing offshore corporations or international business corporations (IBCs); 

 incorporating insurance companies; 

 as special purpose vehicles; 

 tax planning; 

 tax evasion and money laundering; 

 asset management and protection. 

These are services for wealthy clients to satisfy their needs in: 
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1) “anonymity for them, their families, and their business and political dealings; 

2) the ability to minimize the net present value of future taxes, net of tax avoidance 

costs; 

3) investment management, for those who still believe in it; 

4) ability to easily access and manage their wealth from anywhere on the planet; 

5) secure places to hang out, hide out and enjoy life; 

6) iron-clad financial security for their huge stocks of anonymously-owned, largely-

untaxed private assets” (Henry 2012). 

“Offshore investment funds, meanwhile, are often vehicles that pool together money from many 

investors, such as pension funds, university endowments and rich individuals before investing 

it, usually in mainstream financial markets” (Fletcher 2016). 

Overall, offshore services are tightly associated with their benefits as follows (Cassell 2016): 

- the potential to reduce a tax bill; 

- minimal maintenance requirements; 

- avoid being listed in public records; 

- strong lawsuit and asset protection; 

In general, the purposes that offshore corporations could be used for, can be divided into legal 

and illicit. For instance, the legal reasons are tax avoidance or to enjoy relaxed regulations. Tax 

avoidance or tax mitigation is legal, but immoral (Workman 1982). Among the illicit services 

are “money laundering and tax evasion. Tax evasion is illegal because it allows a person or 

business to intentionally avoid paying taxes” (VOA News 2016). However, often the line 

between tax mitigation and tax evasion is unclear. If a person wishes to avoid paying taxes, he 
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does it “either to hide income or as part of a complex scheme intended to conceal the true nature 

of a transaction” (Workman 1982) that could be interpreted as a kind of money laundering 

anyway. 

Who are the main customers of offshores? By Henry (2012), those are 6.5 billion wealthy 

people varying “from 30-year old Chinese real estate speculators and Silicon-Valley software 

tycoons to Dubai oil sheiks, Russian Presidents, mineral-rich African dictators and Mexican 

drug lords”. The offshore schemes are also beneficial in dealing with luxury goods as pieces of 

art, yachts or real estate that allows to avoid ‘unnecessary’ bureaucratic procedures and 

publicity (Becketko 2016). 

Among the firms, they are MNCs that reduce paying corporate taxes. By IRS, in the period 

1994-2004 US firms more than tripled their profits overseas by moving 60% of it to THs (US 

Internal Revenue Service 2008). Even the established tech giants like Amazon and Google are 

not averse to exploiting offshore schemes in order to mitigate taxes (Shaxson 2015). The famous 

case is related to Apple’s business that is being moved from one low-tax European haven to 

another (Mendelsohn 2017). 

Except tax avoidance, another popular offshore technique is “one called transfer pricing, 

employed by pretty much every multinational” (Shaxson 2015). The idea is to shift the major 

part of costs to a subsidiary located in tax haven that results in no paying taxes and transferring 

wealth from taxpayers to shareholders. The details how the scheme works are provided in 

Chapter 4 as an example of Russian companies practices. 

3.3. Consequences 

The effects of global offshoring are mixed. From business point of view, offshore activity is 
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beneficial. However, from a government’s point of view, it is a negative phenomenon. It 

strengthens the economic difference between developed and developing countries, leaving the 

latter less opportunities for growth. 

In general, the aftermath depends on one’s perspective. If looked at from the point of view of 

businesses incorporating offshore headquarters, the activity is full of adequate opportunities. 

The future success relies on the right match between these capabilities and companies’ needs 

regarding their particular businesses. In other words, there is no general offshore scheme, but a 

more customizable ‘blueprint’ that involves a good knowledge of corporate and tax legislations 

in the countries of doing business as well as international law. Besides, the mediators that help 

to design an offshore scheme are evaluated by their reputation since the offshore services are 

often related to secrecy.  

From the state’s perspective which the capital flee from, offshoring is a negative phenomenon. 

It results in the following. 

First, the country loses significant tax revenue. It means that the government is lacking of fiscal 

earnings to finance social expenditures. Due to the latter, the rate of accumulation in GDP is 

decreasing and, accordingly, the opportunities for investment in fixed assets are reduced, which 

inhibits the process of expanded reproduction. Often, such countries that are deprived of tax 

revenues are developing ones, while these capitals are transferred to developed nations. It 

further increases the difference between these countries leaving less opportunities for the 

developing nations to improve living standards.  

Second, there are prerequisites for money laundering in the country. Offshoring is a legal 

activity, however, it is often used for illegal purposes. For example, for laundering proceeds of 
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crime. 

Offshore company is like an ax or a knife: they are convenient to cut meat or chop wood, and 

at the same time it is possible to kill a person with this tool. The offshore company works in the 

same way: it can be used for good purposes (including for the state's purposes) or to the 

detriment of both owners and the state. Therefore, offshore companies must be used exclusively 

within the legal framework, for good purposes at least for the owner. 

From the standpoint of countries where the capital is heading to, offshoring is a positive activity. 

They prosper from capital inflow and providing local services to support the industry. Often, 

there is a requirement for non-residents to have a local office of a newly incorporated firm with 

minimum necessary employees. It is understandable, because many offshore territories are 

limited in their sources for economic development. Pacific or Caribbean Island States are such 

examples that are lacking of any resources. Other offshore jurisdictions are presented in the 

following section. 

3.4. Lists of Jurisdictions 

The offshore jurisdictions are commonly separated in two groups depending on the openness 

of shareholders list: 1) those that keep it closed; 2) those that maintain it open. For example, 

Bahamas, Virgin Islands and Saint Vincent do not provide the information on directors and 

shareholders, except for by a court decision (Table 6). 

 

Table 6: Comparative analysis of different offshore jurisdictions 
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Bahamas IBC 2 2 Yes No No No 

Belize IBC 1 1 Yes No Yes No 

Virgin 

Islands 

IBC 1 1 Yes No Yes No 

Seychelles IBC 1 1 Yes No Yes No 

Saint 

Vincent 

IBC 1 1 Yes No Yes No 

Samoa IBC 1 1 Yes No Yes No 

Cayman 

Islands 

Exempt 1 1 Yes No Yes No 

Cyprus PLC 

(Ltd) 

1 1 Yes Yes No Yes 

Hong Kong PLC 

(Ltd) 

1 1 Yes Yes No Yes 

Ireland PLC 

(Ltd) 

2 2 Yes Yes No Yes 

Gibraltar NRC 1 1 Yes Yes Yes Yes 

Liechtenstein AG 1 1 Yes Yes Yes Yes 
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Mauritius GBC1 1 1 Yes No No Yes 

GBC2 1 1 Yes No Yes No 

Panama SRL 1 3 Yes Yes Yes No 

Delaware 

(USA) 

Corp 1 1 No No No Yes 

LLC 1 1 Yes No No No 

Source: Lebedev, 2013. 

There are particular lists of jurisdictions designated by various international organizations as 

offshores. Depending on methodology, the list of offshores includes from 14 to 69 territories 

(International Monetary Fund 2000) (see Appendix 6). The combining list of the world’s OFCs 

and THs by OECD, FSF-IMF 2000 and TJN 2005 is presented in Table 7. It consists of 81 

jurisdictions, among which 49 are recognized as offshores at least by two organizations. 

Table 7: World’s tax havens and offshore financial centers 

Jurisdiction OECD FSF-IMF 2000 TJN 2005 

1. Andorra ■ ■ ■ 

2. Anguilla ■ ■ ■ 

3. Antigua & Barbuda ■ ■ ■ 

4. Aruba ■ ■ ■ 

5. Australia □   

6. Austria □   

7. Bahamas ■ ■ ■ 

8. Bahrain ■ ■ ■ 

9. Barbados ▼ ■ ■ 

10. Belgium □  ■ 

11. Belize ■ ■ ■ 

12. Bermuda ■ ■ ■ 

13. British Virgin Islands ■ ■ ■ 
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14. Canada □   

15. Cayman Islands ■ ■ ■ 

16. Cook Islands ■ ■ ■ 

17. Costa Rica  ■ ■ 

18. Cyprus ■ ■ ■ 

19. Dominica ■ ■ ■ 

20. Dubai   ■ 

21. Finland (Aland) □   

22. France □   

23. Germany (Frankfurt) □  ■ 

24. Gibraltar ■ ■ ■ 

25. Greece □   

26. Grenada ■ ■ ■ 

27. Guernsey, Sark & Alderney ■ ■ ■ 

28. Hong Kong  ■ ■ 

29. Hungary □  ■ 

30. Iceland □  ■ 

31. Ireland □ ■ ■ 

32. Isle of Man ■ ■ ■ 

33. Israel (Tel Aviv)   ■ 

34. Italy (Campione d'Italia & 

Trieste) 
□  ■ 

35. Jersey ■ ■ ■ 

36. Korea □   

37. Latvia    

38. Lebanon  ■ ■ 

39. Liberia ■  ■ 

40. Liechtenstein ■ ■ ■ 

41. Luxembourg □ ■ ■ 

42. Macao  ■ ■ 

43. Malaysia (Labuan)  ■ ■ 
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44. Maldives ▼  ■ 

45. Malta ■ ■ ■ 

46. Marshall Islands ■ ■ ■ 

47. Mauritius ■ ■ ■ 

48. Monaco ■ ■ ■ 

49. Montserrat ■ ■ ■ 

50. Nauru ■ ■ ■ 

51. Netherlands □  ■ 

52. Netherlands Antilles ■ ■ ■ 

53. Niue ■ ■ ■ 

54. Northern Mariana Islands   ■ 

55. Palau  ■  

56. Panama ■ ■ ■ 

57. Portugal (Madeira) □  ■ 

58. Russia (Ingushetia)   ■ 

59. Saint Kitts & Nevis ■ ■ ■ 

60. Saint Lucia ■ ■ ■ 

61. Saint Vincent & the 

Grenadines 

■ ■ ■ 

62. Samoa ■ ■ ■ 

63. San Marino ■   

64. Sao Tome e Principe   ■ 

65. Seychelles ■ ■ ■ 

66. Singapore  ■ ■ 

67. Somalia   ■ 

68. South Africa   ■ 

69. Spain  (Melilla) □  ■ 

70. Sweden □   

71. Switzerland □ ■ ■ 

72. Taiwan (Taipei)   ■ 

73. Tonga ▼  ■ 
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74. Turkey (Istanbul) □   

75. Turkish Rep. of Northern 

Cyprus 
  ■ 

76. Turks & Caicos Islands ■ ■ ■ 

77. United Kingdom, London   ■ 

78. Uruguay   ■ 

79. US Virgin Islands ■  ■ 

80. USA (New York) □  ■ 

81. Vanuatu ■ ■ ■ 

■ – Tax Haven OECD, TJN 2007 /Offshore Financial Centre FSF/IMF 2000. 

□ – OECD member country with potentially harmful preferential tax regime as distinguished 

by OECD 2000. 

▼ – No longer regarded a tax haven according to the OECD 2006. 

Source: TJN, 2007. 

OECD has its own black list of territories that have not concluded agreements with OECD 

countries on the exchange of tax information in the context of the OECD's fight against 

"harmful tax competition". The list was first released in April 2002 and includes countries such 

as Guatemala, Republic of Nauru, Republic of Niue. 

By Oxfam Fund (2016), there are “15 the world’s worst corporate tax havens” as listed in Table 

8. By the organization that is struggling for justice and against poverty and inequality, these 

jurisdictions “facilitate the most extreme forms of corporate tax avoidance, driving the race to 

the bottom in corporate taxation” (Oxfam Fund 2016). Interestingly, the Oxfam list includes 

such honorable countries like Netherlands, Switzerland and Singapore. 

 

Table 8. Oxfam’s ranking of the top 15 corporate tax havens. 
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Ranking Tax havens 

1 Bermuda 

2 Cayman Islands 

3 Netherlands 

4 Switzerland 

5 Singapore 

6 Ireland 

7 Luxembourg 

8 Curaçao 

9 Hong Kong 

10 Cyprus 

11 Bahamas 

12 Jersey 

13 Barbados 

14 Mauritius 

15 British Virgin Islands 

Source: Oxfam Fund, 2016. 

In addition to the international organizations’ black lists of offshore locations, there are also 

national catalogs. In case of Russia, the government specifies offshore jurisdictions in the lists 

of the Ministry of Finance, the Federal Tax Service and the Central Bank. The first consists of 

40 countries and territories, and the second one is more expanded including 111 countries и 22 

territories (Table 9). 
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Table 9. States and territories not providing exchange of information for the taxation 

purposes with Russia 

Federal Tax Service Ministry of Finance 

States Territories 

1. Angola 

2. Andorra 

3. Antigua and Barbuda 

4. Afghanistan 

5. Bahamas 

6. Bangladesh 

7. Barbados 

8. Bahrain 

9. Belize  

10. Benin 

11. Bolivia 

12. Bosnia and Herzegovina 

13. Brazil 

14. Brunei 

15. Burkina Faso 

16. Burundi 

17. Bhutan 

18. Vanuatu 

19. East Timor 

20. Gabon 

21. Haiti 

22. Guyana 

23. Gambia 

24. Ghana 

25. Guatemala 

26. Guinea 

27. Guinea-Bissau's 

28. Honduras 

29. The State Of Palestine 

30. Grenada 

31. Georgia 

1. Anguilla  

2. Aruba  

3. Bermuda  

4. the British Virgin Islands  

5. Virgin Islands (United 

States)  

6. Gibraltar  

7. Greenland  

8. Guam  

9. China: Hong Kong S.A.R. 

special administrative regions 

(Hong Kong) and Macau 

S.A.R. (Macau)  

10. the Union of Comoros: 

Anjouan island  

11. Malaysia: Labuan island  

12. Montserrat  

13. Curacao (Netherlands) 

14. the Republic of Niue 

15. Puerto Rico 

16. The Cayman Islands 

17. the Cook Islands 

18. The Turks and Caicos 

Islands  

19. Separate administrative 

units of the United Kingdom 

of Great Britain and Northern 

Ireland: 

the Isle of man and Channel 

Islands (Guernsey, Jersey, 

Sark, Alderney) 

1. Anguilla 

2. The Principality of 

Andorra 

3. Antigua and Barbuda  

4. Aruba   

5. the Commonwealth of 

the Bahamas   

6. the Kingdom of 

Bahrain  

7. Belize 

8. Bermuda 

9. Brunei Darussala10. 

Republic of Vanuatu 

11. the British Virgin 

Islands 

12. Gibraltar 

13. Grenada 

14. the Commonwealth 

of Dominica 

15. People's Republic of 

China: 

-  Special Administrative 

Region Hong Kong 

S.A.R. (Hong Kong);  

- Special Administrative 

Region Macau S.A.R. 

(Macau) 

16. the Union of 

Comoros: 

- Island of Anjouan 

17. Republic of Liberia  
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32. Djibouti 

33. Dominica 

34. Dominican Republic 

35. Congo 

36. Zambia 

37. Zimbabwe 

38. Jordan 

39. Iraq 

40. Yemen 

41. Cape Verde Is 

42. Cambodia is 

43. Cameroon 

44. Kenya 

45. Kiribati 

46. Colombia 

47. Comoros Islands 

48. Costa Rica 

49. Côte d'Ivoire is 

50. Laos 

51. Lesotho 

52. Liberia 

53. Liechtenstein 

54. Mauritius 

55. Mauritania is 

56. Madagascar 

57. Malawi 

58. The Maldives Is 

59. The Marshall Islands Is 

60. Mozambique is 

61. Principality of Monaco 

62. Myanmar 

63. Nauru 

64. Nepal 

65. Niger is 

66. Nigeria 

20. St. Maarten (Dutch part  

21. Taiwan 

22. Faroe islands 

18. the Principality of 

Liechtenstein 

19. The Republic of 

Mauritius 

20. Malaysia: 

- Island Labuan  

21. The Republic of 

Maldives 

22. The Republic of the 

Marshall Islands   

23. Monaco Principality 

of Monaco 

24. Montserrat 

25. the Republic of 

Nauru 

26. the Republic of Niue 

27. the United Arab 

Emirates 

28. Cayman Islands 

29. the Cook Islands 

30. The Turks and Caicos 

Islands 

31. The Republic of 

Palau 

32. the Republic of 

Panama 

33. Republic of Samoa 

34. the Republic of San 

Marino 

35. Saint Vincent and the 

Grenadines 

36. Saint Kitts and Nevis 

37. Saint Lucia 

38. Separate 

administrative units of 
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67. Nicaragua 

68. U.A.E. 

69. Oman 

70. Pakistan 

71. Palau 

72. Panama 

73. Papua New Guinea Is 

74. Paraguay 

75. Peru 

76. Republic of Congo 

77. Rwanda is 

78. El Salvador 

79. Samoa 

80. San Marino 

81. Sao Tome and Principe 

82. Swaziland is 

83. Seychelles 

84. Senegal 

85. Saint Vincent and the 

Grenadines 

86. Saint Kitts and Nevis 

87. Saint Lucia 

88. Solomon Islands 

89. Somalia 

90. Sudan 

91. Suriname 

92. Sierra Leone 

93. Tanzania 

94. Order 

95. Tonga 

96. Trinidad and Tobago 

97. Tuvalu 

98. Tunisia 

99. Uganda 

100. Uruguay 

the United Kingdom of 

Great Britain and 

Northern Ireland: 

- Isle of Man;  

-The Channel Islands 

(Guernsey, Jersey, Sark, 

Alderney);  

39. Curacao and Sint 

Maarten (Dutch part) 

40. The Republic of 

Seychelles 
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101. Micronesia 

102. Fiji 

103. CAR 

104. Chad 

105. Ecuador 

106. Equatorial Guinea 

107. Eritrea 

108. Estonia 

109. Ethiopia 

110. South Sudan 

111. Jamaica 

Source: Ministry of Finance, Federal Tax Service of Russia. 

The CBR categorizes offshore zones into three groups: 1) of high level of financial control; 2) 

“classical” offshores; 3) suspicious jurisdictions (Table 10). 

Table 10. CBR offshore zones list 

Category Offshore zones 

High level of 

financial control 

Guernsey, Jersey, Sark, Maine, Ireland, Malta, Hong Kong S.A.R., 

Switzerland, Singapore and Montenegro 

“Classical” 

offshores 

Antigua and Barbuda, Bahamas, Barbados, Bahrain, Belize, 

Grenada, the Commonwealth of Dominica, Costa Rica, the 

Principality of Monaco and others, as well as a number of British 

dependent territories: Anguilla, Bermuda, the British Virgin Islands, 

Gibraltar, the Cayman Islands. In this same list has two States of 

North America-Wyoming and Delaware 

Suspicious 

jurisdictions 

Andorra, Anjouan, Aruba, Fiji, Liberia, Liechtenstein, the Marshall 

Islands, Nauru 
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Source: Central Bank of Russia. 

This list serves to regulate the opening of the Russian correspondent accounts in foreign 

financial institutions. If the partner bank is located in the state of the second or third group, it 

must meet a number of requirements: for example, have own funds of at least 100 million euros 

(this should be confirmed by an independent auditor), or enter a list of 500 largest banks in the 

world.  

In addition, when transferring money to organizations located in the first group of zones, the 

reserves are not required, for the second category – 25% and for the third – 50% of the amount 

of remittance.  

Comparing Russian lists to international, it is noticeable that Russian government recognizes 

more offshore jurisdictions in tax collection, considering ‘classic’ offshores on par with 

respectable. The Ministry of Finance list primarily includes ‘classic’ offshores that are infamous 

for being exploited for money laundering. Eventually, there is no a united official list of offshore 

jurisdictions among Russian authorities as well as international organizations. 
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4. Offshore Schemes in Russian practice 

In the previous chapter, we described the current situation in global offshore industry and 

provided the lists of common offshore jurisdictions. In this section, the offshore activities of 

Russian business will be reviewed along with the most common offshore schemes in use. 

4.1. Scale 

To appreciate the prevalence of offshore schemes in Russian large business, it is noteworthy 

that in 2010-2012, “10% of Russian companies with revenues of 1 billion to 30 billion RUR 

are controlled by offshore owners. If business income greater than 30 billion RUR, whereas in 

20-25% of companies have parent holding in foreign jurisdictions” (Nasonov and Vavilova 

2014). In 8 cases out of 10, there are Cyprian co-owners. The largest companies like “Lukoil”, 

“Severstal”, MMK, “Mechel”, NLMK, "Uralkaliy", “Baltika" and some Gazprom’s firms are 

all with offshore co-owners with the share from 5% to 100% (Mirkin 2012). 

To investigate the offshore nature of Russian public companies, we use the list of 500 largest 

companies by revenue in the country rated by RBC called ‘RBC 500’. Among those 500 

companies there are 87 state-owned firms that have to be registered in Russia. From the last 

413 companies, 152 are incorporated in the country, 183 are registered overseas, and 38 firms 

are registered in foreign jurisdictions through "shell companies". One firm is foreign, and 40 

did not disclose their jurisdiction (Igumenov 2015). Therefore, the majority of Russian large 

companies operate through offshore firms.  

By Henry (2012), over the past two decades $798 billion were exported from Russia to offshore 

jurisdictions. It is the second volume of funds after China which export of capital to offshores 

is estimated in $1189 billion. 
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In 2009-2013, by CBR data, the main countries that received Russian FDI were Cyprus (37%), 

BVI (13%) and Netherlands (13%) (see Appendix 11). The next closest countries were the US 

and Luxemburg (each with 3% of funds). In 2013, around 2/3 of such FDI went to BVI, 

Switzerland, Cyprus and Bermuda (Inosmi.ru 2015). For instance, only BVI received $60.1 bln 

from Russia in 2013, while the Islands’ own GDP is less than $1 bln (Inosmi.ru 2015). These 

data indicate that Russian large companies actively exploit offshore schemes and use these 

jurisdictions to hide their capitals.  

By Ermolov (2013), in 2000-2012 the average rate of capital flight from Russia is estimated in 

9.5% of GDP. The Chief of CBR, Sergey Ignatiev, in 2013 was perplexed with that phenomenon, 

because the majority of developing economies had experienced capital inflows at that time. By 

Ignatiev, developing countries were lacking of capital while developed ones had its abundance 

(Banki.ru 2013). But in case of Russia which was comparable to Brazil, Turkey and Poland, it 

was not the same. Therefore, the reasons for that were not economic, but more related to the 

business climate. 

In 2014, the international economic sanctions introduced against Russia and the significant 

devaluation of the ruble led to the increased capital flight. That year it was the largest since 

1994, $152.1 bln (Figure 2). 
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Figure 2: Capital outflow and inflow in 1997-2016, bln USD 

Individuals’ share in capital outflow is minor. For example, from January to September 2016, 

individuals from Russia deduced $26 billion. Most of all – to Switzerland ($4 billion). The 

average amount of one transfer from Russia to Monaco was $188,599. 

The official forecast for years 2017-2018 is that the capital flight will decrease to $12 bln in 

2017 and $13 bln in 2018-2019 (Interfax.ru 2017). The idea is that there is nothing to outflow 

from the country and the amounts will be less based on the ruble devaluation. 

With the decreasing capital outflow, Russia experiences the decline in FDI from other countries. 

Since 2013, these investments are declining steadily (Appendix 12). 

By CBR data, in 2015 the main countries-partners that made FDI to Russia were Bahamas ($5.1 

bln), BVI ($2.2 bln), Jersey ($2.1 bln), Bermuda ($1.7 bln), France ($1.7 bln), Germany ($1.5 

bln) and UK ($1.1 bln). On the other hand, the countries with a negative balance а payments 

were Cyprus (-$7 bln) and Luxemburg (-$5.8 bln). Interestingly, Russia’s main partners are 

clearly offshore jurisdictions that seems to be weird for such significant and promising economy 

like Russian. Cyprus, the Netherlands, BVI account for up to 60% of Russian imports and 

exports of FDI (Kvashnina 2014). One of the possible explanations is that the outgoing capital 
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returns back in the form of FDI. However, the return of capital from these countries takes place 

mainly in loan form (loans from the co-owners of enterprises), and not in the form of 

investments in fixed assets, and in fact does not contribute to the inflow of new technologies 

and modernization of domestic production. It is a turnover of Russian capital across the 

countries. For instance, in 2013 due to banking crisis in Cyprus, according to the Bank of Russia, 

FDI from Cyprus grew by $10 bln (6 times) compared to 2012, from the British Virgin Islands 

by more than $ 6 bln, (3.7 times) (Kvashnina 2014). 

4.2. Reasons 

The purpose of using offshore companies by Russian business differs from that of the Western 

corporations. The latter incorporate their subsidiaries in offshore jurisdictions to minimize 

paying taxes. In that sense, the subsidiaries become profit accumulation centers. This is not the 

main motivation for Russian firms, because the revenues from the assets abroad are less than 

those generated by resident businesses (Ermolov 2013). Russian companies exploit offshore 

schemes to protect their assets within the country (Katasonov 2014) (Nasonov and Vavilova 

2014). Particularly, Russian firms act oppositely: there is a maternal company registered in 

offshore jurisdiction with the subsidiaries doing the actual business in Russia. This scheme aims 

to protect ownership and to provide an effective control over the assets in the country 

(Katasonov 2014). Constantly increasing social inequality and, as a consequence, the political 

instability, its unpredictability, the criminalization of the economy and corrupt authorities, 

unresolved ownership relations are the main reasons why Russian businessmen prefer offshore 

jurisdictions, thus ensuring greater safety of assets (Heifetc 2008). Personal safety is also a 

crucial point in Russian business environment. Thus, offshore companies are demanding due to 

their confidentiality over the ownership. 
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Often, offshore activity relates to creating offshore traders that become centers for profit 

concentration. They are created not only by private firms, but also by the state-owned 

businesses. For example, until recently the most active company was a Dutch oil trader 

“Gunvor”, which held up to 80% of exports of the state-owned largest oil manufacturer 

“Rosneft”. 

Offshore companies also act as a means to obtain additional sources of funding through 

placement on foreign markets of shares and corporate bonds. 

The most unique reason of going offshore for Russian businesses is re-investing to the country. 

Previously left capital comes back to Russia in the form of credits and loans. Thus "foreign" 

investors are trying to protect their investments in disadvantaged for them circumstances with 

the help of international courts. 

When we talk about the reasons for using offshore schemes, the activity itself is legitimate. But 

in Russia it has non-conventional application and can be evaluated as ‘shady’ patterns. 

4.3. Common Schemes in Use 

A typical Russian offshore scheme is as follows. A business owner incorporates an offshore 

parent company in a chosen jurisdiction. It is done with the help of law firms-mediators that 

could be located in Russia or in the offshore jurisdiction directly. The offshore company 

becomes an owner of Russian business, and the latter is a subsidiary. The affiliate conducts all 

operations in the country, while the parent company is used to control the assets and accumulate 

profit overseas. The lead firm’s control is established by participating in capital and providing 

loans. At the same time, the parent company could be owned by another offshore company 

registered in different territory and so on to conceal end beneficiaries. There is therefore an 
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international holding that eventually is resided in respectable jurisdiction like the Great Britain 

or Netherlands benefiting from the company’s non-resident status. Dealing with the European 

jurisdictions allows to reduce the total taxation of the holding to 5% of the total profit instead 

of 20% in Russia where the holding is conducting the actual business. 

Figure 3 demonstrates the legal subordination and funds flow in within the international holding. 

 

Source: Kaverina et al., 2007. 

Figure 3: Structure of an international holding 

As a result, a holding structure is designed to reduce profit tax (see the "Structure of an 

International Holding" scheme). The taxation arises from the Cyprus purchasing company 

(10%), the Netherlands management company (5%) and the Russian custodian of assets (24%). 

Since the Dutch company will have the main income, the total taxation will be slightly higher 

than 5% of the total holding's profit. 

At the same time, there are additional opportunities for tax optimization. So, the base for income 

tax can be reduced through the lending from the Cyprus company to the Russian since interest 

reduces the tax base. In Cyprus, interest is taxed at a rate of 10%, but according to the Cyprus 

Income Tax Law of 2002, the tax is levied only on half of the received interest (that is, in fact, 
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5% rate). 

However, the most common pattern is a transfer pricing. It is the method used to sell a product 

from one subsidiary to another within a company. Thus, the Russian subsidiary sells a product 

to its parent company overseas at the minimum price. After that, the lead company sells the 

product at a market price that allows to accumulate the main profit on the parent company’s 

account. Due to the absence of corporate taxes in the jurisdiction, the offshore parent company 

does not pay taxes. The affiliate pays the minimum taxes in Russia or even avoids paying it as 

well based on the double taxation treaties between the countries, if it is the case. 

There are various ways to deal with different offshore jurisdictions. Some areas are suitable for 

foreign trade, some are for property management, others are for money saving. Below are the 

most popular offshore schemes offered by various legal firms that act as mediators in registering 

an offshore company. 

4.3.1. Export-Import 

Offshore schemes are ubiquitous in export and import operations by Russian businesses. 

The export scheme uses a ‘re-invoicing’ that is an overestimate or understating of a price. The 

essence is in acquisition of the exported goods by offshore company at the lowest price and 

resale it to the final buyer at the market price. The main profit remains in the offshore company. 

In fact, goods are moved directly from the seller to the final buyer, but all financial flows are 

passing through the offshore company. 
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Figure 4: Export offshore scheme 

In the import scheme goods are imported to Russia through an offshore company with increase 

in the price to reduce the profit of Russian firm, or reduction of price liable to substantial import 

duties. In this case, the consideration of customs value should be careful: too low price leads to 

growth of the income tax, and too high – to growth of customs payments. 

 

Figure 5: Import offshore scheme 

Inclusion of an offshore company in export-import operations allows Russian firms to optimize 

the VAT. When a Russian company purchases goods for export, it pays the VAT which the 

government undertakes to return after a while. In case of signing an agreement on behalf of the 

offshore company, the Russian company does not pay the VAT. 
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4.3.2. Agent 

The agent scheme is a bunch of a classic offshore company and a company from a prestigious 

European jurisdiction. Most often, the agent is an English company Ltd. Such a scheme is 

designed to ensure that money is paid not directly to an offshore, but through a European 

company with a good reputation, which is not included in the "black lists" of offshore 

jurisdictions. 

As an example, let us consider a British agent company. The point is in signing an agency 

agreement between an offshore company and the Ltd company of Great Britain. The offshore 

company instructs the British agent company to buy and sell the product at its own expense, 

but on behalf of the agent. At the same time, the agent keeps to itself 8-10% of the cost of goods 

as an agency fee, and transfers the rest to the offshore partner. Thus, the taxation in England is 

minimized. This scheme excludes any participation in the offshore transactions, because the 

agent is obligated not to disclose the principal. The important notice is that an offshore company 

and a company in Great Britain should not belong to the same beneficiary. 

 

Figure 6: British agent offshore scheme 

The agent scheme at trade within Russia works in the following way. Goods and money pass 
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through a Russian company that acts as an intermediary and at the same time as an agent of a 

Cyprus company. The agent earns fee 5% of the turnover, but the main profit is listed to the 

Cyprus company. According to the Agreement about avoidance of double taxation between 

Russia and Cyprus, the Cyprus company pays 10% tax from the income. Further, there are 2 

possible options of the scheme: 

1) overestimate of costs of the Cyprus company to reduce its income; 

2) the Cyprus company could be an agent of another offshore company, therefore, taxes are 

levied from 5% of remuneration of turnover. As a result, the profit accumulates in another 

offshore company. 

 

Figure 7: Russian agent offshore scheme 

4.3.3. Construction 

There are two types of this scheme. In the first case, the Cyprian company plays a role of a 

contractor receiving a full payment for construction services from a customer. The Cyprian 

company and a Russian company sign a contract according to which the Russian company acts 

as subcontractor and carries out all construction works. All financial flows come through the 

company of Cyprus. As a result, the subcontractor earns nothing, or its profit is small, therefore, 
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taxes are also insignificant, and all real profit remains at the offshore company. 

 

Figure 8: Construction offshore scheme: Type 1 

In the second case, a Russian company acts as a contractor and companies of Cyprus are as 

subcontractors. The customer transfers funds to the Russian company for services in full. The 

Russian company, in turn, distributes work between subcontractors. The net profit will be on 

the accounts of the Cyprian companies. 

 

Figure 9: Construction offshore scheme: Type 2 

4.3.4. Manufacturing 

In this scheme an offshore company orders production of goods and compensates costs at the 

minimum price. The producer ships goods to a company-agent which on behalf of the offshore 

company sells the goods, transfers profit and earns its minimum reward. Other money is 
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transferred to the offshore company. Thus, including an offshore company as an intermediate 

link in the chain ‘manufacturer-seller’, main profit is accumulated on accounts of the offshore. 

Besides, the offshore company can be used to import raw materials to minimize costs. 

 

Figure 10: Manufacturing offshore scheme 

4.3.5. Transport 

In the transport scheme a company-carrier is registered in an offshore jurisdiction and works 

through agents in different countries. The agent is necessary for obtaining licenses and 

permissions for transportations, the conclusions of agreements with partners. Nominally, carrier 

of goods is the offshore company that when using the agreement on avoiding of double taxation, 

allows to minimize taxes legally. Actually, goods are transported by the company-agent in the 

resident country for the minimum remuneration, from which it pays taxes. All major payments 

come through the agents and then to the offshore company which fixes all profit. 
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Figure 11: Transport offshore scheme 

4.3.6. Services 

This services scheme is very popular for money laundering. Company which needs to cash the 

capital or just to increase expenses for reduction in tax, transfers money to an offshore company 

under the agreement on rendering any services. Frequently, it is very uncertain services, for 

example, consulting, research, project, developmental works, and also marketing and 

promotion services. When the money is transferred, costs belong on cost value of the goods 

made and are written off, the income tax decreases too, respectively, and in the offshore 

jurisdiction it is possible to cash transferred amount freely. The fact of rendering services is 

confirmed by the Act about the works executed, and it is practically impossible to really check 

it. 

 

Figure 12: Services offshore scheme 
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4.3.7. Credit and interest 

A resident company obtains a credit in bank to finance a foreign trade contract signed with an 

offshore company. The funds are transferred to the offshore and used there until it is allowed 

by law. For example, half a year. Then, the money is transferred back, for example, because of 

impossibility to satisfy terms of the contract. The credit is repaid. But during its use, the offshore 

company earns good profit from this money. 

 

Figure 13: Credit offshore scheme 

The offshore scheme is also applied at interest payment on the credit. The principle of this 

scheme is in interest payments by a Russian company on the credit issued by a Cyprian 

company which are not subject to the taxation based on the current agreement on avoidance of 

double taxation. In turn, the Cyprian company pays interests on the credit issued by another 

offshore company. The tax on the income in Cyprus is not levied. 

 

Figure 14: Interest offshore scheme 
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4.3.8. Royalty 

An offshore company develops a trademark and registers it in patent office of the resident 

country, the licensing rights are owned by the offshore company. Further, the licensing rights 

on use of the trademark are transferred to the resident company (or at first to other offshore 

company and then to resident), and it pays a royalty. The point is that the royalty is not taxed 

and arrives into accounts of the offshore, costs for royalty payment are charged to production 

and belong to the costs that in turn reduces the income tax. 

 

Figure 15: Royalty offshore scheme 

4.3.9. Incorporation and dividends 

It is a favorite scheme of foreign investors. Let's say we want to create an enterprise with the 

foreign capital in the resident country. For this purpose, the offshore company incorporates the 

resident subsidiary with use of the foreign capital. Dividends payed to the offshore company 

will be taxed, but these taxes will be much lower than those in the resident country. 

In case of Russia-Cyprus relations, a parent company in Cyprus registers a Russian subsidiary 

with the prevalent foreign capital. The dividends paid by the subsidiary are only taxed in Cyprus 

at rate 5% according to the current agreement on avoidance of double taxation. Thus, using an 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

60 

offshore company, it is possible to minimize the taxation of dividends. 

 

Figure 16: Dividends offshore scheme 

4.3.10. Prepayment 

To make an advance payment, it is necessary to sign an import agreement of any goods or 

services between an offshore company and a resident firm. Often, the advance payment is 100%. 

The resident company wishing to bring the capital out of the country transfers such an advance 

payment to the offshore-ephemeral company. However, the latter does not deliver goods or 

service. Then, the resident company formally files a lawsuit against it. The court makes a 

decision for benefit of the claimant, but there are no real mechanisms to force the offshore 

company to execute this decision, because all funds had been cashed before. As a result, the 

resident company has the uncollectible accounts payable which can be written off for gross 

expenses, having underestimated profit. After that, the offshore short-term company is closed. 
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Figure 17: Prepayment offshore scheme 

4.4. General Characteristics of Offshore Schemes 

As seen, the offshore schemes are various depending on businesses’ needs and circumstances. 

However, there are general characteristics of them. First, any pattern includes an offshore firm 

that acts as a paternal company. It incorporates a subsidiary in the resident country officially or 

not. Second, the ownership allows the offshore headquarters to provide a basis for assets 

withdrawal or cashing up. Based on that, the resident company’s payments to the offshore 

partner are different. Third, simultaneously, the “offshore-resident companies” bunch is used to 

optimize taxes. To continue, the scheme often includes the second or more offshore companies 

to avoid any taxes eventually depending on in which jurisdiction it is realizable. Ideally, there 

should be an agreement on avoidance of double taxation between those jurisdictions. The 

universal offshore scheme is presented in Figure 18. 

 

Figure 18: Universal offshore scheme 

Overall, in any offshore scheme should be a basis for future payments from the resident 

company to its offshore lead firm. As a justification for that, it can be various agreements on 

agent activity, lending, providing services, trading etc. As purposes, the offshore schemes are 

designed to reduce taxes, withdrawal funds, cashing, and assets protection under the 

international legislation. All of these are often associated with the ownership confidentiality. 
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4.5. Consequences 

The consequences of offshorization in Russia are primarily the same as in the world. The 

government is lacking of funding to finance social obligations due to the less tax collection. 

However, there are the country’s peculiarities related to the reasons why companies conduct an 

offshore activity. In Russian business environment, the main reason is to protect assets from 

being seized by other market players and even by the authorities. Therefore, companies tend to 

incorporate their headquarters in a form of offshore firms as the actual business owners. That 

aspect lead to the different consequences not typical for other countries. 

First, the scale of offshorization is much more massive than the global average. For example, 

the US is estimated to have 4% of its corporations to exploit offshore schemes. In Russia, up to 

96% of large companies are involved in such patterns, because nobody wants to be left without 

his property. It is more important as business is more successful that makes it more appealing 

for capture.  

Second, the issue of losing control over the strategically important corporations appears to be 

acute. As mentioned previously, in Russia even the iron and steel industry is owned by overseas 

firms though the foreign ownership of large steel companies. The same situation exists in oil 

industry in which main sales abroad are passing through offshore firms. 

Third, the national economy suffers a lot because of the offshorization. Essentially, the 

phenomenon is a capital flight from the country. Its negative effects are less available resources 

for investment, limited economic growth, strengthened the influence of external conditions and 

the risks of unfavorable development. This situation is further aggravated by the accelerated 

emission of money and financial instruments by leading countries as a means of overcoming 
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the crisis and reviving their own economy. 

The export of capital in significant amounts negatively affects the balance of payments of 

Russia. For a long time, the positive balance of the trade balance, due to the excess of exports 

over imports, was blocked by a negative balance of capital flows for current operations (capital 

accounts and financial instruments). As a result of the significant capital flight intensifies the 

problem of lack of capital inside the country for investment in the real sector of the economy. 

It also stimulates high rates of bank loans, well above the rate of inflation, even taking into 

account possible banking risks. As a result of the increased demand is generated for cheaper 

international credit and investment resources. Using offshore parent companies, the 

international funding sources become more accessible for Russian businesses. It can be both 

investments in share capital and loans. The credit is granted bail. Thus, expensive property can 

be removed from the Russian jurisdiction and transferred to offshore companies. 

When it comes in the form of the shares acquisition or other investments in the share capital, it 

is a transition of the Russian company to an offshore jurisdiction. Such situation can lead to 

loss of control over the key industries of the national economy.  

Large-scale capital outflow affects the dynamics of key macroeconomic indicators of Russia 

and quality characteristics of the economy, which in turn affects the rating change Russia's 

competitiveness in the global scale. In other words, the country becomes less attractive for 

foreign investors.  

The outflow of capital indirectly affects the dynamics of the exchange rate, which stimulates 

the growth of consumer prices due to the significant share of imports in retail goods. As a result, 
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high inflation remains in Russia for a long time, which reduces consumer demand and 

ultimately affects the overall standard of living of a large mass of the population, increases the 

proportion of the poor, etc. 
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5. Offshore Business Cases from Russia 

In the last chapter we described the scale of offshore activity realized by Russian large 

companies and provided the common offshore schemes utilized by them. In this section, we 

will give three particular examples of real Russian firms how they are involved in specific 

offshore schemes. 

5.1. Alfa-Bank 

5.1.1. Company Profile 

Alpha-Bank is one of the largest banks in Russia. It serves over 255,000 corporate and more 

than 13.6 mln individual customers. The bank issued over 6 mln bank cards. As part of payroll 

projects the bank issued more than 1.3 mln cards in 2014. 

In Russia and abroad the bank runs 804 offices and branches, including a subsidiary bank in the 

Netherlands (Amsterdam Trade Bank N.V.) and Baltiyskiy Bank PJSC. In Russia, the bank 

operates 351 offices for households.  

By its assets, Alfa Bank ranks the 8th in the Banki.ru rating (Banki.ru) with the net assets 2.3 

tln RUR as of November 2016.  

Russia-based Alfa-Bank is the core of banking group “Alfa-Bank” that also comprises 

businesses operating in Kazakhstan, Ukraine, Belarus, the Netherlands, the United States, the 

UK and Cyprus. The banking group retains the position of one of the largest private banks in 

terms of total capital, credit portfolio and client tools. It is on the list of top 10 systemically 

important credit institutions, which was published by the CBR in the second half of 2015. 
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5.1.2. Ownership Structure 

As of October 2016 the bank’s shareholders were AB Holding JSC (99.89%), which is owned 

by Alfa Group’s ABH Financial Ltd. (Cyprus). The latter is controlled by ABH Holdings S. A. 

(Luxembourg), and the remaining 0.11% is in the hands of Alfa Capital Holdings (Cyprus) Ltd. 

The beneficial owners of ABH Holdings S. A. (Luxembourg), the main owner of ABH 

Financial Ltd., are Alfa Group’s co-owners Mikhail Fridman, German Khan and Alexey 

Kusmichev (holding 32.86%, 20.97% and 16.32%, respectively), and also the banking group’s 

board chairman Pyotr Aven (12.40%), and Andrey Kosogov (3.67%). A 9.9% stake is held by 

UniCredit S.p.a. (the shares are publicly traded), and another 3.87% interest is controlled by a 

charity fund that was established under the laws of the Cayman Islands (the shares are held on 

trust management terms in favor of charitable organizations). 

 

Source: Alfa-Bank. 

Figure 19: Alfa-Bank ownership structure 

The main activity of the group is banking on the territory of Russia, the Netherlands, Ukraine, 
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Kazakhstan and Belarus. As of December 31, 2015, the Group consisted of sub-holdings 

represented by the following holding companies: ABH Financial Ltd., operating primarily in 

Russia and the Netherlands; ABH Ukraine Ltd.d, operating in Ukraine; ABH Kazakhstan Ltd., 

operating in Kazakhstan and ABH Belarus Ltd., operating in Belarus. The company is 

registered at the following address: 3 Boulevard du Prince Henri, L-1724 Luxembourg, Grand 

Duchy of Luxembourg. 

5.1.3. Offshore Scheme in Use 

In this particular case, the company uses a chain of offshore firms to form an international 

holding. In 2012, the group had even more complicated ownership structure (Figure 20). 
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Figure 20: Alfa Group structure in 2012 

Since that, it was simplified. Generally, the more transparent the structure of owners of a bank, 

the more expensive it is worth to a potential investor and customer. But essentially the Alfa-

Bank’s offshore scheme through Cyprus and Luxemburg remains the same. To understand the 

pattern’s benefits, it is necessary to know these countries tax laws. 

The first destination is Cyprus. It is a popular offshore jurisdiction among Russian businessmen, 

because of its developed corporate legislation, political stability and status of the EU member. 
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Cyprus has long been a quasi-orb, but very convenient for operations with securities. Russian 

banks conduct 95% of transactions on the securities market through Cyprus. 

Luxemburg is often used for holding management purposes. For instance, the dividend tax is 

not withheld if the payer is a Luxembourg holding company, or if the resident company owns 

more than 10% of the share capital of another resident of any EU country (like Cyprus). This 

situation is applicable to the Alfa-Bank case. Thus, the group is exempt from paying taxes on 

its dividends. In Russia where the bank makes profits, dividends are taxed at a rate of 15%. 

Another advantage is that Luxembourg is not recognized as an offshore jurisdiction by the 

Russian authorities. It is a prestigious country that emphasizes the successful status а Alfa-Bank 

as a credit institution. Therefore, there are no pronounced currency control rules that eases 

currency transfers. Besides, Luxemburg has signed the agreement on double taxation avoidance 

with many countries including Russia. In practice, it means the absence of a tax at the source 

of payment of dividends to EU countries and reduced rates when paying to such countries. 

Worth to mention that Luxemburg is suitable for lending operations. The interest income 

received by the Luxembourg company from the Russian company (which was granted a loan) 

will be exempt from the tax at the source in Russia by virtue of Art. 11 Russian-Luxembourg 

Agreement on Avoiding Double Taxation. In turn, the interest income paid by the Luxembourg 

company to its lender will not be taxed at the source in Luxembourg. 

The income tax levied on the Luxembourg company is subject only to the percentage difference 

remaining after the receipt and payment of interest (at an ordinary rate of 29.22%), since the 

interest payable is deductible as expenses. As a result, the effective tax rate is minimal. 
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Overall, the Alfa-Bank case demonstrates how a company can avoid paying taxes on dividends 

and financial operations in a legal way using the holding structure. 

5.2. T Plus Group 

5.2.1. Company Profile 

The "T Plus" Group is the largest Russian private company operating in the field of electric 

power and heat supply. The group owns more than 7% of the installed capacity of Russia's 

power plants and the leader in the heat supply market of the country with a share of about 10%. 

The company supplies power in 16 regions of Russia. Its clients are more than 14 million 

individuals and more than 160,000 organizations. 

The "T Plus" group unites 61 power plants, including 54 thermal power stations, 4 power plants, 

2 hydro power plants and 1 solar power plant. The total installed electric capacity of the "T 

Plus" stations is more than 15.5 GW, the heat output is more than 55 000 Gcal/hour. Annually, 

the facilities of the T-Plus Group produce more than 55 billion kWh of electricity and more than 

100 million Gcal of heat. 

The group employs more than 50 000 people. 

5.2.2. Ownership Structure 

The structure of ownership of the company is presented in Figure 21. 
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Figure 21: "T Plus" group ownership structure 

As it is indicated, there are three offshore companies registered in Cyprus owning 44.38% of 

the “T Plus” Group (Vedomosti 2014). The largest shareholder is IES-Holding ZAO (32.34%) 

which, in turn, is 100% owned by another offshore company from Cyprus – Integrated Energy 

Systems Ltd. (Lobbying 2014). The latter is a part of Renova Group (Interfax 2013) (Renova 

Group 2017) which is owned by Russian oligarch Viktor Vekselberg (Cyprus Property Info 

2014) through the offshore company, incorporated in Bahamas. He is the only final beneficiary 

of Renova Holding (Sibirov 2016). Another estimation is that Mr. Vekselberg owns 90% of 

Renova (Berezanskaya 2016). 

5.2.3. Offshore Scheme in Use 

Currently, the “T Plus” Group management is under investigation about the company’s offshore 

schemes (RIA News 2016). Prosecutors blame the group for funds withdrawal to the offshore 

companies in the amount of more than 99 billion RUR, intended for the construction of 

generating facilities.  

The offshore schemes used by the “T Plus” Group are specific to the industry it operates within. 

The Group is suspected in withdrawal funds that were intended for improving housing and 
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public utilities supply, maintenance of heating networks and paying raw materials. For example, 

the company can get an advance on the supply of fuel, and withdraw money to the parent 

organization, from where it is used either to repay the debt, or to buy new shares in the 

generating companies. 

In all Russian regions where IES Holding companies are present, since 2010 a "fuel scheme" 

has been practiced, with the aim of withdrawing funds from the industry in favor of Renova. "T 

Plus" overstated the costs in generating and marketing companies to increase the amounts that 

were subsequently withdrawn from the country using offshores and a number of service 

companies. 

In addition, the management of IES Holding illegally removed to the offshore 41.2 billion RUR, 

intended for the construction of generating facilities. This money was raised during the issue of 

shares in the subsidiaries of generating companies. IES Holding sent them to repay loans and 

purchase the missing shareholding in order to control the generating companies. 

To compensate this diversion of funds, “T Plus” bribed local authorities in order to receive their 

support in increasing tariffs for housing and communal services and lobbied its candidates for 

regional governors (Sibirov 2016). 

The “T Plus” Group case shows that it is common in Russia to control vitally important 

industries through not only private, but also offshore companies. As a private company, “T Plus” 

Group naturally strives to maximize its profits in spite of scope of activities. Exploiting the 

offshore scheme, the company transfers funds overseas in order to optimize taxes using some 

agreements within the group. 
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5.3. Domodedovo Airport 

5.3.1. Company Profile 

Moscow airport Domodedovo is the second largest in Russia and one of the twenty busiest 

airports in Europe. In 2016, its passenger traffic was 28.5 mln people following Sheremetyevo 

Airport with its 33.6 mln passengers. Many experts recognize Domodedovo as the best airport 

in Russia (Aviaport 2017).  

There are 67 airlines that operate regular passenger and freight flights in Domodedovo 

including 32 foreign airlines, 23 Russian carriers and 12 of CIS countries. The network of 

directions consists of 187 routes to Europe, Asian-Pacific region, Middle East, North and 

Central America, 70 of which are unique for Moscow region: the only way is to take a flight 

from Domodedovo (Moscow Domodedovo Airport 2017). 

In 2015, the airport’s revenue was 39,4 bln RUR with the operating profit in 11,7 bln RUR. 

5.3.2. Ownership Structure 

On January 24 of 2011, there was a terrorist attack at the airport "Domodedovo". As a result, 

37 people were killed, 172 were injured. The explosion occurred in the arrivals hall of the 

international terminal, in a place where people were waiting for passengers after receiving their 

luggage and passing customs control (RIA News 2011). After that, Russian law-enforcement 

agencies blamed the airport management for poor safety control of visitors and were interested 

in knowing the airport’s owners to punish them. But this task was not trivial, because it was 

discovered that such strategic infrastructure of great public interest as an international airport 

near Moscow is owned by offshore companies. "Domodedovo International Airport" LLC is 

registered in the Moscow region. It is owned by the private limited company "DME Limited" 
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registered in Cyprus, in Nicosia (Interfax 2015).  

In 2013, Domodedovo was planning to place Eurobonds in the amount of $350 million. 

Therefore, the company disclosed its ownership structure. By the prospect, Domodedovo was 

owned by a Cyprus offshore consortium DME Limited, its beneficiaries, Sean Cairns and Jane 

Peters, are the citizens of the UK (Forbes 2013). According to the presentation to investors, the 

Cyprian holding DME Limited owns five offshore companies managing all airport business: 

• real estate and land are controlled by Hacienda Investments Ltd. (Cyprus); 

• fixed trademarks and licenses – Verulia Investment Ltd. (Cyprus); 

• finance and accounting - Sortenia Ventures Ltd. (Cyprus); 

• options for the management and settlement – Ocean Fest Development SA (British Virgin 

Islands); 

• 16 Russian companies engaged in "Domodedovo" airport operations – Airport 

Management Company Ltd (Isle of Man) (Forbes 2013). 

These five offshore companies were accounted for 88% of all DME Limited assets (Reuters 

2013). 

However, there is a speculation that Domodedovo is owned by two Russians: Dmitry 

Kamenschik, Domodedovo’s CEO, and Valery Kogan, one of Russian oligarchs (Polikarpov 

2016). The story how they became the owners of the Domodedovo Airport is very obscure. 

Through different manipulations with the previously state-owned airport with the support of 

corrupted authorities, Domodedovo’s assets were transferred to the offshore-based entities in 

1994-1998 (Volkova 2011). 
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In 2016, the company revealed its ownership structure for the first time. According to its IFRS 

statements, DME Ltd. owns 22 subsidiaries that are associated with the Domodedovo airport 

business (Table 11). 

Table 11. DME Ltd. and its controlled subsidiaries 

 

 

Source: DME Ltd. Interim Condensed Consolidated Financial Information, 2016. 
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Since 2012, DME Ltd. is registered in Cyprus. The immediate parent entity of DME Limited is 

Alamo Limited, a company registered in the Republic of Mauritius. In December 2015 Alamo 

Limited changed its place of domicile to the Republic of Malta. 

It is already confirmed that the ultimate controlling party of the Group is Mr. Dmitry 

Kamenshchik, a chairman of Moscow Domodedovo Airport. 

5.3.3. Offshore Scheme in Use 

The case of airport Domodedovo is very exemplary not only among Russian offshore practices, 

but also in the establishment of Russian business environment in general. 

First, strategically important state-owned infrastructure was privatized. Secondly, it was done 

by two individuals using equivocal procedures. Thirdly, the assets were transferred to offshore 

companies. Eventually, the government is deprived of tax revenues and lost control over the 

strategical object such as a large airport. Besides, the government was left in the dark about the 

Domodedovo airport’s owners. Until a few years ago, the holding DME Ltd. was actively using 

nominee directors and owners. The terrorist attack forced the authorities to conceal the real 

owners of the airport. However, this knowledge does not help to regain control of the 

infrastructure. 

The offshore scheme utilized by Domodedovo’s beneficiaries is ‘Services’. The maternal 

company has a bunch of subsidiaries that are involved in particular activities. Besides, those 

affiliates are also offshore companies registered in various jurisdictions. 

The Domodedovo airport case demonstrates how an offshore scheme can be used to conceal 

the end beneficiaries of a business. It also shows how such ownership patterns could protect the 
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owners from the third party’s hostile actions. In his interview (Mokrousova 2014), Mr. 

Kamenschik openly stated that the offshore ownership structure was designed to stay protected 

against possible capture by other businesses or even criminals. In addition, he stated that there 

is no trust to the authorities as well since they can also help ill-wishers to seize property by a 

forgery of documents. Therefore, it is much safer to be incorporated overseas and stay protected 

by the international legislation. 

The story with the Domodedovo airport after the terrorist attack had its continuation. In 

February 2016, Mr. Kamenschik was arrested on the charge of the violations in the airport’s 

security. Another version was that it was done to coerce him to sell the airport as a means of 

pressure. In July 2016, Mr. Kamenschik was released, but he remains to stay under the 

investigation. 
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6. Discussion 

In the previous chapter we provided three business cases of Russian large companies that 

exploit particular offshore schemes. The companies are among leaders in their industries. 

Additionally, “T Plus” group is involved in providing housing and communal services, and 

“Domodedovo” is the second largest airport in Russia. Using offshore companies, at first, they 

protect the assets from a hostile takeover by other business groups as well as the government. 

In case of legal proceedings, offshore companies can defend their interests in international court. 

Then, the offshore schemes are used to avoid corporate taxes. Thus, offshore firms serve as 

profit accumulation centers in holdings. Lastly, offshore companies are designed to fund main 

businesses in the resident country due to lower interest rate abroad. 

In this chapter, we intend to compare these cases and discuss other aspects of offshore activities 

such as ethics, anti-offshore initiatives in the world and in Russia. 

6.1. Cases Discussion 

The provided business cases are typical for Russia. The offshore schemes are caused by the 

aggressive business environment in the country and inspired by common practices globally. 

The government cannot guarantee entrepreneurs an explicit compliance with rules for doing 

business. Moreover, the authorities themselves are not afraid to exploit the same semi-legal 

methods of property redistribution. The most famous incident is the expropriation of the oil 

company Yukos valued at $100 billion in 2003 (Williams 2016). 

To begin, dealing with offshore companies is not illegal in the world. There are many MNCs 

have offshore subsidiaries in order to minimize their taxes. For instance, only 2 companies 

among 100 the largest listed on the London Stock Exchange do not use offshore services 
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(Katasonov 2014). From 100 largest companies in US traded on the stock exchange, 83 have 

subsidiaries in offshore jurisdictions (Katasonov 2014). Furthermore, as the UK as the US are 

both often recognized as offshore areas. These countries are more focused on struggling with 

the negative consequences of using offshore schemes like pure criminal issues (money 

laundering, financing terrorism, bribery) and unfavorable economic effects (reduction of fiscal 

base, destabilization of global financial system). 

In addition, many global banks located in Anglo-phone countries are specialized on the 

provision of offshore banking services. Among them are UBS, Credit Suisse, HSBC, Deutsche 

Bank, BNP Paribas, JPMorgan Chase, Bank of America, Morgan Stanley, Wells Fargo and 

Goldman Sachs (Katasonov 2014). 

In that sense, the described offshore schemes in Russia are not unique. All three exemplified 

companies are actively cooperating with leading investment banks in order to trade their stocks, 

to acquire assets and to raise capital. For instance, IES Holdings’ (the owner of “T Plus”) stocks 

are traded on Nasdaq. Interestingly, the company description form does not mention that the 

firm is actually doing business in Russia (IES Holdings, Inc. 2016). 

As the case demonstrates, Russian large companies do not concern about the services 

themselves do not have long-term plans to develop business, but care more about revenues. The 

main purpose is to obtain cash as much as possible right now and to transfer it overseas to hide 

in offshore jurisdictions. To some extent, companies can pretend that they are doing real 

business, but ultimately, it is not important. It should be important for the government, since 

such services to provide electricity and heat are basic for all people on an equal footing with 

food, housing and health care. Therefore, their provision should be regulated by the government 
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more tightly.  

In 2012, the Domodedovo Airport attracted a syndicated loan €165 million from a group of 

Raiffeisen Bank International AG, together with ING Bank N.V. and Rosbank (Société 

Générale Group) (Raiffeisen Bank International 2012). Besides, in 2014 $300 mln notes have 

been issued by DME Airport Limited (an Irish SPV) and on-lent to Hacienda Investments Ltd 

(Cyprus) (Fitch Ratings 2014). It supports the idea that offshore companies are used to raise 

capital overseas. 

The same is true regarding the Russian Alfa-Bank. But there was another advantage of 

exploiting offshore companies discovered. Under the international economic sanctions imposed 

on Russia in 2014, Russian businesses that are actually are not Russian could continue 

borrowing overseas. For instance, in 2014 Alfa Bank issued Eurobonds to raise $500 mln with 

the support of US investment banks (Edwards 2014). That year earlier the bank’s bond was a 

$350 mln three years note priced on June 4 and issued through its holding company, ABH 

Financial, with the arrangement of JP Morgan, Goldman Sachs, Bank of America and Merrill 

Lynch (Turner 2014). 

Overall, the offshore schemes in Russia are similar and not to those used around the world. The 

problem with Russian companies, as mentioned previously, is that they do it differently. Russian 

companies not just conceal their profits, but also register assets far away from the country.  

Thus, the main reason to use offshore companies is to protect property, hide beneficiaries, and 

the less prioritized thing is a tax optimization. 

6.2. Scale 

The wide exploitation of offshore schemes causes the offshorization of whole industries. For 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

81 

example, among top 10 Russian airports, only 3 remain state-owned. Others are all controlled 

by the offshore companies. For example, the largest one is Sheremetyevo Airport is owned by 

TPS Avia Holding registered in Cyprus. In turn, the holding is owned by three Russians. 

Now, the scale of Russian offshorization is significant. For instance, in Europe around 4% of 

largest companies are controlled from offshore jurisdictions, in the US – 5%, in Russia this 

share is more than 90% (Katasonov 2014). It is specifically related to the large businesses which 

are supposed to be the main sources for tax collection. Moreover, the authorities themselves 

can be involved in offshore schemes. For instance, in case of communal and housing services, 

local governments incorporate mediators to collect payments from people and to transfer it to 

the suppliers. But the intermediaries often have incentives to collect money and do not transfer 

it. It is especially true for municipal entities that particularly own nothing. When the municipal 

mediator is recognized as a bankrupt, local authorities establish another one. Eventually, the 

municipality would be liable to creditors for these debts, whilst all money went to the offshore 

beneficiaries who are usually connected to local decision-makers in the field of housing services 

or even a mayor. Therefore, the issue of offshorization is a part of corruption schemes. 

To be precise, offshore schemes are not phenomenon itself. It is only a means to transfer assets 

from a resident country. The assets are withdrawn by companies and individuals, and the origin 

of money is various. In terms of business, money comes from revenues and dividends. In terms 

of state government, money comes from corruption. It is estimated that in Russia, the major 

part of capital outflow is related to bribery. The main corruption schemes are implemented in 

public procurement, especially in the military-industrial complex. On average, the volume of 
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so-called ‘kickbacks’ in public procurement is assessed in one trillion rubles that equals to $17,4 

bln based on the current exchange rate. These are the stolen money that are then transferred to 

offshore companies. 

6.3. Reasons 

In the previous pages, we explained the reasons why Russian businesses are involved in 

offshore schemes. The situations like the cases are possible due to dubious operations with the 

ownership registration. It is even feasible to bribe courts to obtain a favorable decision. Still, 

many people in Russia are doubtful about the privatization occurred in the early nineties. The 

half-baked actions of authorities led to the unequal distribution of previously state-owned 

property. It turned into that the whole nation’s assets had been redistributed in favor of several 

people who were trickier. They suddenly realized that the majority did not understand the idea 

of privatization and offered them simple food in exchange of their coupons. At that time, there 

was a food deficit in Russia, thus, people were easily willing to do it. It resulted in the rise in 

business oligarchies. Then, these Russian oligarchs had transferred their assets overseas and 

still continue to do the same. Essentially, they are becoming richer on the natural resources 

belonging to the entire nation, and ordinary people get nothing from that. 

On the other hand, these businessmen have tight relations with the politicians. That is why they 

are called ‘oligarchy’ since they influence political decision-makers in order not to interfere the 

assets withdrawal from the country. These are all related to corruption. 

 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

83 

6.4. Consequences 

The future of Russian economy and as a whole country appear to be foggy. Every year the 

outflow of capital is estimated in $80 bln on average in 2014-2016 (Lenta.ru 2016) especially 

through offshore schemes. It leads to a reduction of gross accumulation and a reduction of 

investments in real capital within the country (Kuzmina 2013). In addition, the national 

currency becomes unstable to the influence of external and unforeseen factors. It is very 

revealing when the RUR-USD exchange rate follows the oil prices. Since Russian economy is 

highly dependent on oil, the estimation of oil and gas revenues in federal budget is 51.3% in 

2014 (Sabitova and Shavaleyeva 2015). By Movchan (2015), “at least 60 percent of 

consolidated budget revenues come from the mineral extraction tax, excise duties, export duties, 

value-added tax on imports and other taxes attributable to the oil and gas sector directly or 

indirectly.” 

On the other hand, the government actions in regulating business are not sequential and fair. 

The game rules are a subject for consistent changes. Therefore, people do not trust the 

authorities and prefer not to deal with them. This position is justified by the history of Russia 

when citizens were several times robbed by own government during many economic reforms. 

In contrast, substantially, the $100 banknote of 1960s is the same $100 bill. However, not many 

people still remember the Soviet 100 rubles, and of course, they are nowhere near the current 

money. Thus, in Russia people try to save money in USD and EUR avoiding RUR which are 

spent on current consumption. 

There is a main issue of corporate hostile takeover in Russian business climate. Unfortunately, 

the government does not make efforts to prevent these practices, although many legal actions 

are conducted through the state authorities including the courts. But the mistrust of courts is so 
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strong that businessmen prefer to be engaged in litigation outside the country, because the 

chance to assert own rights overseas is higher. 

Overall, the state of the Russian economy and society is poor. Offshore schemes are not a cause 

of problems, but are the consequences and the understandable response to what happens. 

Experience of other countries confirms that it is possible to develop economy and to have 

offshore businesses. However, it is not that simple, because offshore issue is a reflection of 

injustice in a global scale when wealthy nations become richer while developing countries have 

less opportunities to grow. 

Among the popular offshore jurisdictions, there are some prosperous nations called the world 

financial centers and small or island jurisdictions that depend on offshore services. Interestingly, 

there are no pronounced developing countries. The possible answers are the following. First, 

those nations cannot afford to provide such favorable tax conditions as wealthy countries can. 

Instead, developing countries have other priorities in economic growth to have it more solid. 

Second, the possibility to become an OFC is unofficially regulated by more influential nations 

that are more prosperous at the same time. It seems that the global market of offshore services 

is divided between the US and the UK, and it is not easy for novices to enter the market. Third, 

to act as an OFC, a territory should have some positive business reputation regarding keeping 

secrecy, safety and political stability. Finally, the leading investment banks which are mainly 

American should support a jurisdiction in its efforts to be an OFC which is unlikely. These 

banks are professionals in attracting the clients. 

Based on mentioned above, offshore jurisdictions present a global market regulated 

economically and politically by the ‘Golden Billion’ governments. To push the idea further, 
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offshores are a tool in the hands of global policy makers to redirect capitals. It provides control 

over large businesses and even industries in countries, accumulates evidences on key 

individuals to manipulate them, guides financial flows from developing countries to global 

investment banks.  

In Russia’s circumstances, since the country is involved in globalization, it cannot be on the 

sidelines of it. Thus, Russian companies face the global competition and should react properly. 

However, in reality Russian businesses operate within the country, but at the same time register 

its assets overseas. They do it not only because of economic reasons, but also because of 

fundamental risks to lose their property by semi-legal manipulations by other companies and 

the government itself. Therefore, the situation may change for the better, if the authorities will 

change their attitudes towards business and if there will be adequate ‘rules of the game’ and 

political stability in the country. 

After all, it is about politics in Russia that affects economy. No any other country in the world 

is interested in Russia’s success or failure, because each country is busy with its own issues: 

internal and external. Like in the people’s world, there is no one to make it better except you. 

Russia itself should be more self-reliant learning from others experience in anti-offshores 

initiatives as well as attracting capital to the country. However, it seems that the global anti-

offshores actions are not effective. 

6.5. Anti-Offshores Actions 

6.5.1. International Efforts 

Most developed countries have already realized that it is useless to try to protect their economies 

through a rigid framework of foreign economic activities of their residents and that the only 
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effective method of reducing losses from importing offshore services is to offer an analogue in 

the local market, oriented both to local and foreign consumers (Gurgulia 2015). 

As mentioned previously, using offshore companies is not an illegal activity. The question is 

about illicit reasons and consequences of that. They could be associated with money laundering, 

bribery and financing illegitimate actions. The leading countries make efforts to control 

offshore activities and reduce it despite the fact that they are involved in the business themselves. 

From 2005, a new stage in offshore industry have begun characterized by transformation and 

adaptation of offshore business to government control, complexity of schemes, attempts to 

establish international methods to combat the phenomenon (Grigorieva 2016). 

The important role in struggling against offshore jurisdictions is played by two prominent 

international organizations namely FATF and OECD. FATF is designed to combat money 

laundering and financing terrorism. The organization includes all developed countries and the 

majority of developing. It formulates recommendations towards prevention money laundering 

and makes lists of countries that refuse to follow those recommendations putting them into 

‘High-risk’ and ‘Non-cooperative’ jurisdictions (FATF n.d.). 

OECD is more specific organization that aims at identifying offshore jurisdictions directly. 

From 2009, the organization makes a list of such areas. In 2015, OECD designed a standard for 

automatic exchange of finance and tax information between the countries of G20 that should 

be implemented until 2018. It will enhance the transparency of financial transactions and result 

in identifying companies involved in tax avoidance through offshore affiliates. 

Both international organizations are able to produce recommendations for national governments. 

They do not have real mechanisms to force countries to change their legislation, financial and 
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tax control. However, following those recommendations leads to the reduction a number of 

offshore jurisdictions and decreasing of capital flight (Grigorieva 2016). 

The leading role in international offshore activity is played by the US. In 2013, the US 

authorities introduced the Foreign Account Tax Compliance Act (FATCA). According to this 

law, all financial organizations around the globe should provide the information about US 

clients’ accounts and operations. It puts the principle of bank secrecy at risk particularly 

harmfully influencing Swiss institutions. 

Another world tendency is a disclosure of offshore papers recently. The most famous case is 

called ‘Panama papers’ conducted by the International Consortium of Investigative Journalists 

(ICIJ). They revealed 11.5 million documents that detail financial and attorney–client 

information for more than 214,488 offshore entities. The documents were belonged to the 

Panamanian law firm and corporate service provider “Mossack Fonseca”. Among the offshore 

companies’ owners are many celebrities, criminals and political leaders (The International 

Consortium of Investigative Journalists 2016). In some cases, Panama papers led to political 

resignation. In others, public have witnessed the scale of offshore business and the involvement 

of politicians in doing business. One of the indirect offshore owners was a Russian president 

Vladimir Putin who was blamed in outflow of capital estimated in $2 bln through his friend’s 

firms registered in Panama. The friend’s name is Sergey Roldugin, and he is not a businessman, 

but just a musician whose companies’ turnover was several billions of dollars. The nature of 

agreements of those companies was economically unreasonable and weird. They were often 

concluded just for short time period without any justification (Novaya Gazeta 2016). The 

explanation was unclear how it is possible for a musician to operate such significant funds 

through offshore companies. 
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Before these events, 1 January 2015 in Russia an important bill of the law "On Amendments to 

Parts One and Two of the Tax Code of the Russian Federation (on the taxation of the income of 

controlled foreign companies and profits of the foreign companies") of August 26 2014 entered 

into force. The law which modifies significantly the Russian Tax Code, aims to prevent the 

cash-drain from Russia to off-shore places and struggles against the use of various cross-border 

tax evasion schemes. In another terms, the legislation deals with the taxation of profits received 

and held by Russian-owned businesses in non-Russian low tax jurisdictions (Kononova 2015). 

6.5.2. De-offshorization in Russia 

Recently, the Russian government has moved in the de-offshorization direction. De-

offshorization is a term coined by Russian legislation that implies actions aiming to prevent the 

use of offshore companies and unincorporated foreign structures for tax planning purposes 

(KPMG 2016). 

For the first time, a new notion of ‘de-offshorization’ was used by Russian President Vladimir 

Putin in December 2012 that includes increasing transparency of the economy; an access to 

governmental support; improvement in identifying end beneficiaries who do actual business in 

the country, but benefit from the offshore services. Since that time, the new terms of ‘end 

beneficiary’, ‘tax residency’ and ‘controlled foreign company’ were introduced, but ‘offshore 

company’ has remained vague. 

As practice shows in recent years, Russia de-offshorization course for the country's economy 

has been taken – Federal Law of 11/24/2014 number 376-FZ "On Amendments to Parts One 

and Two of the Tax Code (regarding the taxation of profits of controlled foreign companies and 

foreign income organizations)", the essence of which is to ensure that the controlled foreign 
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company, more than 25% owned by a Russian citizen or a Russian legal entity shall deduct 

taxes to the state budget (Russia), despite in which would be part of the world it may be 

(Gurgulia 2015). 

The main fields of de-offshorization are the following (Pilyuk 2016): 

• improvement of legislation in the area of offshore business in order to make it less 

lucrative; 

• development and creation of offshore zones within Russia that would facilitate not the 

withdrawal of capital from the country, but, on the contrary, its inflow; 

• development of offshore banking zones to attract and support foreign banks and 

investors; 

• establishment of regional financial centers with favorable tax and financial regimes 

disclosing the information about the ultimate beneficiaries of certain assets. 

Additionally, in 2007, the Russian Federal Tax Service formulated 16 schemes of avoiding taxes 

in the country regarding evading VAT and income tax (Appendix 6). 

There is a phenomenon in Russia as onshore zones within the country. Previously, there were 

two regions designated as ‘offshore’ in reality namely Ingushetia (in 1994-1997) and Kalmykia 

(in 1994-2003). For instance, in Kalmykia companies were a subject for income tax at a rate of 

5% instead of ubiquitous 20%. The non-residents of the Republic were exempt from many of 

the local tax such as tax on motor road users. In addition, there was a requirement to have 

nominee directors (or shareholders) from among local residents with a minimum of the 24 

SMIC rate salary per year. Moreover, the Republican law on bank secrecy was adopted.  
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In 2004 all these regions lost their status as offshore zones. Nowadays, there are no more such 

areas in Russia. In fact, they were transformed into free or special economic zones (SEZ) where 

the exceptional regime of entrepreneurial activities is provided, and the customs-free 

procedures can be applied. The purpose of establishing SEZs is an economic development of 

the territory, therefore, the organizations registered in SEZS should operate directly within these 

areas.  

In particular, there are four types of SEZs: 

1) industrial: Republic of Tatarstan, Chuvashia, and others;  

2) techno-innovation: St. Petersburg, Moscow;  

3) tourist-and-recreational: Altai, Buryatia, Irkutsk Region;  

4) port: Ulyanovsk Region, Khabarovsk Krai. 

As an example of Kaliningrad Region, during the first six years the SEZ residents are exempt 

from paying income tax and property tax. The next 7-12 years they pay 50% of the tax rates in 

Russia. Other taxes and charges are payable in accordance with the current national legislation. 

Despite the existing tax incentives, SEZs cannot be compared to the classic ‘offshores’ in its 

foreign incarnation. There is a number of issues in work such as: the need for quarterly and 

yearly to conduct accounting and submit accounting statements similar to companies in the 

conventional regions of Russia, as well as pay taxes directly at the place of registration. 

To conduct activities in SEZs, companies are expected to open accounts in Russian banks which 

often does not meet the needs of today's businesses that prefer to deal with foreign currency 

and carry out transactions using accounts in foreign banks, where there are no exchange control 
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requirements. In addition, the cost of registering companies in SEZs is higher than the cost of 

incorporation abroad. The current situation is such that the Russian government is tending to 

withdraw from all SEZs due to the lack of funding.  

The idea of offshore banking zones is associated with foreign investors activity. The major 

participants are MNCs that prefer to deal with the same influential banks. Thus, foreign 

financial institutions would not only provide more favorable funding, but also help to attract 

more businesses to invest in local projects. 

The regional financial centers could be particular locations with developed infrastructure which 

facilities would be used more efficiently, for instance, in a partnership of the government and 

business. Sometimes it is costly for the authorities to maintain ambitious projects by themselves 

which effects could be beneficial for private companies as well. One of such examples is the 

SEZ “Baikal Gavan” located in the Republic of Buryatia on a coast of lake Baikal, the largest 

store of freshwater in the world. The project was initiated in 2006 with the aim to become one 

of the major tourist destinations in Siberia with around 1 mln visitors annually. Nowadays, the 

zone has not yet been finished, and the authorities are looking for investors that would be able 

to develop the area. Despite its status as SEZ, there are not many businesses willing to fund the 

project, because its economic prospects remain uncertain. 

The same approach is applicable to the significant sport infrastructure in Russian cities-

participants of the 2014 Winter Olympic Games and 2018 FIFA World Cup. It is a well-known 

fact that often such sport objects remain not fully utilized after the competition. Therefore, the 

government should motivate businesses to support the functioning of stadiums, hotels and 

airports in order to increase the impact of the investments. In case of Sochi, the authorities are 
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working on increasing a number of tourists from 3 mln people in 2005 to 6.5 mln in 2016. To 

accommodate and entertain them, local resorts have increased the accommodation facilities 

twice and developed a new activity – winter mountain skiing. The city itself becomes a place 

for holding various international events. All of this has been made possible by the 2014 Winter 

Olympic Games, specifically, by constructing all necessary infrastructure with the joint efforts 

of the government and investors. 
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7. Conclusion 

The beginning stage of this paper was to develop a theoretical foundation of offshore-related 

activities and to define the key terms. Then, the scale of offshore activities conducted by MNCs 

and Russian large companies was estimated. First, the industry was analyzed and three 

companies were chosen for in-depth case evaluation, and the general approach to categorize 

offshore schemes was developed. After that, the idea and analysis were applied in the discussion 

section to assess, match and conclude fundamental understanding. Finally, the 

recommendations for de-offshorization were submitted based on that expertise. The 

recommendations address concerns on all sides involved in offshore activity to improve living 

standards in the countries from which the capital is moving. 

The limitation of this research is a wide variety of possible offshore schemes and their 

dependency on national and international legislation. Each offshore scheme is designed 

according to the needs of a customer and, therefore, a personalized service. However, attempts 

to define and categorize them were made. 

Since offshore activity is legal, it is based on the existed legislation and economic conditions in 

Russia which are contributing to this. Companies provided offshore services are law firms 

whose employees are experts in corporate legislation. In addition, they have to cooperate with 
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the registrars in offshore jurisdictions that employ nominal directors and accountant-generals. 

Eventually, it is hard to identify the real owners of offshore companies that is one of the main 

features of offshore territories. 

Offshore schemes in Russia is an embodiment of global trends in offshore activity and the 

country’s business climate. Russian companies are conducting the same offshore activities like 

corporations around the globe. However, these are only the outer manifestation of the inner 

issues of Russian economy with its heavy legacy. Russian offshore schemes differ in nature 

from those realized by western companies. It is mainly about assets protection and less about 

tax reduction. Therefore, the Russian large companies in such schemes become the property of 

offshore firms, often through a long chain of entities. This results in losing control over 

important manufacturers within Russia and even strategically significant industries. 

Based on that, another restraint is to identify institutional reasons that make Russian 

entrepreneurs to go offshore. These arguments are not about tax or interest rates. Some experts 

tend to see problems in political system. Citizens should trust the authorities and associate their 

future with the country. In reality, people are leaving Russia, especially, those who have such 

opportunities. 

The findings can be used for further studies of offshore activities of Russian large companies 
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with additional industry data and cases not included in this thesis. The purpose we suggest could 

be to describe the ethnical aspect of offshorization on the companies’ side. 

Another aspect that could be researched is to compare Russia with another developing country 

with the similar background. It could be, for example, China. Both countries are large, have 

communist past and significant share of state-owned companies. Contrasting with China may 

help to identify actual reasons why businesses use offshore schemes. 

Technically, the offshorization is feasible due to the lack of real actions by the government to 

prevent such business activities. In addition, the authorities do little to improve the business 

environment in the country. The first apparent step is to provide guarantees to businessmen on 

the property preservation. It means that courts should be really independent and fair. Secondly, 

the government itself and the state-owned companies should cease the similar actions to seize 

property to set an example of ethical business. Eventually, the de-offshorization is a capital 

return process, thus, it is similar to the people’s return to their country of origin. To succeed, 

they have to see the prospects of living in there and the future for their children. 

Finally, another possible direction for future investigation is the Russian legislation and 

government policies that allow to implement offshore schemes. However, such studies are in 

the field of jurisprudence and public administration and require different methodologies. 
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Appendix 1. Financial Secrecy Ranking Top 20 by TJN in 2015. 

Rank Secrecy Jurisdiction FSI - Value 
Secrecy 

Score2 

Global Scale 

Weight3 

1 Switzerland 1,466.1 73 5.625 

2 Hong Kong 1,259.4 72 3.842 

3 USA 1,254.7 60 19.603 

4 Singapore 1,147.1 69 4.280 

5 Cayman Islands 1,013.1 65 4.857 

6 Luxembourg 816.9 55 11.630 

7 Lebanon 760.2 79 0.377 

8 Germany 701.8 56 6.026 

9 Bahrain 471.3 74 0.164 

10 United Arab Emirates (Dubai) 440.7 77 0.085 

11 Macao 420.1 70 0.188 

12 Japan 418.3 58 1.062 

13 Panama 415.6 72 0.132 

14 Marshall Islands 405.5 79 0.053 

15 United Kingdom 380.2 41 17.394 

16 Jersey 354.0 65 0.216 

17 Guernsey 339.3 64 0.231 

18 Malaysia (Labuan) 338.7 75 0.050 

19 Turkey 320.9 64 0.182 

20 China 312.1 54 0.743 

Source: Tax Justice Network, 2015. 

 

                                                      
2 The Secrecy Scores are calculated based on 15 indicators. 

3 The Global Scale Weight represent a jurisdiction's share in global financial services exports. 
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Appendix 2. Examples of Uses of Offshore Financial Centers. 

Offshore banking licenses. A multinational corporation sets up an offshore bank to handle its 

foreign exchange operations or to facilitate financing of an international joint venture. An 

onshore bank establishes a wholly owned subsidiary in an OFC to provide offshore fund 

administration services (e.g., fully integrated global custody, fund accounting, fund 

administration, and transfer agent services). The owner of a regulated onshore bank establishes 

a sister "parallel" bank in an OFC. The attractions of the OFC may include no capital tax, no 

withholding tax on dividends or interest, no tax on transfers, no corporation tax, no capital gains 

tax, no exchange controls, light regulation and supervision, less stringent reporting 

requirements, and less stringent trading restrictions. 

Offshore corporations or international business corporations (IBCs). IBCs are limited 

liability vehicles registered in an OFC. They may be used to own and operate businesses, issue 

shares, bonds, or raise capital in other ways. They can be used to create complex financial 

structures. IBCs may be set up with one director only. In some cases, residents of the OFC host 

country may act as nominee directors to conceal the identity of the true company directors. In 

some OFCs, bearer share certificates may be used. In other OFCs, registered share certificates 

are used, but no public registry of shareholders is maintained. In many OFCs, the costs of setting 

up IBCs are minimal and they are generally exempt from all taxes. IBCs are a popular vehicle 

for managing investment funds. 

Insurance companies. A commercial corporation establishes a captive insurance company in 

an OFC to manage risk and minimize taxes. An onshore insurance company establishes a 

subsidiary in an OFC to reinsure certain risks underwritten by the parent and reduce overall 
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reserve and capital requirements. An onshore reinsurance company incorporates a subsidiary in 

an OFC to reinsure catastrophic risks. The attractions of an OFC in these circumstances include 

favorable income/withholding/capital tax regime and low or weakly enforced actuarial reserve 

requirements and capital standards. 

Special purpose vehicles. One of the most rapidly growing uses of OFCs is the use of special 

purpose vehicles (SPV) to engage in financial activities in a more favorable tax environment. 

An onshore corporation establishes an IBC in an offshore center to engage in a specific activity. 

The issuance of asset-backed securities is the most frequently cited activity of SPVs. The 

onshore corporation may assign a set of assets to the offshore SPV (e.g., a portfolio of 

mortgages, loans credit card receivables). The SPV then offers a variety of securities to 

investors based on the underlying assets. The SPV, and hence the onshore parent, benefit from 

the favorable tax treatment in the OFC. Financial institutions also make use of SPVs to take 

advantage of less restrictive regulations on their activities. Banks, in particular, use them to 

raise Tier I capital in the lower tax environments of OFCs. SPVs are also set up by non-bank 

financial institutions to take advantage of more liberal netting rules than faced in home countries, 

reducing their capital requirements. 

Tax planning. Wealthy individuals make use of favorable tax environments in, and tax treaties 

with, OFCs, often involving offshore companies, trusts, and foundations. There is also a range 

of schemes that, while legally defensible, rely on complexity and ambiguity, often involving 

types of trusts not available in the client's country of residence. Multinational companies route 

activities through low tax OFCs to minimize their total tax bill through transfer pricing, i.e., 

goods may be made onshore but invoices are issues offshore by an IBC owned by the 

multinational, moving onshore profits to low tax regimes. 
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Tax evasion and money laundering. There are also individuals and enterprises who rely on 

banking secrecy to avoid declaring assets and income to the relevant tax authorities. Those 

moving money gained from illegal transaction also seek maximum secrecy from tax and 

criminal investigation. 

Asset management and protection. Wealthy individuals and enterprises in countries with 

weak economies and fragile banking systems may want to keep assets overseas to protect them 

against the collapse of their domestic currencies and domestic banks, and outside the reach of 

existing or potential exchange controls. If these individuals also seek confidentiality, then an 

account in an OFC is often the vehicle of choice. In some cases, fear of wholesale seizures of 

legitimately acquired assets is also a motive for going offshore. In this case, confidentiality is 

very important. Also, many individuals facing unlimited liability in their home jurisdictions 

seek to restructure ownership of their assets through offshore trusts to protect those assets from 

onshore lawsuits. Some offshore jurisdictions have legislation in place that protects those who 

transfer property to a personal trust from forced inheritance provisions in the home countries. 

Source: Financial Stability Forum's Working Group on Offshore Financial Centers Report 

(April 2000). 
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Appendix 3. Countries, Territories, and Jurisdictions with 

Offshore Financial Centers. 

Africa Asia and Pacific Europe Middle East Western 

Hemisphere 

 Djibouti 

 Liberia 

 Mauritius  

 Seychelles  

 Tangier 

 Cook Islands 

 Guam 

 Hong Kong 

 Japan 

 Labuan, 

Malaysia  

 Macao 

 Marianas 

 Marshall Islands  

 Micronesia 

 Nauru 

 Niue 

 Philippines 

 Singapore 

 Tahiti  

 Thailand 

 Vanuatu 

 Western Samoa  

 Andorra  

 Campione 

 Cyprus 

 Dublin, Ireland 

 Gibraltar  

 Guernsey  

 Isle of Man  

 Jersey 

 Liechtenstein  

 London, U.K. 

 Luxembourg  

 Madeira 

 Malta 

 Monaco  

 Netherlands 

 Switzerland  

 Bahrain 

 Israel 

 Lebanon 

 Anguilla 

 Antigua 

 Aruba 

 Bahamas 

 Barbados 

 Belize 

 Bermuda 

 British Virgin 

Islands 

 Cayman Islands 

 Costa Rica 

 Dominica 

 Grenada 

 Montserrat 

 Netherlands 

Antilles  

 Panama 

 Puerto Rico 

 St. Kitts and 

Nevis  

 St. Lucia 

 St. Vincent and 

Grenadines 

 Turks and 

Caicos Islands 

 United States 

 Uruguay 

 West Indies 

Source: Based on Errico and Musalem (1999), IMF Working Paper WP/99/5. 
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Appendix 4. Main countries-receivers of Russian FDI in 2009-2013. 

Country of FDI 
Amount, 

mln USD 
Share, % 

Total investments 1,918,962  

including:   

Austria 48,842 2.55% 

Bahamas 26,705 1.39% 

Belorussia 24,044 1.25% 

Bermuda 24,658 1.28% 

British Virgin Islands 248,294 12.94% 

Germany 39,509 2.06% 

Gibraltar 23,389 1.22% 

Cyprus 711,746 37.09% 

Luxemburg 59,380 3.09% 

Netherlands 247,626 12.90% 

United Kingdom 49,996 2.61% 

United States of America 61,670 3.21% 

Turkey 19,111 1.00% 

Ukraine 24,467 1.28% 

Switzerland 54,259 2.83% 

Source: countries with the share more than 1%, CBR.  
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Appendix 5. Direct investments to Russia over the main partner 

countries in 2012-2015. 

  2012 2013 2014 2015 

Name of the country In total In total In total In total 

In total over the countries 50,588 69,219 22,031 6,478 

CIS countries 776 882 476 602 

  including:   

AZERBAIJAN 153 75 37 32 

BELARUS 110 219 59 42 

KAZAKHSTAN 277 208 357 433 

Foreign countries 49,812 68,337 21,556 5,876 

  including:   

AUSTRIA 1,135 -326 841 407 

BAHAMAS 2,111 2,791 3,638 5,090 

BERMUDA SHORTS -320 404 1,777 1,692 

VIRGIN ISLANDS, BRITISH 2,475 9,379 3,123 2,242 

GERMANY 2,265 335 349 1,483 

JERSEY 642 509 -717 2,122 

IRELAND 9,877 10,399 -531 623 

CYPRUS 1,985 8,266 3,158 -7,057 

CHINA 450 597 1,271 645 

LUXEMBOURG 10,814 11,638 -693 -5,770 

NETHERLANDS 10,330 5,716 1,102 -249 

SAINT KITTS AND NEVIS 195 -4,404 12 65 

SINGAPORE 577 -502 162 185 

UNITED KINGDOM 46 18,927 120 1,104 

UNITED STATES OF AMERICA 285 485 708 209 

TURKEY 178 207 135 292 
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FINLAND 349 216 124 -272 

FRANCE 1,232 2,121 2,224 1,686 

SWITZERLAND 401 1,086 2,472 203 

SWEDEN 1,322 -1,203 166 122 

JAPAN 596 369 295 447 

OTHER COUNTRIES 25 -1 2 1 

INTERNATIONAL ORGANIZATIONS 

AND INSTITUTES 151 194 271 22 

IT IS NOT DISTRIBUTED OVER THE 

COUNTRIES ** 606 -791 144 325 

Source: CBR. 

 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

 

 

112 

Appendix 6. 16 typical schemes of tax evasion by FTS. 

Scheme 1. Fictitious activities through a group of interdependent persons. 

Claims of tax authorities will be directed to organizations that conduct financial transactions 

exclusively through a group of interdependent persons. 

Scheme 2. Closed chains of movement of goods and money. 

In this case, the inspectors will trace the chain of suppliers to the fourth level, "revealing" the 

unfair counterparts. 

Scheme 3. Cashing cash through a so-called ‘one-day company’, or a "gray" company. 

The FTS calls for refusing export VAT refunds, if in the chain of suppliers there was a one-day 

company that transferred the money, received from the buyer to its foreign partner and did not 

pay VAT to the budget. Also, excessive interest will be caused by the transfer of money under 

a certain contract with the "gray" firm and their subsequent return through an individual 

entrepreneur. 

Scheme No. 4. Use of a cash register for wholesale sales for the purpose of applying UTII. 

Tax authorities will actively suppress attempts to use preferential tax treatment (UTII) for 

wholesale sales. 

Scheme 5. Reorganization followed by liquidation. 

Scheme 6. Fictitious increase in the price of goods. 

Tax officials will be suspicious of an export operation involving too many intermediaries, which 

increases the price of the goods, and together with it the amount of VAT that is subject to 

reimbursement. For example, the cost price of export goods was significantly increased as a 

result of processing raw materials and paying commission to processors. 

Scheme 7. Internal settlements with the use of contributions to the authorized capital. 

Taxes will be refused in deduction for "internal" VAT between interdependent companies. In 

the described scheme, the company paid the suppliers with money received from the parent 

company in the form of a contribution to the authorized capital. But the tax authorities found 
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that the parent company itself received this money from its founders, which were the same 

suppliers. The company paid off its suppliers with their own funds, the Federal Tax Service said, 

and calls for refusing such operations in the VAT deduction. 

Scheme 8. Misuse of benefits for disabled people. 

Here, the inspectors will check the conditions for applying the scheme using the VAT exemption. 

Scheme No. 9. Purchase of goods at inflated prices at the expense of borrowed funds. 

In the manual describes the story, when a timber company purchased equipment for a loan 

received from an offshore company. Having collected the information on the Internet, the tax 

authorities decided that the transaction price was six times higher than the market value of the 

equipment. In addition, the loan was not returned. 

Scheme number 10. Mock leasing. 

In one of the described schemes, the enterprise leased the combine by transferring the advance 

to the lessor. At the same time, the lessor was affiliated with the client, and the advance payment 

was not provided for by the contract. 

Scheme № 11. Replacement of the salary for medical insurance. 

For example, the methodology shows the history when the company entered into voluntary 

medical insurance contracts with subsequent provision of insured workers with food. 

Scheme 12. Replacement of the civil law contract. 

If tax inspectors see that the civil-law contract, in fact, is labor, it will also be considered as an 

intentional tax evasion. 

Scheme 13. Artificial accrual of penalties under contracts. 

Intentionally evading the payment of income tax will be the creation of deliberately 

impracticable conditions for the performance of the contract in order to lower the tax on the 

amount of financial sanctions. 

Scheme 14. Outsourcing (personnel leasing). 

The registration of employees through preferential organizations is considered by the tax 
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authorities as deliberate tax evasion. 

Scheme 15. Division of business into two firms for the purpose of applying UTII. 

If two companies have almost identical names, they are located at the same address, etc., then, 

according to the Federal Tax Service, this is evidence of the intentional division of business in 

order to save taxes. 

Scheme 16. Receipt of a loss by a credit institution from operations with a "problematic" 

bank. 

Source: http://offshore-express.eu/ru/offshore-news/110-16-taxc.html  
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