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A significant change was introduced in determining the taxable base resulting from sale of shares by individual taxpayers in terms of claiming deductions.

PREVIOUS PROVISIONS OF THE TAX CODE
The previous provisions of the Russian Tax Code, which were in effect up to January 1, 2007, were ambiguous with respect to the deductible costs associated with the sale of shares, including sale of shares acquired upon exercise of stock options or vesting of restricted stock units. According to the Russian Tax Code, there were two Methods to determine the deductible costs:

1. Method I allowed a deduction of all documented costs associated with the acquisition, holding and sale of shares; and 

2. Method II (available to Russian tax residents only) allowed a deduction of RUR125,000 (approximately USD $4,800) for securities owned less than 3 years. If securities were held by an individual for 3 years or more, the full amount of sale proceeds was exempt from tax. 

In the past, individual taxpayers did not have the freedom to choose between Method I and Method II. Method II can only be chosen when it was not possible to substantiate the costs associated with the acquisition, holding and sale of shares. This provision made it impossible for Russian resident taxpayers who had held onto their shares for 3 years or more as it was near impossible for them to exempt the whole sale proceeds amount from taxation.

REVISED TAX CODE
The Tax Code has been revised such that the taxpayer can choose the calculation methods for the taxable cost basis and allows taxpayers to choose Method II if they sold shares in the period from January 1, 2002 to December 31, 2006 and such shares are held for more than 3 years from acquisition. Moreover, the fact that a taxpayer incurred expenses and can documentarily prove them does not count. Therefore, the full sale proceeds from sale of shares between January 1, 2002 and December 31, 2006 is exempt from tax if the shares were held for more than 3 years from acquisition .

Those taxpayers who sold shares which were held for more than 3 years in this period, and paid the tax on the difference between the sales proceeds and the actual incurred expenses may recalculate their tax obligations and apply for a tax refund.

Effective January 1, 2007, however, the new legislation disallows Method II. From January 1, 2007, if an individual sells shares held for more than 3 years from acquisition, only actual documented expenses are added to the taxable cost basis and deductible from the sales proceeds. There is no more exemption from taxation for shares held for more than 3 years.

ACTION
Companies should update their employee communications to reflect this change in the Russian Tax Code.
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