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Working Party on the Accession Origina: English
of the Russian Federation

ACCESSION OF THE RUSSIAN FEDERATION

Information on the Subsidies System
in the Russian Federation

The Permanent Mission of the Russian Federation has submitted the following information
on the subsidies system in the Russian Federation, with the request that it be circulated to members
of the Working Party.

At present, in accordance with the applicable standardsin Russia, the following types of State
support are provided for economic sectors, specific enterprises and regions:

- direct transfers from the Federa Budget;

- budgetary loans;

- deferred payments to the Federal Budget;

- investment tax credits;

- specific forms of State support;

- grants and subsidies (" subventions") to regions;
- State financing for specific programmes.

Direct Transfers from the Federa Budget

PursuanttotheFedera LawNo. 29-FZ " OntheFedera Budget for 1997" of 26 February 1997,
the overal Federal Budget funds designated to cover expenses of the main industries amount to
7,426.7 billion rubles.

1 The bulk of the expenditure was planned to support the coal industry, amounting to
6,479.2 billionrubles(herein and hereafter beforebudget adjustments) inthebudget approved for 1997,
or 87.2 per cent of thetotal Federal Budget expenditures appropriated to enterprises and organizations.

Non-repayable coa industry funding out of Section 7 of the Federal Budget is performed in
accordance with the Regul ations on State Funding for Coal Industry Restructuring Activities approved
by Resolution of the Government of the Russian Federation No. 598 dated 17 May 1996 which determine
the procedure for managing these funds. The Regulations cdl for the following elements of State support:

€) technical operations to abandon highly unprofitable and unpromising mines and open pit
operations;

(b) research and design support for coa industry restructuring;
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(© activitiesfor social protection of the employees to be rel eased in connection with coal industry
restructuring;

(d) expenses to cover damages caused to the employees of the enterprises and open pits to be

abandoned;
(e demolition of worn-out housing and construction of new housing;
® maintenance, re-engineering and modernization of mines and open pit operations;

(9) construction of new profitable mines with appropriate infrastructure;

(h) selective support for coal producers which fail to cover their expenses through free market
prices for coal products;

) corporate expenses for the implementation of the industry-wide wage rate agreement;
() maintenance of socia assets held in corporate balance sheets; and

(k) formation of a centralized reserve fund.

2. The State regulation of prices for the production and sale of liquefied gas for individua household
needs is retained to date, and State support is therefore provided in the form of subsidies to gas
processing plants of the oil industry and enterprises of the petrochemica industry in the amount of
9.7 billion rubles.

3. Enterprisesarebeing relieved from their obligations to finance the maintenance of social assets
in accordance with Decree of the President of the Russian Federation No. 8 dated 10 January 1993,
Resolutions of the Government of the Russian Federation No. 1325 of 23 December 1993, No. 235
of 7 March 1995 and No. 724 of 17 July 1995.

TheFedera Budget includes partial compensation for the costs associated with the maintenance
of social assets in the amount of 575 hillion rubles for 1997.

4, The 1997 Budget also provides for a power rate compensation payment for power generation
and supply companies in the amount of 1,300 billion rubles (after budget adjustments).

5. Besides, the 1997 Federa Budget includes:

- funding for the expenditures of the State Committee for Standardization and Metrology in the
amount of 26.5 billion rublesin 1997 (for maintenance of the basictime and frequency reference
service);

- State support for folk arts and crafts (10 billion rubles in 1997); and

- State support for certain other sectors (see Appendix 1 for Consolidated Calculation of Financing
for Coa Industry Restructuring Activities and Appendix 6" for other sectors).

"To be submitted shortly.
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Budgetary L oans for Enterprises and Organizations

According to the 1997 Budget, appropriations have been planned and made out of the State
budget in the form of repayable loans to the mechanica engineering industry (the names of the enterprises
and the respective loan amounts are listed in Appendix 6°).

Inparticular, appropriationsfor thewood industry have been made agai nst arepayment security
for the creation of wood, raw materias and fuel reserves between seasons totalling 800 hillion rubles
(207.6 hillion rubles actually disbursed).

Deferred Payments to the Federa Budget

In 1997, to stabilize the financia condition of certain industrial enterprises, deferrals were
granted with respect to paymentsto the Federa Budget at an interest rate of 50 per cent of the Central
Bank's refunding rate in accordance with the legislation in force (Appendix 6" lists the enterprises to
which such deferrals of payments to the budget have been granted).

Investment Tax Credits

These credits are granted to anumber of enterprises on an interest-bearing and non-forgivable
basis pursuant to decisions of the Government of the Russian Federation and executive authorities.
Theamounts and types of investment tax creditsgranted to various enterprisesarelisted in Appendix 6.

Specific Forms of State Support

The participation of the Government of the Russian Federation in eliminating the consequences
of natura calamities, fires and disasters and the allocation of funds to damaged enterprises is one of
theforms of specific State support and cannot be considered as prohibited since the funds are al ocated
on an ad hoc basis. Thus, after thefire at the engine plant of the joint stock company KaMAZ in 1993,
the company was granted forgivable and non-forgivable resources and a deferra of debt repayment
until 2000. The types of State support for KaMAZ are listed in Appendix 6.

Grants and Subsidies (" Subventions') to Regions

Articles 31 and 32 of the Law "On the Federal Budget for 1997" provide for the allocation
of grants to closed administrative aress.

In accordance with the said Law, the alocation of grants to certain geographic regions is
envisaged. The estimated amounts and names of such regions are given in Appendix 2.

Article 22 of the Law " On the Federa Budget for 1997" providesfor the allocation of subsidies
("subventions") to the city of Moscow for performing the functions of the Russian Federation capital
(see Appendix 2) and also to the city of Sochi asaresort of national importance, to develop appropriate
infrastructure.

"To be submitted shortly.
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State Financing for Specific Programmes

Federa special-purpose programmes, including regional ones, are developed, approved and
implemented as prescribed by Resolution of the Government of the Russian Federation No. 594 dated
26 June 1995.

Thelist of federal specia-purpose programmes to be financed out of the Federal Budget must
be approved by the Law concerning the Federal Budget for each subsequent year. It makes specia
appropriations to the State customers of such programmes for the funding of capital investments, research
and development costs (subject to the WTO standards and rules) and other current expenses.

The general purpose of all federal regiona development programmes and other special
programmes devel oped and approved by the Government to date, has been to establish and implement
a package of measures ensuring economic recovery and creation of an efficient regional economy.

Thefedera regiond development programmes are dso oriented to achieving the overal objectives
of the regional economic policy of the State which are set forth in the Guidelines for Regiona Policies
in the Russian Federation approved by Decree of the President of the Russian Federation No. 803 dated
3 June 1996.

These objectives include:
- strengthening the economic foundations of Russia, ensuring national integrity and stahility;

- promoting the development and enhancement of economic reform, creation of a diversified
economy in all regions, development of regiona and national commaodity, labour and capital
markets, institutional and market infrastructure;

- reducing regional disparities in social and economic development, progressive creation of
conditions for strengthening regiona public welfare and streamlining of regional resettlement
programmes;

- achievingincreased|evel sof specidizationand diversification of regional economies, increasing
the viability of regional economies;

- providing State support for depressed, underdeveloped, environmentally damaged areas and
other areas with complex demographic and migration-related problems; and

- developing and implementing comprehensive policies for regions with difficult business
conditionswhich require special measures, such asthe Arctic, Far Eastern and frontier areas.

Thefunds allocated for the implementation of regional development programmes are provided
in the form of financing capital investments and research and development out of the Federal Budget,
principally inthe devel opment and moder ni zation of transport and energy infrastructure, environmental
protection, protection and restoration of cultura monuments, elimination of consequences of natural
calamities, development of housing and social infrastructure. The provision of such subsidiesisneither
legally nor factually related to exports or imports.

Therefore, in the opinion of the Russian delegation the funds which are alocated to finance
regional development programmes may, in accordance with Article 8 of the Agreement on Subsidies
and Countervailing Measures, be classified as "nhon-actionable subsidies".
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The list of regiona programmes financed out of the State budget is attached hereto as
Appendix 3. Appendix 4 offersthelist of federal specia -purpose programmesfinanced out of the State
budget in 1997. Appendix 5isalist of legidative acts governing tax and customs privileges. The text
of this legislation is provided as part of the routine legislative update diskette'.

* * *

Thereareanumber of other measures of financial assistance which do not constitute prohibited
subsidies and are consistent with the WTO rules. These include State support for transportation companies
aimed a enhancing transportation safety; budgetary appropriations for water management,
hydrometeorology, mapping, geodesy, environmental and plant protection.

Converted defence enterprises are compensated for part of their lost profitsin connection with
shifting from military to civil production from the Federal Budget. Compensation is provided in the
form of grants for the consumption fund and partial refund of the enterprises’ costs associated with
the maintenance of socia infrastructure.

State support is provided for the delivery of fuel, medicines, foodstuffs and priority needsin

order to meet individua social institution, housing and utilities requirement in Arctic and equivaent
areas.

Appendices:
Appendix 1.  Consolidated Calculation of Financing for Coa Industry Restructuring Activities
Appendix 2.  Calculation of Allocations to Regiona Governments from the 1997 Federal Budget

Appendix 3.  Information on Federa Programmes of Regional Development Included in the 1997
Federal Budget Financing List

Appendix 4.  List of Federal Special-Purpose Programmes to Be Financed out of the 1997 Federal
Budget

Appendix 5.  List of Legidative Acts Governing Tax and Customs Privileges

Appendix 6.  List of Financial Assistance Programmes of the Russian Federation’

"To be submitted shortly.
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