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ESTABLISHING A LIMITED
LIABILITY COMPANY

Although the procedure for establishing a
limited liability company in Russia is fairly
clear, it must still be appreciated that there
remains a number of legal issues which this
Bulletin is intended to address.

When deciding about entering into a business
enterprise in any jurisdiction, or establishing an
entity in an environment that is not familiar but,
nonetheless attractive for a decision-maker in
view of further investment into such
environment, it may be expected that a prudent
investor will endeavor to determine, first of all,
the legal form in which the business enterprise
shall operate. In pursuing their activities in
Russia, most investors choose either a closed
joint stock company or a limited liability
company. The purpose of this Bulletin is to
briefly address those aspects that are particular
to limited liability companies, vis-a-vis the rest
of the variety of business corporations which
may exist under Russian law. Joint stock
companies shall be addressed separately in a
different discussion.

It is acknowledged that a legal entity in the form
of a limited liability company (hereinafter —
“LLC”) is opted for by investors for its better
suitability for a variety of considerations for the
purpose of creation and on-going operation of
business activites of a wholly-owned
subsidiary. One of the underlying reasons for
this choice is that an LLC is widely considered
to be a better choice for conducting full-fledged
commercial business activities, including
manufacturing, both from the point of view of
its state registration and the property ownership
structure, inclusive of requirements and
procedures pertaining to the transfer(s) of equity
shares in the registered capital of the LLC..

This Bulletin primarily addresses the LLC

registration process. Some features intrinsic to
the existence and operation of an LLC which we
consider important for the purposes hereof shall
be extrapolated as well. However, it should be

noted that for credit organizations created in the
form of an LLC, certain exemptions from the
general provisions contemplated herein may

apply.

| LIMITED LIABILITY
COMPANY: GENERAL ISSUES

Under the applicable provisions of Russian law,
an LLC (hereinafter also referred to as the
“Company’) shall be a company founded by
one or more individuals/legal entities (residents
and/or non-residents of the Russian Federation)
with the charter capital being divided into equity
shares of which the size and value must be
determined by the Company's foundation
documents. After the charter capital is paid up in
full, participants in the Company, acting in good
faith, shall bear no liability for the Company’s
obligations and shall bear the risk of losses
connected with the activities of the LLC only to
the extent of their contributions to the charter
capital.

An LLC may have up to 50 participants. If the

number of participants exceeds 50, an LLC must
be reorganized into an open joint stock company
or a production cooperative, or the number of
participants must be reduced within one year
following the above-mentioned increase in the
number of participants; otherwise, the LLC may
be subject to liquidation.

An LLC is established for an indefinite duration
unless its Charter provides otherwise.

An LLC must have a full name and may have an
abbreviated name in the Russian language. A
limited liability company may also have a full
and/or abbreviated name in a foreign language.
The registered name must indicate the legal form
as an "Obshchestvo s Ogranichennoi
Otvetstvennostyu” (or abbreviated "OOQ"). The
Russian name of the LLC shall not contain other
terms or abbreviations reflecting its legal form.
In particular, it shall not contain terms or
abbreviations borrowed from foreign languages
(e.g. "Limited" or "Ltd."), except as otherwise
provided by federal laws or other regulatory
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legal acts. The LLC’s Charter must contain both
the full and abbreviated names of the Company.

Il ESTABLISHMENT OF AN LLC:
FOUNDATION DOCUMENTS
AND CHARTER CAPITAL

Under the Federal Law “On Limited Liability
Companies” of February 8, 1998, No. 14-FZ, (as
amended) (hereinafter theLl’C Law "), to
establish an LLC, its founders shall conclude a
Foundation Agreement and approve the
company’'s  Charter. These foundation
documentsmust be registered with the relevant
public registration authorities.

If an LLC has only one founder, no Foundation
Agreement is needed for the company to be
fully operational, so the Charter itself will
suffice to meet the foundation document
requirement. However, to be registered, a sole
founder of the Company must provide the
registration authorities with its internal written
decision about the establishment of the LLC
along with the Charter of the LLC. If the
number of the participants in a Company
initially established by one person (either an
individual, or a legal entity — irrespective of its
residency status) increases at a later stage to two
or more participants, a Foundation Agreement
must be executed by all the participants in the
Company. It is noteworthy that under Russian
law a legal entity must consist of more than one
participant in order to be able to independently
create another legal entity.

Should there be a discrepancy between the
provisions of the Foundation Agreement (when
applicable) and the Charter, the provisions of the
Charter shall prevail.

Amendments to the Foundation Agreement and
the Charter can be made by the General
Participants’ Meeting. Such amendments must
be registered with the relevant state authorities
(Art. 12 of the LLC Law) in order to take effect

(except for a limited number of amendments,
such as those concerning branch and
representative offices, which take effect upon

the notification of the state registration

authorities). The Federal Law “On State

Registration of Legal Entities” of August 8,

2001, No0.129-FZ, entered into force on July 1,
2002 and empowered Russian tax authorities to
carry out the state registration functions in
respect of different business corporations,
among which are LLCs.

The charter capital of an LLC must be
indicated in the Company's foundation
documents and shall consist of the par value of
the participants’ equity shares. Under the LLC
Law, the charter capital must not be less than
100 minimum monthly wages (currently, this
amounts to RUR 10,000.00 (ten thousand and
00/100) and at least 50% of the Company’s
declared charter capital must be paid up on the
date of the filing of the set of documents for the
LLC state registration. If the charter capital is
not paid up in full as of the moment of the state
registration of the Company, the remainder must
be paid within one year following the moment of
making the respective entry about registration of
the Company in the Unified State Register of
Legal Entities. A participant’s equity share in
the charter capital of an LLC is determined as a
percentage or part of the charter capital. The real
value of the participant's equity share shall
correspond to the proportional part of the LLC's
net assets.

Each participant in an LLC shall have the
number of votes that is proportional to their
share in the Company's charter capital. The
Charter of an LLC may establish a different
procedure for determining the number of votes
held by the participants.

An equity share in an LLC is not a security
under current Russian law and, unlike the shares
of a joint stock company, an equity share in an
LLC does not need to undergo the time-

1 In Russian “Edinyi gosudarstvennyi reestr yuridiitikh
lits” (abbreviated “EGRYuL").
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consuming registration process with the Russian
Federal Service for Financial Markets.

Under the LLC Law, holders of more than 10
percent of the equity shares in an LLC have the
right to initiate judicial proceedings to expel
from the LLC any participant who grossly
violates their obligations, or by their action or
inaction neutralizes or substantively hampers the
activities of the LLC.

Contributions to the charter capitainay be
made in cash or in-kind. In-kind contributions
consist of securities, valuables, property rights,
or other cash-valued rights. Objects of
intellectual property and the rights of permanent
use of land do not constitute a valid
contribution. However, the right to use said
objects may be contributed to the charter capital.
This right can be transferred on the basis of a
license agreement registered with the relevant
authorities. The value of a participant’'s
contribution is not allowed to be less than the
par value of this participant’s equity shares in
the Company. At the time of the creation of the
Company, Contributions into the charter capital
can be made either by a bank transfer into a
respective accumulative account, or in cash
money, provided that in case of payment in cash
money the maximum amount so paid does not
exceed RUR 60,000.00 (sixty thousand and
00/100) which is the maximum amount
currently allowed for cash settlements in the
Russian Federation. The purpose of such a
payment shall have to be identified by the payor
as “contribution to the charter capital”.

If the value of an in-kind contribution exceeds
200 minimum monthly wages (currently RUR

20,000.00 (twenty thousand and 00/100)), an
independent valuation report with respect to
such contribution must also be obtained in line
with the applicable provisions of Russian law.

Both the increase and decrease of the
Company’s charter capital is within the
competency of the General Participants’
Meeting, which may pass a respective resolution

to these ends. No increase may take place until
the charter capital is paid up in full.

Any change of the charter capital must be
registered with the relevant tax authorities in
order to take effect.

using the LLC’s assets; and/or

by additional contributions of the

participants ; and/or

by contributions of third parties who are
accepted into the LLC, unless prohibited
by the Charter.

Resolutions to increase the charter capital using
the LLC’s assets or by additional contributions
of the participants must be passed bywe-
thirds majority vote of the Company's
participants, unless the Charter requires a larger
majority vote. The resolution to increase the
charter capital by contributions of third parties
whose participation in the LLC is approved by
the General Participants’ Meeting shall be
passed by a unanimous vote of the General
Participants’ Meeting.

decreasing the par value of equity shares;
and

redeeming the equity shares belonging to
the LLC.

The LLC Law does not establish any limit for
the number of equity shares that may be owned
by an LLC. The equity shares held by the LLC
shall not be taken into account for either voting
purposes at the General Participants’ Meeting, or
in connection with the distribution of the
Company’s profit or the Company’s assets in a
liquidation of the LLC. Within one vyear
following the day of an equity share transfer to
the LLC, such an equity share must be
distributed between all the participants
proportionately to their equity shares, or sold to
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all or some of the participants and/or to third
parties (unless such a sale is prohibited by the
Charter). The part of the LLC’s equity shares
that is not so distributed or sold must be
redeemed by a proportional decrease of the
LLC's charter capital.

The creditors of the LLC must be notified of any
decrease in the Company’s charter capital within
30 days following a respective decision about
such decrease. It should be pointed out that if, at
the end of the second and each subsequent fiscal
year after the establishment of the LLC, the
value of the Company’s net assets is less than
100 minimum monthly wages (currently RUR
10,000.00 (ten thousand and 00/100), the LLC
may be liquidated per a court decision following
the submission of a petition thereto by an
authorized state authority.

Il LLC REGISTRATION

The LLC registration procedure is carried out in
accordance with the Federal Law “On the State
Registration of Legal Entities” of August 8,
2001, No.129-FZ, as amended (the
"Registration Law").  Such registration is
currently performed by the Federal Tax Service
located relevant to the place of the Company’s
permanently working executive body, or, in case
there is no such a body, at the location of any
other body or person who is entitled to act on
behalf of the Company without a Power of
Attorney. The place of location of the
Company’s permanent working executive body
shall be indicated in the founders’ application
for state registration.

Pursuant to the Registration Law, the authorized
body of the Federal Tax Service is obligated to
register the Company withifive daysafter all
the necessary documents have been filed with it
for such purposes, although, in practice, this
does not always occur. Within one day
following the registration, the authorized body
of the Federal Tax Service will send to the
applicant the Certificate of State Registration
and the Certificate of Making an Entry into the
Unified State Register of Legal Entities. The

Company is considered to have been created as
of the day of its state registration (i.e., frone th
date of a respective entry into the Unified State
Register of Legal Entities).

Original  application for an LLC

foundation, signed by the applicant.

Original resolution on the LLC creation
passed by the LLC founder(s).

Foundation documents of the LLC (either
originals or notarized copies)

Extract from the relevant register of
legal entities certifying the registration
of a company in the country of its origin
(for each foreign entity among the
founders of the Company).

Document confirming the payment of the
state duty.

To have a fully operational LLC, it is necessary
to complete the following procedures:

Corporate seal registration;

Registration with the Federal Service of
State Statistics;

Registration with the tax authorities as a
taxpayer;

Registration with the Pension Fund,
Medical Insurance Fund and Social
Insurance Fund;

Bank account(s) opening with a bank
having a valid license from the Bank of
Russia for the pursuance of banking
activities.

Finally, under applicable Russian law, including
Russian accounting standards, all bookkeeping
records of the Company are to be made in
Russian, denominated in Russian rubles and
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maintained according to Russian bookkeeping
standards. The Company may also prepare
accounting documentation according to other
standards (e.g. US GAAP, IAS) for its internal

or other business purposes. Taxpayers must
regularly file tax statements (declarations) and
some other documents with the relevant state
authorities.

IV LLC'S FUNCTIONING:
GOVERNING BODIES

The General Participants’ Meeting has supreme
authority in an LLC. A General Participants’
Meeting must be held at least once a year.
According to the LLC Law the annual General
Participants’ Meeting must be held not earlier
than two months and not later than four months
after the end of the financial year which falls, as
a rule, on December 31.

A General Participants’ Meeting can be either
ordinary or extraordinary. Resolutions of the
General Participants’ Meeting can be passed at a
meeting or by absentee voting (by conducting a
survey). The LLC Charter may provide for
cumulative voting as well.

All participants in the LLC enjoy the right to
attend General Participants’ Meeting, participate
in the discussion of the issues on the agenda,
and vote. The members of the Board of
Directors, an individual serving as an individual
executive body and members of the collective
executive body who are not the participants may
participate in the General Participants’ Meeting
with the right of consultative voting. Provisions
of the foundation documents or resolutions of
the governing bodies of the LLC that restrict the
statutory rights of participants are deemed to be
null and void.

The competencies of the General Participants’
Meeting are listed in the LLC Law and include,
inter alia, the following:

amendments to the Charter, including
increases and decreases of the charter
capital;

approval of annual reports and balance
sheets and the distribution of net profits
among the participants;

approval of internal documents of the
LLC,;

appointment of members to the executive
bodies and the early termination of their
powers;

resolutions to reorganize or liquidate the
LLC; and

election of the internal audit commission.

Resolutions on matters falling within the

exclusive competence of the General
Participants’ Meeting may not be delegated to
the Board of Directors or an executive body
unless the LLC Law provides otherwise (as, for
example, for the appointment of members of the
executive body (General Director), approval of
major transactions and certain interested
transactions).

A transaction is deemed interested in the case
that in such a transaction there is the interest of
() a member of the Board of Directors; (i) a
member of the collective executive body; (iii) an
individual who discharges the functions of the
individual executive body; (iv) a member of the
LLC’s collective executive body; or (v) a
participant who, together with affiliated persons,
holds 20% or more of the total number of votes.

A  transaction, or several interrelated

transactions, is deemed to be major if it involves
the acquisition or sale or the possibility of a

direct or indirect sale by the LLC of assets

whose value exceeds 25% of the value of the
LLC's property, as determined on the basis of
data in the accounting reports for the last
reporting period preceding the date on which the
decision to conclude such transaction is adopted,
unless the LLC's Charter stipulates a higher
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amount to be a major transaction. Major
transactions require the respective approval of
the General Participants’ Meeting. Transactions
in the course of the LLC's usual business
activities are not considered to be major
transactions. It is noteworthy that the Charter
may stipulate that no resolution of the General
Participants’ Meeting or the Board of Directors

is required for the execution of major

transactions.

The LLC Law leaves it for the participants to

decide whether they want to appoint a Board of
Directors (which may also be named the
“Supervisory Board”).

The LLC Law and the Charter set forth the areas
of competence of the Board of Directors. A

member of the Board of Directors is prohibited

from delegating his powers to another member
of the Board of Directors, or to a third party.

The competence of the Board of Directors
includes:

the appointment of the executive body of
the LLC and the early termination of its
powers;

the approval of major transactions;
the approval of interested transactions;

the decisions concerning the preparation
for, convening, and holding of the
General Participants’ Meeting; and

the taking of decisions on other issues, in
accordance with the LLC Law.

The day-to-day business of an LLC is conducted
either (i) by individual executive body (General
Director) or (ii) by both individual and
collective executive bodies.

Individual executive body is elected by the
General Participants’ Meeting for the term

defined in the Charter. The functioning and the
competence of an individual executive body are
regulated by the Charter, the Company’s internal
documents, and a contract entered into between
the LLC and an individual serving as an
executive body.

Under the LLC Law, the individual executive
body acts on behalf of the Company without a
Power of Attorney, represents the Company’s
interests vis-a-vis third persons (entities), enter
into transactions on behalf of the Company,
approves the Company’s personnel structure,
issues orders and gives instructions binding for
all employees of the Company.

Collective executive body (in the form of
management board, directorate, etc.) should be
established if its establishment is envisaged by
the Charter of the Company. It is elected by the
general participants’ meeting. Members of the
collective executive body can be represented
only by natural persons who are not necessarily
the participants of the LLC. The competence of
the collective executive body is to be set forth in
the Charter.

The individual serving as an individual
executive body presides over the collective
executive body (if there is any), but cannot chair
the Board of Directors of the Company, if there
is any. Members of a collective executive body
may not constitute more than one-fourth of the
Board of Directors.

A member of the Board of Directors and a
member of the collective executive body may
not transfer their voting rights to a third person,
including other members of the Board of
Directors or the collective executive body.

The LLC may, by contract, transfer the powers
of its individual executive body to an external

manager if such transfer is expressly allowed by
the LLC’s Charter.

Members of the Board of Directors, an
individual executive body, members of the
collective executive body and the external

managers are jointly and severally liable to the
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LLC for losses incurred by the LLC due to their
culpable action or inaction, unless otherwise
provided for by Russian federal laws. Members
of the Board of Directors and members of the
collective executive body who voted against the
decision that caused the LLC to incur losses or
who did not take part in the voting will not be
held liable. The LLC or its participants may file
a claim with a competent court for compensation
for damage suffered by the LLC as a result of
undue performance of their managerial powers
by a member of the Board of Directors, the
individual executive body, a member of the
collective executive body or the external
manager.

V  RIGHTS OF THE
PARTICIPANTS: TRANSFER OF
EQUITY SHARES,
WITHDRAWAL FROM THE
COMPANY, PARTICIPANTS’
LIABILITY, PROFIT
DISTRIBUTION

LLC participants enjoy the right to sell or
otherwise dispose of their equity shares to one
or several participants of the LLC without the
consent of either the LLC or the other
participants, unless the Charter requires such a
consent or prohibits the above mentioned
transactions at all. The participants have a right
of first refusal to acquire other participants’
equity shares (or a part thereof) in the LLC at
the price offered to a third party in proportion to
the size of their equity shares, unless the Charter
or an agreement between the participants
provides for a different procedure for exercising
these rights. The refusal from or prohibition of
the preemptive right in the charter or other
internal documents is not valid. If the
participants do not exercise their right of first
refusal within one month from the date of
notification of the sale, or, within any other
period provided for by the Charter or by the
agreement between participants, the equity share
may be sold to a third party at the price and on
the terms of which the participants were

notified. If an equity share is sold in violatioh o
the right of first refusal, the participants or the
LLC may file a suit within three months
demanding the transfer of the buyer's rights and
obligations to the participants or the LLC itself.
The transfer of a right of first refusal is
prohibited.

Each participant has the right to withdraw from

the LLC at any time, regardless of the consent of
the other participants. The LLC is obligated to
pay the withdrawing participant the actual value
of their equity share (less the proportional

amount of the LLC’s debts) within six months

after the end of the financial year within which

the application for withdrawal was submitted,

unless the LLC Charter stipulates a shorter
period of time. The actual value of the equity
share may either be paid to the withdrawing
participant in cash or by a part of the LLC's

property proportionate with their equity share.

Participants bear the risk of losses connected
with the activities of the LLC only to the extent
of their paid contributions to the charter capital.

In an LLC, participants who have not fully paid
up their contributions to the charter capital will
be jointly and severally liable for the obligations
of the LLC in proportion to the unpaid part of
the participants’ respective contributions.

The General Participants’ Meeting determines
the part of the LLC’s profits to be distributed

among the participants. Said part of profits is
distributed in accordance with the proportion of
the participants’ equity shares in the charter
capital. The Charter may, however, stipulate
another procedure for the distribution of profits,
provided that a relevant decision is made by all
participants of the LLC unanimously.

An LLC has the right to pass a resolution on the
distribution of its net profits among its
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participants every quarter, every six months or
every year.

The LLC is prohibited from passing a resolution
on the distribution of profits among the LLC's
participants:

until the charter capital of the LLC has
been paid up in full;

until the actual value of the participant’s
equity share has been paid, when
applicable, in accordance with the LLC
Law;

if, at the time of passing such resolution,
the LLC meets the criteria for insolvency
(bankruptcy) under the Federal Law “On
Insolvency (Bankruptcy)” of October 26,
2002, No.127-FZ (as amended), or in the
event that the LLC will come to meet
such criteria as a result of passing such
resolution;

if, at the time of passing such resolution,

the value of the net assets of the LLC is
less than the charter capital and the
reserve fund, or if it becomes less than the
charter capital and the reserve fund as a
result of the resolution; or

in other cases provided for by the LLC
Law.

VI CONCLUSION

This Bulletin provides general information about
regulations applying to limited liability
companies in Russia. and does not serve as legal
advice. All the information provided herein is
based on Russian legislation as it is currently
written.

Please, do not hesitate to contact us for further
information and details.

Best regards,

BBH Legal

Bolshoy Gnezdnikovsky per. 1,
bldg 2, 7" floor

125009 Moscow

Russian Federation

Tel: +7 495 540 42 85;

Fax: +7 495 540 42 86

Email: moscow@bbh.cz
www.bbhlegal.ru
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