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Partnerships: A New Flexible

Investment Vehicle
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On 1 January 2012 the Federal Law No. 335-FZ of 28 November 2011 “On the Investment
Partnership” (the Law) entered into force. It establishes the legal grounds for joint corporate
investments into risky venture projects by introducing a new business structure, the investment
partnership (the IP), created through an investment partnership agreement (an IPA).

The Law creates a vehicle similar to an English limited partnership and represents a marked
improvement over the existing structure for fund vehicles in Russia. Investors, both foreign and
Russian, who wish to use a Russian investment structure can move their offshore vehicles into (or
create investment vehicles under) the jurisdiction of the Russian courts.

Defects of the Current Schemes of Investments Under
Russian Law

 Mutual Funds («паевой инвестиционный фонд»): they are the most common structure
used to invest in ventures but are strictly regulated by financial laws and require licensing,
which make them unpractical and challenging for small to midsize investment projects.

 Simple or Trust Partnerships («простое товарищество» или «товарищество на 
вере»): these structures are rarely used by investors as strict mandatory norms prevent the
parties from contractually regulating their financial affairs and there is no tax transparency.

 Limited Liability Companies («общество с ограниченной ответственностью»): they
are inefficient structures from a tax point of view as both the company and its shareholders
are taxed.

Advantages of Investment Partnerships

Clear Scope of Assets

An IP is not a separate legal entity and thus does not require any registration or any licence. The
Law provides a clear and extensive list of activities for IPs: acquisition and sale of non-publicly traded
shares (participatory interests), bonds, partnerships and derivatives, as well as shares in the charter
capital of economic partnerships («хозяйственное партнерсово»).

Broad Scope of Participants

Parties to an IPA can include Russian or foreign (i) non-commercial organisations (including state
corporations and pension funds), (ii) commercial organisations and (iii) registered individual
entrepreneurs. Natural persons are excluded.

The number of partners in an IP cannot exceed 50. A partner can participate in more than one IP.

Flexibility

The Law allows for the introduction of specific provisions in the IPA which are available in no other
structure such as the size and type of the contributions, capital call procedures, default contribution
rules, conduct of the IP’s business (management and decision making procedures, or establishment
of an investment committee), distribution of profit rules, assignment of rights and obligations rules,
and exit rules.

Other General Provisions

Partners of the IP

Generally, there are two types of participants in an IPA: (i) managing partners (MPs) and (ii) limited
partners (LPs). MPs conduct the affairs of the IP and are allowed to make contributions in cash and
in kind, whilst LPs can make cash contributions only.
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MPs can receive a fee for their management activities. Foreign corporations with no permanent
establishment in Russia cannot act as MPs. MPs can retire from an IPA upon the prior written
consent of the other partners. LPs can retire from the IPA only if, and as, specified in the IPA. MPs
cannot assign their rights and obligations under the IPA, but LPs can if, and as, specified in the IPA.

MPs’ obligations include (i) maintaining separate tax accounts for the IP, (ii) making all tax filings,
(iii) serving as tax agent for foreign LPs and (iv) determining whether to deduct VAT or treat it as an
expense.

Liability of the Partners

An LP’s liability for contractual obligations with respect to persons engaged in profit-making is limited
to the amount of its paid-up share in the partnership property (IP assets). If the IP’s assets are not
sufficient to satisfy the claims, MPs bear subsidiary liability with all their property. However, there is a
defect leading to potential unlimited liabilities of LPs – all the partners are jointly and severally liable
in relation to non-contractual commitments and contractual obligations in relation to persons not
engaged in a profit-making activity.

Termination

An IPA terminates (i) upon the expiry of its term (not more than 15 years), (ii) upon the achievement
of its objective(s) or (iii) if only one partner remains. Unless the IPA provides otherwise, it does not
terminate in the event of the incapacity, insolvency, liquidation, reorganisation or exit of a partner.

Tax Benefits

The IP is not a separate legal entity subject to taxation. Partners pay tax on profit (if it is a legal entity)
or income (if it is an individual entrepreneur) in proportion to their contribution.

VAT does not apply to (i) investor capital contributions, (ii) investor-funded commitments or
(iii) return of capital up to the partner’s paid-in capital.

Property tax is paid by (i) MPs in relation to any initial in-kind contributions of capital to the IP and
(ii) all partners in relation to assets created by an IP going forward in proportion to their share.

Notarisation and Confidentiality

An IPA must be notarised. The terms and conditions of the IPA are confidential, except for the
following: (i) existence of the IPA, (ii) the IPA’s date, number and name, and (iii) MPs’ names.
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For further information please contact Eugenia Bektasheva or Patrick Brooks in the Moscow office of
Squire Sanders at +7 495 258 5250.
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