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This booklet was written during the Summer of 1994 at the request of the Enterprise Development Program, which is financed by USAID. The book is intended as an introduction to the practical realities of business in Russia today. It covers the basic problems that face the entrepreneur and describes how they can be solved (or avoided) in practice. The aim was not to write an information booklet for practical problem​solving, so the book will probably not be interesting to those who already have personal experience of working in business in Russia. But we hope that it will be useful to Russians just starting in business, or to foreign businessmen who have just entered the Russian market, and also to those who are considering the possibility of or intending to engage in business in Russia. The authors' knowledge is drawn from various aspects of business in Russia. David Barkan is a professor in the Department of Economic Planning and Marketing of the St. Petersburg University of Economics and Finance, a consultant for a number of firms and the author of specialized and popular publications about business. Galina Sannikova is a Doctor of Economics, has been chief accountant and financial director for several private enterprises and is at present an expert at a Bank. Elena Timofeeva is a Doctor of Economics and the head of a small enterprise.

We decided to construct this book in the form of an anthology of ready-made reports (marked with the full name of the author) and the notes of their discussions. We did not strive particularly for complete accuracy (especially in legal terms) and comprehensiveness. Rather, we saw our task as stating problems as they appear in the practical experience of the authors. We would appreciate any comments and suggestions. For more information about this and other upcoming publications please contact:

USAID/Center for Business Information: 113093 Moscow, Russia 36 Liusinovskaya St. 11th fir. Tel: 8(095)931-9662/564-8115 Fax: 8(095)931-9663 e-mail: vms@cbi.msk.ru
V. Shironin.

After two and a half years of reforms, we can say without exaggeration that the work of a firm in the Russian market is already fairly similar to that of developed market economies. The main problem facing any firm, whether it is a manufacturing firm, a distribution firm, a trading firm or other, is the sale of its products and services. If sales are made and the prices are acceptable, then all other problems will somehow or other be solved by the simple fact that the firm has money. And in the present conditions in Russia, problems that cannot be solved with the right amount of money practically do not exist - a fact which must be stated plainly.

In many cases it is not a question of `pouring in money', but rather involves an indirect approach. Bribing a state official is not always possible, nor is it always safe. But a certain act which is useful for a city or a region (sponsoring a public holiday, equipping a children's playground and so on) may naturally incline the authorities to favor a firm. The glaring shortcomings of Russian legislature, which can be used to justify equally one decision or another, enables bureaucrats to lean toward a particular side.

The current business environment in the country is governed by three distinct yet intricately interwoven paths of development. According to the logic of business we are already quite similar to developed countries. In the area of reforms of economic institutions (property, the legislative basis for business relations, systems of state regulation, etc.) the shortcomings are acute, and their `transitory' nature is painfully obvious. In practical business relations (the nature of deals, ways of conducting business, attitude toward the law), the peculiarities of the Russian mentality are obvious.

The nature, opportunities, and problems relating to the activity of a Russian firm depend to a great extent on the scale of the enterprise. A major problem for a small firm (for instance, sorting out problems with the mob or renting a halfway decent office) would just be a few more expenses for a large firm. A small firm is not always in a position to hire even an average Russian consultant, whereas a large firm can afford to seek out the `stars' of international consulting. But, on the other hand, a relatively innocuous small or medium-sized firm in the market will not have the same problems as those faced by large firms, mainly the `carving up' of the market, price wars, participation in politics, etc.

The `fabric' of business life of Russia today is woven with tens of thousands of small and medium-sized firms among a few large ones. Their time has not yet come, as they are still gradually accumulating their capital. For this reason we shall concentrate on the activities of small and medium sized firms while only in individual cases touch on the features of large ones.
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HOW IS A BUSINESS STARTED? Main Methods

Self financing

D. Barkan: In Russia today there are several basic methods for a business to get started. First, there is the method of `self financing', where starting capital is built up through personal business activity and work on the market. The firm is set up by one or more associates using their personal means.

Most commonly in Russia, from 1990-92 onward, firms of this nature were set up by 'shuttlers', that is traders who regularly imported goods from abroad and sold them on a small scale or even singly (for example computers and faxes when there was a shortage of them). Eventually, some starting capital was built up and became the basis of the business. Another example is that of small-scale craft production or activity in the services sector (for instance, private moving services, private repairs companies, etc.).

This method of amassing start-up capital has been practiced by many now well-established firms. It is interesting that these firms have become more stable on the market since these `self-made men' are not sidetracked by difficult situations, have a developed business sense, and have been hardened by interaction with the mafia from the earliest days of their business.

Another method is the use of know-how and authorship rights in the production of goods and services. There are a wealth of examples of this tendency. Thus "Apika", which makes preparations out of honey and related products and is now widely-known throughout Russia, started off as a result of the efforts of several enthusiasts and production engineers who had left their state establishments. Another very interesting example is the market of burglar alarms (former electronics experts from the defense industry), programming systems (workers from the numerous defunct scientific research institutes), small shipbuilding (yachtsmen and shipbuilders from the factories of the former Ship Building Industry), and so on.

Capital Transfer

The second route is by `capital transfer', meaning that the financial basis of a firm is established through various methods of capital `flow' from former state organizations to small "budding" businesses using distinct methods of diversification. This is also referred to usually as `spontaneous privatization'.

Here the process is fairly natural - using legal and semi-legal methods the

mother' state organization sometimes provides financial or, more frequently, goods credit, gives its small firm favorable renting conditions, and offers free legal, accounting and other services. In fact, one often finds that the heads of state or privatized organizations are the founders of such firms. Although there are some cases where there are legal limitations on this sort of practice; this is on the whole the most common method of setting up a firm and finding its starting capital in Russia.

Another way of transferring capital which is frequently quite illegal, has sprung up here. The fact is that a legal transfer of a part of an organization's finances to a new structure is not always possible, and in fact, may often provoke an undesirable negative reaction from the collective. Hence the search for more roundabout paths, such as the use of `orders'. Hundreds of firms have done this: they take the order of a `friendly' firm for the manufacture of something or for some service on the condition either of full payment in advance or for a partial, fairly hefty, advance. The order is fulfilled, and the firm has made its first profit, which is in turn invested in the business, and so on. If there are quite a few such friendly firms and a large number of orders are taken, then half a year of this kind of work will be quite ample for a small firm to become independent. Of course, this is always very intense work and there are lots of risks involved, including financial ones. Moreover, an unknown new firm will have difficulty finding customers who trust it right away. This is where acquaintances, family ties, and friends come in.

There are other not entirely lawful methods, including the `fake fine'. This operation is carried out in the following way: A certain state or joint stock venture signs a contract for work or product delivery with a newly-established firm. In the contract significant fines are stipulated as sanctions for non​fulfillment; then the state venture for some reason or other proceeds to violate them. Accordingly, the other party is paid a hefty fine, which becomes its

starting capital. Obviously, this is only possible when the leaders of the enterprise have vested interests in this sort of business.

Another more `exotic', yet not entirely rare method is the 'fake contract' one of whose parties is again a stag, or joint stock venture. Under this contract, the conversion and transfer of money overseas is undertaken, leading to one of several different outco .yes, from the complete disappearance of the money or the partner firm, to a very poor conclusion to the transaction. It goes without saying that all the money gained in this way then becomes the starting capital of the firm whose owners are practically all `interested parties' (of course, this method is also used for transferring money overseas for purely personal self-enrichment, etc.).

We have touched on only two examples of direct criminal activity of which there are a great number; describing them all would fill an entire volume. It is important to keep in mind that in many cases they are the outcome of the economic, administrative, legal, and other `deformations' regrettably arising from today's reforms.

A third way is that of `hired capital'. Here, not only banks are meant.

Generally speaking, this method for a firm just starting- up is highly problematic - there is no property, no reliable guarantor, there is simply not any trust in the firm as yet. Nonetheless there are dozens of successful examples of this kind: one way or another, be it by someone's assignation, by signed contracts, by the deposit of personal property as collateral, etc., credit was received, the first turnover was produced, money came in, the loans were paid back and the business took off.

Naturally, there are quite a few negative examples of this: law suits, unpaid credits and banks which went bust. There are cases where financing is provided by `friendly' firms who have a vested interest in the success of the novice. But this doesn't change the essence of the matter. Another source of funding can be a foreign investor. As a rule, this is almost always an outgrowth of personal friendships and ties and an interest by the foreign investor to break into the Russian market. Leaving aside the legal subtleties, the foreign founder contributes his share in the form of technology, merchandise, transport, and less frequently cash. The office equipment and vehicles are generally purchased used. As for merchandise, more often than not a solid share of the foreign investor's profits are tied up in it.
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Of course the above-mentioned examples do not exhaust all the possibilities for acquiring start up capital. We should mention at least two options about which hundreds of articles have been written in the Russian press: the laundering of money from the Central Committee of the Soviet Union and the mafia through the creation of completely respectable firms. These subjects have been so worn out by journalists that it is hardly worth writing about them here, But, it would be unjust not to mention their well-known place in our classification since Party money is transferred from particular state structures, and mafia money is widely-used for loans, in both very simple and highly complex forms. The former includes th-_ very wide-spread business practice by which a firm borrows money from its own `cover' or simply `twists' its money with the profit for this or that party. The latter includes the little-known system of placing capital, which has not been entirely honestly earned, into different types of well-established, quite respectable firms.

We should also note that the first programs of assistance to small businesses have begun in Russia, as have several western-style investment agencies. At the moment this effort, conducted in part using state funds but mainly with foreign financing and sometimes by commercial banks, is in its earliest stages. However, the first fruits of this labor have sprouted up in the forth of start-up companies that received their seed money in a perfectly legal manner. We can only hope that this practice will spread. In point of fact, we are talking here of the `fourth way' for a business to get started; its practice, however, is currently so limited that it is still too early to discuss it seriously.

Starting from scratch: "Shuttlers"

Let's talk about how people earn their, first money. Is it still as "shuttlers"?

E.T.: Yes, this is still the main route offering the opportunity of earning start​up capital. Basically, shuttling consists of buying goods abroad, hand carrying back to Russia and selling them. There are a variety of ways to do this: first by selling to some second-hand shop from which money is received. Shortly, the shuttlers realize that it doesn't really suit them, and they begin pooling their efforts. The people who join forces are those that traveled together and they buy some sort of booth. I actually know someone who has done this. He and two of his friends bought a booth in a sports complex for 200,000

rubies ($100). One of them in turn, sold the merchandise that the group had imported. They managed to accumulate some capital like that.

At first they accumulated the capital for themselves. The main reason people went back and forth to begin with was to pay off their personal debts. They didn't realize that the shuttle business could be so lucrative. Originally, they calculated on buying an apartment, then they bought cars, then they finally realized that they had some money left over with which to start up a business. They found shops they could sell their goods to and developed contacts everywhere. And even as they sold their wares to shops, they looked for contacts that they could continue working with further.

- Where did they travel to?

Poland. By the way, Poland has interesting dynamics in the sphere of business. At first goods were taken there to be sold and hard currency was brought back here. Later, goods were brought from Poland. No one goes there to sell anymore. They bought there because it was much cheaper.

People who travel have learned how to do business. They've observed, for example, that operating small cafes in Poland can be profitable. Realizing that they are something that we don't have, they looked for opportunities here. For example, the people I traveled with to Poland in '90-92 were all teachers; about 80% of them set up their own businesses, like my colleague from the institute who went there and then opened a little hamburger stand on the Gulf of Finland.

- Did they do any networking there? I mean, they didn't just wander round the streets looking, did they?

They did network, and it is simple to do. When you arrive at the market and buy more than ten or fifteen of anything or simply say that you want to buy wholesale, someone's bound to offer to take you to their warehouse. Basically, the goods in the warehouses in Poland were German. That was a very good time. Germany had reunited, and East German products appeared on the Polish market. Our shuttlers started off by buying the cheapest stuff available. Later, when the market became saturated, they moved on to more expensive goods. It was much more profitable to bring in one leather coat, receiving a lump sum for it. than to bring in ten T-shirts that would be sold, God knows when. By then they were already trying to buy wholesale for their little shop or booth.

- What's happening now?

D.B.: Exporting from Poland is no longer advantageous; an equilibrium has already developed between prices here and there. Now, people are appearing who have been clinging on to their jobs at institutes till the last minute, hoping for something reassuring to turn up. When they realized that they had to earn money somehow, they looked to the only three profitable countries remaining - Turkey, the Arab Emirates and China.

But, I emphasize, that's if we're talking about countries of massive "shuttling." It is possible to get something out of Poland and sell it for a profit. I'd even say that we've got 'shuttlers' who do all right for themselves in Finland. You see, you have to find your niche.

Now one needs to already have appropriate qualifications?

Definitely! Or you need someone guiding you. The starting capital needed for shuttler operations can range anywhere from $3,000-5,000. Using that money to import goods for resale by someone else, you can earn $500-700 from a good trip.

So that's the smallest wholesale volume?

Yes. Today's shuttler works only with orders. He practically never works on some wild market. Rather than speculating, today's shuttler travels with a very clear conception of what it is he has to get and where he'll be selling it later. He usually travels once a month, because two journeys in one month can wear out even the most hardened shuttler. And it's worth mentioning that there is a certain element of risk in that all shuttle operations are quite strictly controlled by the racket.

Starting from scratch: The next step How does one move to the next stage?

You could say that if a shuttler has worked for about six to twelve months, he'll have earned about $10,000. With this sum and with the help of a partner, he could organize quite a substantial little business. More often than not, shuttlers go into the trade business. By that I mean investing in kiosks, little shops or modest distribution operations - there are thousands of those in the city.

Does a person. have to take part in this himself or can he just put in the money?

No, he must both put in the money and take part, because there is no structure for investment without participation or at least I don't know of any. Only a `cover' can invest and not take part.

OK, so, one person can invest $10,000, but what do you estimate would be the total capital needed to begin a viable operation'I

It's hard for me to say, but I reckon that a more or less secure little wholesale firm would have about 50-70 million roubles of its own capital. That would he, say, three people investing about $8,000 each.

- So this is small trading, small wholesale, small distribution. What about going into production? Is that still more or less of a rarity?

I think it's still quite uncommon. Very few people are going into production. Those who are doing it usually have other incidental reasons for it - a location, for instance. And definitely, at the heart of such a business you'll find some manufacturer. I can cite you an example from the food industry. Let's say, there's a big interest in fast-freezing products; there are always people behind it who have been involved in the technology of fast-freezing. Or bakeries - behind those you'll find people who used to be involved in it and have the technology. I mean, in every case, there has to be some sort of technological nerve center.

- I've heard that a mini-bakery can pay for itself in three months.

That surprises me. I've been involved three times in businesses connected with mini-bakeries. I was involved in the processing aspect. The time it took to pay for itself was much longer than that, more like a year. Or let's take a soft drink manufacturer; I know more about that. It took no less than one and a half to two years to pay for itself, and that's the most profitable product.

- So what about investing in transport? Obviously the state of transport is pretty bad and maybe investments there could be quite profitable.

I think that buying a car is probably not the most profitable business at the moment. Car repair is very expensive. Simply investing, however, in a transport company is possible, because there are rather a lot of them that offer moving services, which is quite expensive. I can give you an example: transporting a load in a small car within a radius of 40-50 km of St.

Petersburg costs 50,000 roubles and perhaps even as much as 70,000-80,000 roubles.

- OK, so, starting from scratch, you can become a shuttler, then a tradesman, then a distributor, a kiosk owner. What's next? What examples can you give?

You mean, how do people grow? Here's a typical variant: Someone was a shuttler between '87-'88, bringing in computers. Then, he got involved in the first cooperatives. Then, he began his own private business, which he's still running today.

- What did he do? Was he a distributor?

That and a trader. And now, finally, he's moved into production. He's been moving in that direction for a long time, set up a soft drink manufacturing business with Germans for lemonade, and now his lemonade "Mechta" is the talk of Petersburg. He's got much bigger plans now which are all focused on production.

E.T.: By the time they've accumulated some initial capital, they will also have built some very clear ties. After all, the shuttlers would sell their goods to little booths and gradually combine efforts with their buyers. For all intents and purposes, they become permanent suppliers. Once they become suppliers, they stop wanting to travel around themselves, so, they find people who can supply them. They accumulate goods and start distributing them among booths or with the knowledge that they have built a network of retailers, they organize some sort of production.

a le: There was a state tailor shop, one of the many in the city, someone, realizing that he could supply dress-making material from Turkey, set up an agreement with the director of the tailor shop, and proceeded to order material. In other words, he signed a contract with him for supplies. This supplier then realized that he had accumulated enough money to set up his own tailor shop, but an underground one. He set up a small workshop that practically no one knew about, made the same things, and supplied the material there too. He's stopped traveling back and forth himself altogether. Now, he just takes care of the organizational side.

Furthermore, initially there were people who imported goods using their own money; this person who organized the tailor shop, started giving them hard currency to buy him material. 1-le knew how much they could buy with it

and they brought him the amount he asked for. Anything else wasn't his problem. He got out of customs difficulties, and was always provided with what he needed. They bought their own tickets and simply brought him what he ordered. It was profitable for them too, because they could buy more for less. Let's say he wanted goods in the $8-10 range; by buying in bulk, they could get the goods for $5-6, pocketing the rest. With the official tailor shop that he's got a contract with, and his own little workshop, his turnover is always growing. With what he's made, he has gotten into real estate and has started buying apartments.

I should point out that this person is an ex-soldier. To this day, he works in a nuclear physics institute earning 250,000 roubles a month for being at work 3-4 hours a day. He works four hours at his factory, and the rest of his time he works on something else. It's very hard work, going back and forth like that; he really earns his money. At the moment he's buying a vast piece of land on the shore of the Neva River where he's going to try to set up a workshop. All the traveling he did, all the buying and selling, seems very insignificant now. Even the workshop isn't his main concern any more; he's now got the purchase and sale of a few pieces of land and two or three apartments under his belt.

Another example: The same goes for my colleague who started off in food. At first he just had a summer kiosk where he made hamburgers. Now he's got a big stand where he makes hamburgers, pizza, and other things. He saw how it was all done in Poland first, because the Poles are quite similar to us. Then he had to bring in the spices - ketchup, mustard, and so on, that it's all made with. The vegetables needed to make the food have the necessary appearance simply aren't available here, so obviously, he went there, learned how it was all done and brought the food in with him. Food products were free from customs' duties at one stage, so the customs officials let him through with no trouble whatsoever. It was profitable. Later, he got a very good place on the Leningrad-Finland Road. He no longer needed supplies from Poland either, because the Finns started supplying him with cheaper products.

Contacts are always made during the working process. It's not all that difficult to up your own business. When a person gets a foothold somewhere, he can see how other people do things. People get together and work together as partners, until the first quarrel.

When a quarrel breaks out, one of the partners leaves to set up his own business. Conflicts, as a rule, arise everywhere and always; it's really a Russian trait. People can't work very long together. Jealousy is so ingrained in everyone here that people are constantly trying to put one over on other people. Finding a suitable, reliable partner is always very complicated. People always start working with their friends and always fall out with them. It's a huge problem. I've heard from so many people who have come with their grievances, "I've been deceived; my best friend's conned me. We started off together and he earned so much money through me, got so much turnover which he didn't share with me, he tried to hide it and make off with some of it or, he made off with all the money."

Other ways to start a business

- Let's talk about variants other than "shuttlers."

During the period when they were in cooperatives, people tried to get established in their enterprises like mushrooms on a log. Realizing they couldn't count on the enterprise to feed them anymore, they would try to set up their own little laboratory, workshop or some little thing of their own and specialize in some form of production. They took some of the people who worked in that factory, their friends, and made a group of five or six people. They knew they could turn some utterly desolate, dilapidated place, a storehouse or a hangar, into their workshop. The management was always happy to see them occupied with something, and they literally set up their own small manufacturing company.

- Is that sort of thing still happening?

Yes, on an even larger scale. It's going on now because this is a very unstable time. Enterprises haven't yet become joint stock companies and no inventory has been taken. Hardly anyone knows what an enterprise has and where it is. And the most tenacious ones who, during this period, have seen how people take things, grab things, and how they organize it all, are psychologically prepared for it. People realize that since others have been able to accomplish, they can too. The ones who managed it early on are already out of the picture; they've found their own little niches and are running normal businesses. So, in essence, we're already talking about a second wave of people who might at first have thought badly of cooperatives and private businesses, but now realize it's their only chance for survival.
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That's why the capable people from among this second `generation' have moved forward in an even stronger wave, because accounting and controls don't exist as such. What is their interest? Using their old factory ties, they can get raw materials for the lowest prices. No outsiders will be able to get these things cheaper. On top of that, they can just steal stuff or develop a relationship with a superior who has some resources at his disposal, like machine tools or something. Dealing in these things, they can earn unbelievable amounts of money.

Nowadays, a large enterprise can't even produce the consumer goods it used to. The small enterprises are taking over. This is actually advantageous for the large enterprise - it can account for what the small enterprise has produced, because they don't have the resources any more for large-scale production, but they do for small-scale production. These small enterprises have started growing at a rapid rate and have amassed a lot of capital.

Example: 'Izhora' is a huge factory. It always produced metal, but besides that, they made wooden handles. From the materials for these handles, some employees started making wooden frames and small casements and things. Then, they realized that they could buy a great West German lathe, which would meet world standards for polishing. They bought this little lathe and started turning out high quality products. At first they had sales problems. You see, of course, they didn't want the factory to know that they could already sell on the side. So, they looked for sales through friends or any construction organization that they could sell to cheaply. Actually, market channels had just started functioning through people to whom they could offer high-quality products. They began selling their product without knowing anything about world standards and without being able to measure their own product against it. Since there wasn't a state standard any more; quality could only be defined at sight, and only by a specialist. They lowered the prices on their products and .easily found a market. Consequently, they began to grow in the belly of the beast, so to speak. Everyone else seeing that they were flourishing, joined in a wave of indignation. People either left the enterprise, taking all the capital with them, or they stayed opening something else up, if they have further prospects.

It's a profitable period now, because they've already gotten used to things
from being at the factory and have a good idea of what resources are
available, what can be got where, and where things can be got the old way -
that's very important. To this day, you can make a deal for a bottle. Lots of
- 17-

friends are still around. They can get any kind of raw material. In addition, they have a cheap work force. It's their own, after all. They can supply people, who are willing to work for very low wages, with a trivial job. They can use the factory's transportation to carry their products, which isn't something to be sneezed at, because the load has to be guarded. If the truck is going from the Izhora or Kirov factories, no one's going to check it, because it's still got its old associations, These are giants of the State. What are they going to be transporting? A tractor part? A tank part? No, now they're transporting purely commercial products.

That is how large enterprises are being splintered up into small ones. The sharpest people are organizing their own business and flourishing at the heart of their enterprises. Flourishing from within your enterprise can be very easy. Turning cash into non-cash money, from within an enterprise, is very easy. Their profit is covered up - it's brilliant. You can cover it up twice - if there's a clever accountant, you can twist things to make huge amounts of money, which is what they do. It's not clear as yet what belongs to whom ... The director has to hold out as the director. They're all quite old. so to speak... Other than safeguarding their enterprise and getting their wages, they practically don't have any other aims. What's happening at the factory? Starting up a small a enterprise? Well, by all means. Do you need space? Have it, but take ten people. Do you need resources? I'll provide you with metal. I don't have enough for a large enterprise, but for a small one I do. At first, it's all done on an understanding; nobody pays anyone anything. When they see that the money's coming in, they start making agreements: "Why don't I give you a stake: I'll pay you...;" that works without a hitch for two or three years.

Foreign firms are drawn more to the new firms which have been created on the foundations of state enterprises, because they have already worked with them. Their structure and status have changed, and they see that they are really achieving something. Western partners come to the factory, set up joint stock companies and joint ventures, and provide their own technology and equipment. They're trying very hard to penetrate our market. There's quite a tendency now to flood our market with old German equipmeiit at very low prices. For a new enterprise, old German equipment is still better then ours from the 1930's and 1950's; therefore, getting into the market with old equipment still makes sense.

D.B.: Privatization here is very formal in character. The main tragedy is that it is not clear who the owner is. Twenty per cent belongs to the State, thirty to the administration, another twenty to God knows who... When people feel as if they don't have a stake in an endeavor, well, it leads to the old process of `pouring money' into the enterprise or down the drain, as it were, if of course, there are any funds available.

- What do they put in? After all, there probably isn't any money..

Yes, money is scarce, that was earlier, but even now, when there is serious credit investment it can be transferred in the ways we've mentioned. `Friendly' connections are the most important thing. I won't go into all the legal twists involved, but basically - there are various ways of creating start​up capital by providing some of the technology, the rent of the premises, and know-how relating to different sorts of high technology. You see, many of the firms that are coming over here now are more interested in our high technology. If earlier, we had an influx of Westerners who offered fruit juice, coffee and trainers, now, as a consultant, I more often than not, come across people who are interested in our technology.

- Only enterprises which have already- been privatized are allowed to sell their property, right?

Yes, but there are, for instance, a number of premises that are used on the basis of contracts for joint activity - it's a very cunning and interesting way, and, of course, KUGI has now started clamping down on it and constantly carries out checks...

- What is KUGI?

It's the State Property Management Committee, representing Chubais' Property Ministry on a local level. Nonetheless, there are ways to avoid this problem. There are different tricks connected with the wear and tear of a premises, dealing with its having been supposedly put out of operation, that is, declared useless. They then proceed to transfer or sell it. I won't even go into equipment which has been written off, or an apparatus which is unusable

it's just a mass phenomenon.

- A non-privatized enterprise doesn't have the right to sell, but it does have the right to write things off?

It does, and furthermore, even unprivatized enterprises, our old state enterprises, were accorded greater freedom by law under Gorbachev to

dispose of their property as they wished. We have examples of how this is done in actual practice - it's pretty crafty. But I'm not very qualified to speak about this, although I do know for sure that it's done. I mean, I don't know the legal mechanisms of how it's done, but it's not too difficult to explain it.

- Who at an enterprise participates in this pruning' and how is it done? Is it usually a small group of people? How is it set up?

It's set up fairly simply - the management at an enterprise looks out for its own material interests, apart from the interests of the enterprise, because who knows what will-happen to it. 'Pruning' happens, for example, in this way: a consulting firm, particularly ours, receives an order for a project to develop a commercial center at an enterprise; we do this and prove that it will be far more efficient than a sales service, that they have at the enterprise. I want to call your attention to an important point. Let's say an enterprise, which manufactures mining equipment, can't sell its product - not because miners don't need it, but because they can't afford it at the moment. But it has to be sold. Basically, there are methods and means for selling it, but it can't be done through the sales service. They ask us, "What should we do?" We say: "Let's set up a separate commercial center." The idea is that in order for people to sell, you have to pay them. For instance, someone who has sold goods for 5 billion ought to get 50 million as a payment for the sale. But you can imagine what would go on inside the factory if someone got paid 50 million for the sale. We say, - and this is a very important point, and in general planning and economic department chiefs do listen to us - that really there'll be a huge fuss in the factory, there'll be an uprising. But you could define this commercial center as a. separate structure, set it up as an enterprise which makes a contract with you.

- This situation, in which everything living is defined, was obvious three years ago. The enterprise is alive only because it still has a part which contains the bulk of the capital capacity, and this part is in a state of neglect. It's being worked to death, and when it does collapse, all the small enterprises that have still got life in them will be in a very difficult position.

No! I'll explain why. The fact is that while they're gaining their bearings, they use the connections that were established in the old structure. They'll use these ties, friends they know - let's call a spade a spade - to bribe whoever and however it is necessary to get rid of their goods, and you understand

yourself that in individual structures everything is always done individually and privately.

It's much easier than in state enterprises where you've got to keep track of every penny. The members of the enterprise collective have always got this gripe with the people who create this sort of center: "will you only be dealing with our product or something else as well?" We always take the side of people who say, "Something else as well," because there might be natural recessions on the market and your product will just climb back up. Usually, we do manage to convince them in the end. Then, something interesting transpires: by the time the enterprise collapses completely or is declared bankrupt, thee commercial center will already have 2/3 of the turnover- and everything that they did which wasn't connected with the enterprise. In point of fact, it's the sort of starting capital we were talking about. Having started selling the state enterprise's product and building itself up in that way, they go off into fields of quicker turnover. For instance, some of the centers that we've set up have moved into real estate.

- How many people move off into the new ventures and how many remain behind? Just a rough estimate?

I'd say, if you take all the personnel of a medium-sized enterprise - I want to stress that it is a medium-sized enterprise with about 150 people, then you could say that about fifteen people, or 10%, perhaps 7%, are very talented business people, who somehow sniff each other out within the structure. As a rule, when they leave, they take a strong business manager with them, because now all enterprises are held up by the person with the job of business manager.

- So basically 90% of the people make up the `dead shell'?

Yes, that's about right. In reality the problem is a very big one, because it's unclear what will happen to this 90%.

- Let's take the manufacturers you've had dealings with. Once the commercial structure has moved out to greener pastures and thrown off this .shell, is the shell completely incapable of life?

For all practical purposes, yes. But interestingly, we've noticed that sometimes an outside investor comes along, buys everything that's up for sale or at auction, and breathes new life into these structures. Not on the basis of their goods, their products, but on the basis of their technology, that is to

say, he's managed to do something with their technology. The clever, able people who left with the new ventures weren't able to do that. We still don't know why. It's interesting - those clever, able people left, and are followed by these outsiders, who see something that those people couldn't.

- Are the people who move in Russians?

Yes, they are Russians' I don't know of any cases of foreign investment. They see production differently. From a range of opportunities, they break down production into seven or eight independent divisions, allowing each to thrash about for itself. I know of a case where they took, as an option, amateur but good mechanics for car repairs;. they started repairing old cars. It was exceptionally profitable, and it turned out that this division completely justified its own existence. What's interesting is that at the enterprise, even during the period when we were creating the commercial center, ideas for forming a car repair service had cropped up more that once; and the person who came fresh to the enterprise put this into practice. - Who are these new manufacturers, these new investors?

The first group comprises those who have established themselves independently beginning as 'shuttlers', on a commercial foundation. The second group are people who have direct ties with Russian industry. After all, not all enterprises have failed. There are some that are still going strong, not very many, but some: the ones which have found their role, taken in orders, found their field of activity, and so on. It is this second group that shows a special interest in failing enterprises possessing a desired technology (which in a number of cases is part of a package deal). And the third group are foreigners who come to St. Petersburg, mainly from Scandinavia (Finns & Swedes), people who are more intimately acquainted with our situation. They're advised by their own people, who already have had some experience working in this market.

- You mean consultants and businessmen?

Businessmen - not consultants! This is what we've observed in Petersburg. A small western firm goes about its business, then along comes a large western firm, which proposes that he head their department or representative office here. It's a very interesting process, which initially surprised us tremendously. After all, the person has his own private business! They tell him - leave it, you'll be able to earn more here.

- Does that really does happen?

Yes, it really does happen.

Finding Credit

Banks

E.T.: Finding credit is very difficult. The fact is, you can only get credit once your established. Unless you can get it from a friend, for a very short time. You can, however, pool your resources with someone. When three small enterprises realize that they won't survive, they can join forces. In order to do this, their interests have to coincide. Not many people will put their own money in, and if they do, only with interest.

- How much?

At the beginning of the year they were offering $1000 at 1% daily. That's a lot. I can't even calculate it.

- Suppose I have $1000 in the bank, I can earn 1 % a year on it. On the other hand, there are people who need this money. We could probably get together, couldn't we?

Yes, but in that situation, the creditor's risk is a lot greater. It often happens that a person borrows money, puts the money into circulation, and then can't repay it. The lender will be lucky if he gets back his initial investment, even without interest. There's nothing on paper, after all. And when a contract is signed before a notary public, things will get so complicated it won't be worth it. Therefore, you can only do it by a gentleman's agreement.

- How about getting credit from a bank?

I firmly believe that is practically impossible for a small enterprise. I spent half a year trying to get at least a $3000 loan. Banks only gave credit for trade, for very short periods, and at such high interest that only a trading company with presale arrangements could pay them back. It's quite clear that an organization that has just started out won't give the money back.

G.S.: There are very few really secure enterprises at the moment. Our bank tries to use all the resources it has available, we finance to the limit. We do try to give credit and take a risk, but there's no long-term investment at the moment; it's just not possible.

- Why? Aren't there any projects worth investing in?

They won't last. I don't know of any enterprises which could begin producing something new on their own. So, the risk is too great for the bank. If a bank

does lend money it will only be for a term of six months. If the money is returned properly, then the contract is prolonged and money won't be refused. The point of credit is receiving the interest.- that's what a bank survives on.

- Going back to interest. Surely the bank has money which actually costs it less than the 150% which only dealers can get hold of. On the one hand, there's money that the bank buys on, let's say, an interbank credit at almost 150% and resold with some margin. Then there's also money that actually costs the bank nothing, for instance, lying in the accounts.

Yes, but the batik takes that from the clients, to whom we now pay 90% annuities. Moreover, we have our own costs. There's re-equipping: everyone needs a computer, we wanted to buy SWIFT, a new computer transfer system; we're opening branches; the branches are all loss-incurring, etc.

- You mean if you have cheap money you invest it in your own development?

At the moment we're in the process of fighting our own fronts. Enterprises have started collapsing, the banks will naturally be next. For this reason, we're in a struggle for survival, consolidating and conquering the market now. Our bank has held on to all it can, opening 200 branches in the city, and has started, for example, working with pensioners. It is not an easy task. The State uses dilatory tactics when it comes to reimbursing them, and the bank loses out. Catering to pensioners of a wide area, though, puts more pressure on the State, making the impact less significant.

D.B.: I think that a bank will start working with a firm when its turnover becomes large and secure enough. However, this also depends on the status of the bank itself. Big fish like Promstroibank or 'St. Petersburg', which are among the top 100, will obviously set a higher standard, while small banks strive to attract any clients. Accordingly, the size of loan money will vary too - a small bank is unlikely to float more than a 20-50 million rouble credit, while a big bank can offer a client, who has already started investing in production, a credit line of one or two billion roubles.

- Are we talking about three-month credit deadlines?

Let's say that a credit line has been opened at one billion. That means that the client can receive 300 million every three months and set the conditions for repayment. As a rule, repayment and interest progress in a normal manner, but the client knows that for his operations, he can definitely borrow again and again, and that is greatly strengthens his position in business operations;
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Private loans

·  How do small enterprises you know borrow money:

Usually there are several ways. The first is when people borrow from people they know very well.

- How much?

The amounts vary, but in my experience from $5,000 - 25,000. - What are the conditions?

The money is given for six months or, on rare occasion, a year. I know of a few cases where the money was lent interest free. Generally speaking, they make sure the money gets returned with a prearranged 'godly' bank interest rate. That is to say, the lowest bank rate available.

- Well, now that's a strange concept, in dollars: that can be 10% a month and 10% a year?!

Not at all! Banks generally state their interest rate when they advertise for depositors. For example, a good bank announcement will go - "we are ready to pay you 20% annuities in dollars."

This type of private lending is now encountered less frequently, because there have been many unpleasant incidents among families and relatives: they have become the object of general discussion, because now more often there is another way - mortgages, unofficial as well as official.

- Have there been cases of property confiscation?

I couldn't say that I know of any, because the borrower tries any means possible to get more money; he'll try to borrow again from somewhere else, anyone. I know of lots of cases where my own friends from small business have done this.

- On what conditions?

Up to a one year limit. The interest is quite high, the same as a bank's commercial interest.

And the third way is the illegal one, when in the presence of someone's 'cover', there's an agreement that in case anything happens... and from then on of course, the conditions are very harshly observed.

- What about deadlines and interest?

The same! Everything is the same, but people don't want to get involved in all sorts of legal complications.

- I think that many people are willing to lend money at deposit rate interest for quite a long time. Are there any ways of attracting this money into business?

Of course there are. I can give you the example of a firm I know. Several of my friends would come to me occasionally with a question about an average man who isn't too poor and can save up about two million. Their question: what should he do with it? I, in turn, asked several of my clients whether they'd be willing to do something with this money. Some people did say, and in practice we did do this, that they'd be willing to take a contribution from people but only if they would be taken at their word, so to speak, and if the sum was no less than 20 million. The thing here is that people who are willing to do this can put together some sort of pool - someone will put in 1 million, another will put in 2 million and so on until they've got the 20 million and give it over. The next question deals with the interest. It turned out that the interest that an average businessman was willing to pay for this kind of loan was unfortunately lower than the current interest at savings banks. Here the interest was 12% in rubles a month, whereas the average business gave from 10-15%.

But the interesting thing, and this surprised ire, was that there was a great number of people who wanted to place their money there and not in a savings bank. The catch is that the average business promoted an additional attraction - they said that if you put your money into our turnover, you might be able to get a certain share and become a participant. This really drew people. They not only promised the depositor possible participation in the decision making process, but even hope for a position, a job in the organization - this was really relevant for some people. For instance, getting their children work was very important. Their children, who might be students, are studying and they can get them jobs. Apart from that, they promised help and protection in case of any unforeseen circumstances, and that meant a lot too.

- Are there any other ways of getting credit at lower interest?

Some businessmen I know in Petersburg invested all their spare money in real estate overseas and they get credit from that. This is quite a wide-spread practice nowadays.

- And is this very profitable?

This is extremely profitable, and it's a testimony to the cleverness of Russian people. Example: it's very profitable to buy real estate in Spain because it's much cheaper there. And you can get the same credit at the same interest. If at first Russians started off indiscriminately buying property in Germany or somewhere, they later began feeling out the best options - literally feeling them out, and not because they were advised by consultants. Now, they are able to take part more or less normally in competition. Of course, there aren't that many of them, but now there's a joke among Petersburg businessmen that as soon as you've got $20,000, the first thing you've got to do is buy an apartment or little house in Spain that you can get credit from and work more or less normally. Now some of the well-established businessmen i know are actually refusing bank credit, preferring to work from abroad. This puts some pressure on our banks.

Locating office space

Auctions

E.Timofeeva: A firm's choice of premises depends on its activity and the prospects for its development. If a firm intends to develop and have its own capital and partners, it's more convenient for it to make an announcement for participation at auction. Model documents for this sort of announcement are given at the entrance to the Chamber of Registrations. Auctions take place two or three times a month, depending on the number of announcements and premises that are going to auction. In general, auctions feature enterprises that wish to buy the premises they are occupying (more often than not it's a shop). The people who frequent auctions the most are big foreign firms, who are willing to pay a lot for their premises. Once this kind of firm has set up shop, it doesn't mind paying to keep its premises and alarm systems, and practically always has contracts with insurance companies. For their representatives, they rent apartments through the management of buildings that are well-guarded by government bodies. They also have guarded garages and cars at their disposal. By paying a lot of money to the State for the premises and the security, these firms can avoid the mafia.

At one of the first auctions in 1992, the cost of a 108 sq.m. shop, located practically in the center of town, was $15,000. (It should be pointed out that the foreign firms who risked opening their business in St. Petersburg at the start of the privatization process have been conspicuously successful.) By the end of that year the cost of premises at auction had risen sharply. Auctions started being held separately for organizations that had been occupying a particular premises. For Petersburg enterprises, and separately for foreign firms and joint ventures, the prices were very different. Because of this, the foreign firms started using the services of their Russian partners and trying to get premises by setting up joint ventures and renting directly from their partners.

Renting

Apart from acquiring workspace at auction, it is possible to rent one. All contracts for the non-residential fund are registered at the State Property Committee, starting off at the local department with a summary, which is

then given to the city department. It should be pointed out that foreign firms were forbidden by law to buy their premises, so they had to find a reliable Russian partner, finance him, get the premises registered in his name and then revalidate the documents in their own name.

So if a firm cannot take part in an auction, it can rent a premises. To do that it has to go through a real estate agency - there are more than one hundred registered in St. Petersburg. They have a database and according to the requirements of the company they can choose a location. In this case a rental contract is drawn up. Because of the instability of the economic situation, it's usually for one year, sometimes for two or three, and very rarely for five. The rent can go up twice in six months, depending on the conditions of rental.

When this happens, the cost of rental is considered in balance and all the taxes are paid. Usually, the rent is increased when things are done through an agency, since it includes a 35-50% premium. Often the conditions of the contract are one-sided. The landlord includes in the price of rent, compulsory repairs to the premises, payment of electricity, gas and heating bills, burglar alarms, and the wages of the security guard, and can break off the contract at any time. Many firms use this point in the contract for getting premises in order that are being threatened by the public health authorities, and then find a way of breaking the contract and take the refurbished premises back for themselves, then some time later rent it out again, but for a higher price. The cost of renting 1 sq.m. fluctuates depending on who is renting the premises, a commercial or state organization.

Usually, it is commercial structures that announce premises for rent in the
papers, since they have bank details and direct contracts with the people who
lease premises. For all intents and purposes, they act as middlemen with the
price including a double profit. Therefore, it's more advantageous to rent a
premises directly from the landlord. In this situation premises can be found
through friends. And because in the current economic situation nobody really
knows who owns the property of state enterprises, there are lots of different
ways a business that's starting up can find space. The economic difficulties
facing enterprises often force them to give some part of their premises over to
the State Property Committee or place an announcement for the rent of the
property. For some state enterprises, leasing out premises is a method of
survival, but this doesn't last long, since the enterprise becomes a joint stock
company and lots of small firms are formed where it used to be. These firms
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leave the old functioning factory to start-up their activity and break into new business somewhere else. Thus, in large enterprises, such as the 'Izhorsk factory' Joint Stock Company, there are lots of little enterprises that are no longer connected with the activity of the factory but are aggressively engaged in business activity: wood processing workshops, enterprises specializing in consumer goods, consulting firms, car repairs and so on. The ex-workers are becoming the directors of these firms; the firms are registered under the address of the workshop at the factory, and because all the associates know each other very well, the contract for the rental can be just a formality. Sometimes, you may not even have to pay for the premises, because the management of the former state enterprise hasn't adapted itself to market conditions and is more worried about where it's going to get the money to pay its employees than the existence of new structures that are doing their business and not asking for any money. Conflicts may arise when the employees of the state enterprise notice that the pay in the commercial ventures is significantly higher. Such problems are solved when employees of the state structure are hired onto the staff of the commercial venture or paid a premium from its fund. Sometimes the staff of the commercial structure includes the foreman of the workshop and an accountant, and in this case, you can get away with paying no rent, because the foreman will always 'cover up' the activity of the firm. More often than not, parallel production is carried on, with the commercial structure manufacturing the same product as the state enterprise, and the product can be moved from one balance to another; if a clever accountant puts this all into the books properly; many more forms of activity can be engaged in and taxes can be avoided. Profit which can be left off the accounts because of sale through the commercial venture, is usually divided between the workshop foreman or the director of the enterprise, the accountant and the director of the commercial firm. The management of state enterprises have vested interests in the creation of commercial ventures because some of the workers, who can no longer be kept on at the state enterprise, can go off into the commercial venture, and as they are people who are 'close to home', it is awkward taking money for the rent of the workshop or any premises. For this reason, large or closed enterprises make 'gentlemen's agreements' based on services to be rendered or on personal interests. Because of the critical situation facing large enterprises - lack of funding, incomplete equipment, enforced unpaid leave - the tax authorities are not interested in these enterprises, and energetic and

enterprising workers from the enterprise form their own firms, use the workers and the materials and get out of paying rent and taxes.

The permit system still often trips up the work of small enterprises. Large enterprises had their own hostels, holiday resorts, polyclinics and kindergartens which they can no longer keep going, while the new commercial ventures look around for premises outside the territory of the factory itself, in the confusion of the times. When a decision is taken about the fate of the enterprise and the buildings belonging to it, a new firm can legally buy the necessary premises or rent it on a long-term lease.

As the fate of large enterprises is unclear and material means and premises are being inventoried (which is compulsory, even when joint stock companies are being formed), the situation creates a very convenient opportunity for young firms to `get on their feet' at the expense of the state enterprise and in the event that the enterprise is reorganized, it can buy up the premises it needs very cheaply. Practically all new firms, even those which manufacture products themselves, have, at the early stages, to look for ways of getting out of paying rent or paying it only nominally, and evading taxes. Rent and taxes take the heaviest tolls on the budget of a firm and if they are paid honestly, it is unlikely that a new firm will be able to survive.

We should note that the management of state enterprises that have remained afloat during the period of the formation of joint stock companies, and managed to adapt themselves to market conditions (they know what belongs to the enterprise, what is available and what is already occupied, they know the conditions of the rent agreements and the latest regulations), have made the rental of their premises quite a large means of income.

Renting warehouses

All enterprises have at their disposal a network of warehouse premises
(although not all directors know how to rent them out). Recently,
announcements about enterprises renting out warehouses have begun to
appear on a regular basis. With the flourishing of commercial trading activity,
the warehouse premises at enterprises have become very popular, because
they have checkpoint systems and security, and if there is any theft it is
obvious that it can only be the employees. The price of warehouse premises
fluctuates depending on its location, what the security is like, whether or not
it is damp, whether the heating is adequate, the condition of the floor, and the
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lighting and transport accessibility. Because of the high profile activity of foreign firms, the price of one sq.m. in warehouse premises has begun to be calculated in dollars. In St. Petersburg, where there are Finnish, Swedish and German firms, the cost of 1 sq.m is $8-15 a month. The price for Russian partners varies from 10,000 to 15,000 rubles. As renting out warehouses is new to the management of enterprises, the prices for it can also vary very widely. This depends on how receptive the management itself is. to market forces. Thus, for instance, the director of one enterprise happily leased a warehouse, which was standing empty, for a very moderate sum to a Swedish firm through an agent. The agent immediately offered him a cut of the profit, which he refused, but when he found out how much the agent had made out of the deal, he wouldn't rent out an adjacent premises to the firm until the agent had paid him '1 million in kickback' - that is, in cash that would not be accounted. The director's behavior can be explained by the fact that state enterprises usually deal with non-cash clearing, and the offer of a cut of the profit seemed to him like a bribe. However, once he'd realized that it is possible to conduct such a transaction 'officially', he came up with his own conditions.

We should note that foreign firms who already have experience working in the Russian market and wish to avoid the mafia, try to find premises at factories where there is a permit system and tight security. (The permit system doesn't always protect firms from criminal attacks, though.)

Locating at institutes

Apart from enterprises, premises can be found in any research institute. Since all the enterprises that were formerly catered to by the state budget, are on .the verge of collapse, leasing their premises can he an opportunity for prolonging their existence, and there is always the hope that some of the employees will join the commercial structures of their own free will. In scientific-research institutes there are two forms of rental - one for people who worked there and one for those who have come from outside. For people who worked there and then left the institute to set up their own consulting firm or laboratory, there is initially no question of rent, a premises or part of one is given to them, and they carry on their commercial and research work, including the 'right' people in their group.

Quite often orders for research are redistributed among the employees of an institute, and part of the work can be paid for through the commercial structure. If the subjects are similar, one order can be divided up between two organizations, accounted for by the state budget and the work resold to the commercial structure. It's also easier to cash non-cash money through the commercial structure. Taking all this into account, the people who used to work at the institute don't pay rent, and from the outside, it seems as though there is no commercial structure in the institute. Sometimes the firm needs a table, telephone and lab assistant for taking and distributing orders and answering phone calls. The activity of these firms can take place in any faculty or laboratory until people start getting envious. If these people can't be appeased the firm has to seek a new premises, which they do in the same institute through their colleagues, often signing contracts not about rent but about collaborative activity. The rent they can pay, in practical terms, by supplying their colleagues with information they might need, or by hiring their relatives onto the staff. People who used to work at the institute do not usually rent their premises, but rather, come to an agreement with the management about premises they can have. If the firm's work becomes noticeable and still annoys their colleagues, they have to find a premises through their partners and sign a subletting contract. As scientific firms have a relatively low income, they are forced to join up with other firms and rent a premises such as a dispatch point for which one car. pay relatively little. In one case, seven consulting firms had a premises of 30 sq.m. on a subletting agreement with a tenant who pays $300 per month for the place and gets 150 dollars from each of the firms.

If an enterprise, which has no connections with the institute, wants to rent a premises in it, the renting contract can include a wide variety of terms, depending on the needs of the owner. Considering the impoverished state of institutes of higher learning today, contracts for rental include points about paying off the debts they have incurred to other enterprises, payment for computer time to other institutes of higher learning, repairs to the premises and any other sort of help. Contracts are drawn up for one year, since the future of institutes of higher learning is unclear. At the present time, institutes of higher learning, schools and polytechnics have a lot of free space that they are not able to maintain. Since all of them used to be closely allied with the Department of Education of the Executive Committee (city district authorities), it is the Executive Committee through which information about

them is given out, and are turned to for help. Executive Committees. always have a commercial consulting center for registering enterprises and if, when enterprises put in their registration application, it happens that they need a premises, the consulting firm can act as a `go-between' and suggest premises, draw up all the rental documents properly and take either a set interest rate or part of the profits, sharing it with the owners of the premises.

Free or inexpensive space

Apart from office space at educational organizations, consulting firms have information about other premises which are free in a particular area. Through the Department of Industry of the Executive Committee, these firms can gain access to information about government premises. This information from the consulting firms is authentic, but prices for premises which are organized by them, also include double profit. For this reason, a firm that is just starting up should try to do without middlemen and make direct contact with the landlords.

Because production has slowed in the past few year, the workforce has diminished, particularly those workers who moved to the city and lived in hostels; therefore, most hostels, especially those under government departments, are only partly occupied at the moment. Moreover, they have not received any repair work for the past three to five years and are falling into complete disrepair. People in charge of hostels and the management of enterprises these hostels belong to are more than happy to rent out premises as long as they are kept in order and saved from complete dilapidation. The main condition for the gent is, therefore, to do any minor repairs and to keep the premises in a viable state of repair.

According to an order of the Mayor of St. Petersburg, buildings belonging to the former Department of Education will remain the property of the City and will not be privatized, which means that hostels, polytechnics (which have practically ceased to exist, but have buildings built in the 70s and 80s), kindergartens, sports complexes, camps, and holiday resorts, may only rent out their premises. People in charge of hostels who, like those who work at the enterprises have not received their wages for three to five months, are willing to try any trick when concluding a rental contract. The conditions of the agreement depend on the relationship of the person in charge of.the hostel ana the management of the enterprise, on the things he himself can manage

and from the material situation. Sometimes the person in charge of the hostel will rent out space to a firm without any contract and just get a salary from them.

Sometimes, the rental agreement will include a point about the rent being levied from the firm only after repairs have been completed. In this case, you can fully repair one or two rooms, move the firm into them, and start up the business, but not pay any rent until the repairs have been completed on the rest of the premises being leased. By pretending that repairs are still being done and leaving some small rooms unrepaired, it is possible to avoid paying rent for one or two years, or only pay part of the rent, in order to show the existence of an office on the books. So in one of the rooms there might be a little workshop for sewing headdresses, in other an office, and the rest of the rooms can be taken up with construction materials, and the management will have no basis for demanding rent. There are plenty of excuses for why the repairs are being held up: the construction materials are expensive, there are not enough plumbing materials or the right sort of specialists, the workers are on holiday, etc. But in this case there must be good relations with the person in charge of the hostel, or he must be in on the scam. Since the rent is paid directly to the enterprise and the person in charge of the hostel does not receive any material benefits anyway, it is best to try to make it materially profitable for him in some way, and pay him a salary or not pay at all. Sometimes, it's possible to come to a direct arrangement with the management of the enterprise and pay it in order to receive the keys to the premises. The person in charge of the hostel will think that rent is being paid to the enterprise. He cannot check the financial activity of the enterprise, and he is not interested who pays and who occupies the premises - he has been given his orders and he fulfills them - giving out the keys.

One can pay the management a salary or give them a cut of the profits (usually 10-20% of the price of the rent), and also get out of paying the rent for a long time. Taking into account the fact that for a new firm which wants to rent a whole floor in a hostel (200-300 sq.m.), it is really difficult to do repairs on the whole thing (1 sq.m. of cosmetic repairs excluding the price of the materials cost, around $100 in May 1994); practically all find a way of stretching out rent payments and coming to an arrangement with the management.

We should note that recently, the lower floors of hostels are being fixed up and occupied by well-established shops. These shops are not joint ventures; 35 -

they have direct contracts with suppliers for foreign goods and pay the rent from the profit they make or there is a point in the delivery contract that the western firm bears the expenses for the premises of its landlord-partner, which can include repair and rental costs.

Premises at polytechnics can be a very good foundation for the development of manufacturing firms which are just starting out because equipped workshops are still functioning, so the firms can start their activity immediately. Because the polytechnics belonged either to the education system or to enterprises, it is also possible to come to an arrangement with the management and conclude a rental contract, and where necessary stretch out the payment of rent or avoid paying it altogether. In the event that the tax authorities begin to sniff out the new firm, the director of the polytechnic can always say that the firm has not been there very long and is just putting out its product on an experimental basis and not selling, etc. Well-cooked books will prevent the real situation from coming to light.

Another option for renting premises is to make contacts at housing construction cooperatives, usually through their directors. So-called 'baby carriage rooms' are being rented out on the first floors of new buildings. They have an area of 18-20 sq.m. and are perfectly adequate for offices, currency exchange desks, hairdressers or make-up counters, a little shop or cafe. In new areas there are lots of these little places. The following agreements can be reached.

A premises can be assigned to the administration of a cooperative, which meets in it once a month. One can come to an agreement with the chairman about occupying it as an office and not pay anything, if you promise that the firm's typist will type up all the minutes of the meetings of the housing construction cooperative, or by offering him a salary.

Chairmen of housing construction cooperatives have willingly given their legal addresses to firms for a certain payment. There have been many enterprises that have received a legal address and not used the premises. Finding these firms proved difficult, since there are around 2000 housing construction cooperatives in the city. This address was convenient for firms that did not calculate on being around very long.

It is possible to come to an agreement about rent to pay the housing construction cooperative a very small sum, as you would for an apartment.

Finally, one can rebuild the 'carriage room' and calculate the price of the rent from the price of a sq.m. at market prices.

Apartments that have been burnt out or premises in the center of town, left standing empty, can also serve as another fairly inexpensive option for premises. Information about them can be sought from a housing operation office or the area police. Rental contracts in this case depend on the willingness of the firm to conduct official or unofficial business, and also on personal relations.

Banking services

G.Sannikova: Enterprises are fully entitled to choose the banks in which to keep their clearing and' credit accounts, and they can use the services of one or more banks. Nevertheless the enterprise can only open a settlement account in one bank and this should be declared to the tax office.

In Russia strict limits are still placed on cash operations. An enterprise is obliged to keep all its money at the bank and does not have the right to make payments in cash, even from its own earnings. It is only entitled to keep cash up to the limit established by the bank (usually a few thousand rubles) in its own cash register. The enterprise does not have the right to withdraw cash from the bank beyond the limit of its own cash register as approved by the bank (and in urgent cases, by a special application stating reasons and subject to the bank's approval), nor can it withdraw cash on the same day; when cash is needed, it must be requested with one day's notice. Banks are open to clients only until 1 p.m. (with few exceptions), and getting to the bank takes an entire morning.

For clearing cash desk service, a bank and an enterprise must draw up an agreement for a bank account. Timely completion of payments and clearing operations are an obligation of the bank and it bears the responsibility for any breach of the rules. The owner of the account is entitled to demand that the bank that serves him, pay a penalty, in his favor, of 1/2 percent of the sum for every extra day that a late or incorrect transaction takes.

It is stipulated by a Decree of the President that the fine that banks and clearing centers have to pay for unjustified delays in completing payments be up to twice the discount rate of the Central Bank for credits. Unfortunately, clients very rarely manage to exercise this right. For instance, the legislation does not elucidate the term 'incorrect entry' (writing off) of money into (from) an account and clearing centers are not legal entities but structural subdivisions of the Central Bank.

The procedure for processing clearing documents from buyer to supplier is as follows: the payer makes the payment order at the bank where his account is kept. The payer's bank is obliged not only to write off the corresponding sum from the client's account, but to effect its payment onto the supplier's account. If there is no direct correspondence relationship between the payer's bank and the supplier's bank, the former places the payment order at the clearing center (CC) of the Central Bank of Russia. The Central Bank must fulfill the order

of the commercial bank for the transfer of the money into the buyer's account, that is, the obligation is transferred to a third party. No matter how many clearing centers take part in one operation, they are only one party of the contract for correspondence relations and act on behalf of the Central Bank of Russia.

The receiving bank acts in this situation as the agent of its client, receives the money, and pays it into his account. In this way the enterprise which is receiving the money can bring a lawsuit against the enterprise that is making the payment only on the basis of a supplies contract. The enterprise making the payment can bring a lawsuit against the bank that serves it on the basis of the contract for the bank account, and the bank serving the payer can bring a regressive lawsuit against the Central Bank of Russia on the basis of the contract for correspondence relations.

If there is a delay in. clearance which is the fault of the Central Bank of Russia (as a result of the actions of the clearing center), the payer is not entitled to bring a direct lawsuit against it for compensation of the losses incurred by the delay, since there is no legal relationship. He is entitled to demand compensation for all losses from his own bank on the basis of the bank account because the obligations were transferred to a third party in the contract, and this party bears the responsibility. The payers bank, compensating its client for losses incurred, is entitled to demand the sum paid from the Bank of Russia as regression.

This system of responsibility is neither convenient nor economical, and does not allow for speedy legal action against the guilty party and compensation of losses.

Recently Russian banks have begun a new system of relations with enterprises, based on settlements. This is the execution of trade commission (factoring) operations, which are undertaken in order to speed up the receipt of payment by the supplier. In a factoring operation the supplier enterprise hands over to the bank the right to receive from the contractor payments on payment demands for services and goods supplied, and the bank returns the sum to the supplier on these payment demands.

Since there is no clear demarcation line between banking and non-banking operations, this leads in part to a number of organizations effecting banking operations without special permission. In the flood of advertisements, you can see how numerous famous businesses and investment funds offer services of

a banking nature. Advertisements offer deposit services, transfer of funds from one end of the country to the other in two days, conversion of rubles into hard currency and so on. Entrepreneurs who use the services of such agencies are putting their money at serious risk. Organizations that do not have a license for carrying out banking services do not have the necessary qualifications, do not account for their activity, and are not subject to state .control.
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THE ENTREPRENEUR AND THE AUTHORITIES
Registration of enterprises

E.Timofeeva: In Russia, business activity can be undertaken by law with or without the status of a legal entity. People who go into business without being legal entities will bear obligations with all their property. They have to be registered by the town, regional or local administration at their permanent legal address.

For collective business activity without the status of a legal entity, the form of full partnership can be used. It should be said that the legal status of full partnership under present legislation is rather contradictory. It is recognized as a form of enterprise, without having the status of a legal entity.

In practice, entrepreneurial activity in Russia is usually undertaken with the status of a legal entity. More often than not one sees, the following types of enterprise: partnerships with limited responsibility (closed joint stock companies), open joint stock companies, and affiliates of companies. Partnerships with limited responsibility (TOO) or closed joint stock companies (AOZT) are associations of people or legal entities, in which participants are responsible for their obligations only within the limits of their own contributions. Contributions from an owner to another party are transferred only by the agreement of the other owners, and an owner has priority rights in the acquisition of other shares. In open joint stock companies (AOOT) stakes (shares) can be transferred from one party to another without the agreement of other owners. The law imposes limitations on the minimal sum of the founding capital and on the concentration of shares in one party's ownership in AOOTs.

For the registration of a company apart from the application of the founders, a charter must be drawn up, with a founding agreement, the minutes of the founders' meeting and a document which confirms the location of the enterprise (its legal address). The founders take these documents , to the regional or local administration nearest the legal.address. Joint ventures are registered at the mayor's office. With the right documents, registration in St. Petersburg is completed within two weeks, depending on the head of administration being present and on his office hours. The cost of registering (Summer 1994) is about 70,000 roubles ($35). However, experience has

shown that significant bureaucratic delays can occur during registration, and these are usually Justified as arising from incorrectly drawn-up documents.

At the moment in St. Petersburg a wide network of commercial organizations has been established, which for a fee will do the work of preparing a full portfolio of documents and organizing the prócess of registration in a fairly short time. In almost every building of the district administration one will find two or three organizations that do' this sort of work. In general they will register an enterprise for a certain district. Apart from this, there are a significant number of other organizations which are not situated at the headquarters of the district administration. Some of them register enterprises only in their own districts of the town, others in several. Some of them also register enterprises with foreign capital. Information about these sorts of enterprise can be easily obtained in newspapers, advertisements, and the information booklets `All Petersburg' and 'Yellow Pages'.

It takes 'about five days to register with the help of commercial organizations. Urgent registration can also be done. The registration of an enterprise 'turn key' costs about $200. There are also examples of other service costs: the provision of a legal address - $100, preparation of founding documents - $30​40, and making seals - $20-30.

After receiving the registration certificate, it is necessary to register all the forms (at the tax office, at the pension fund, at the employment fund), register with statistical bodies, get a statistical register code, make a contract for social insurance, and make seals. For making seals a sketch must be made and permission received from the Regional Administration for Internal Affairs.

Taxes

The tax system

G.Sannikova: Over the past two years, over 200 different standardization acts have been passed regulating taxation. Most of them were changes to existing standardization acts. Each month, about twenty government documents are received, explaining and supplementing the laws on taxation. The shortage of time and a lack of expert formulation means that the laws are not of a particularly high standard. This policy in the area of taxation means that the system has some serious drawbacks.

First, the tax system is riddled with instability and unpredictability. Thus for instance, in 1992, 1 % of the labor payment fund was paid into the employment fund, in 1993, 2%; property tax in 1993 was 1%, in 1994, 2%; income tax in 1993 was from 32-45%, and in 1994, 35%. Every year there are changes to the import tax rates, to the method of calculating taxable basis, tax accounting etc.

Secondly, there is no system for receiving information and clarification about the documents given out and changes to them. Currently, information about the tax system is the responsibility of the individual. Receiving official explanations or consultations on actual financial and economic cases from the taxation bodies is impossible. Moreover, the professional level of tax inspectors and their supplies of official documents leave a great deal to be desired.

Thirdly, there is a large number of tax forms for different instances, and some of them have to be made in several copies. So for instance, in the tax office of the region where an enterprise is registered, the enterprise is faced with no less than ten different forms. Within the same deadline, forms have to be presented to the pension fund, to the social insurance fund, to the employment fund, to the medical insurance fund, to the statistical bodies, to the Financial Administration, to the bank, and to the governing bodies. As a rule, all these organizations are located at different ends of town and getting all the forms in at the same time is a big problem for the companies.

Fourthly, standard acts are contradictory, and there is no blanket interpretation. The ambiguity of many regulations and, therefore, the understanding of the tax legislation provokes a clash between the rights of entrepreneurs and the controlling bodies. For instance, in contradiction to the Civil Code and other laws, a letter came out from the State Tax Service which explained that payments under a rental contract should be considered payment for work if the payments are made to a person who is not registered as a businessman. The letter was not a legislative act, and one can take the matter to court. But, only those businessmen go to court, who have never been there. Since the rental contract is related by the letter to the category of working contracts, 31.4% has to be paid on it to the pension fund, the medical insurance fund, as well as other taxes. Similar contradictions remain in matters of the sale and purchase of intellectual property, loans from individuals and many other cases.

Furthermore, there are many different methods and difficulties associated with making tax payments. For instance, the fifteen basic taxes, applicable to all enterprises, have to be paid in different ways, are frequently cumbersome, and every one of them is regulated by separate instructions, which change, and are added to yearly. Taxable objects are isolated from the accountant's report, although, it is precisely here that the basis for taxation should be found. An example of this is the free receipt of valuables by the enterprise. According to the law, these valuables are equal to non-sale income or turnover from sale and should be accounted on a separate account, which is quite unconnected to the 'profit and loss' account and the sale accounts. The tax officials, however, demand that these valuables be accounted as earnings from sales,, which is unacceptable. In this way, the function of tax accounting and the function of the accountant's accounts have no relationship to each other. The main reason for this situation is apparently the existence of two parallel bodies which issue standardizing documents: the Department of Accountancy Methodology of the Ministry of Finance and the State Tax Service of Russia.

Finally, as a consequence of the annulment by Presidential Decree of the limit on the number and forms of taxes and their size, any taxes and duties can be imposed by the state authorities not provided for by legislation of the Russian Federation. Moreover, taxes must be paid on the profit left after clearing with the budget for basic federal taxes. Thus, by a resolution of the Mayor of St. Petersburg, taxes to the road fund have been increased three times for the upkeep of roads (counted as a percentage of earnings) for work and services, and sixteen times for goods, and the tax for owners of transport in enterprises fifty times. The State Tax Service imposed a tax from April 1, 1994, and the taxpayer didn't find out about it until July when he went to pay his taxes. The retroactivity of standardizing acts is a rule which shows the reverse strength of the law.

- So there are a great number of payment forms. Are they still somehow regulated? How many of them are there then? How many and what sort? Can every town, locality, and office pass new ones?

There are some that are compulsory, established by law, and independent of forms of property, enterprise, location, etc. This includes: the balance, two addenda to it, and all tax accounts. There are thirteen taxes in all, and for every tax you have to fill in your accountancy form.

- Does that mean I go to the tax office and they give me all the forms?

No, they don't give you anything there. Nobody's bothered about that. You have to get hold of them somehow yourself.

- Isn't there at least a list there of what you need?

No there isn't. There are instructions for filling in the balance. You have to know them. If you have started up a business you ought to know how to pay taxes, which means you have to find the instructions yourself.

- And who issued these instructions? The State Tax Service?

For the accountant's report and for the balance there's one set of instructions. That means there's a record, which is regulated exclusively by the Department of Methodology of Accounting, in accordance with the regulation about the accountant's books. There are standard documents on taxes that you should know and act on, and there are accounting forms. You make your calculations, study the, instructions, then fill in the forms and give them in. All taxes are controlled by the tax office.

- When I had my own enterprise, during the first few months that private enterprise was legalized, I was just given a set of papers at the tax office. The second time I had to do that, they just sent me to some office where they made a photocopy for a lot of money. What happens now?

I literally gave in my balance last quarter. In the Petrograd region of St. Petersburg, right in the center, there are lots of enterprises registered. The tax office is a tiny place. There are always OMON (Special Forces) police there. People start lining up at 6 a.m.; it's impossible to get your balance in there; you almost have to fight your way in. The poor inspectors, who I feel very sorry for, are working in such terrible conditions when they're inundated by such a vast number of people. The accountants aren't terribly bright either. I mean, what can I say, where are they going to find a lot of good accountants? The inspectors aren't very clever either. And there are all sorts of situations when you don't know who to feel more sorry for - the poor inspector, who hasn't got anything to hand out because it hasn't been organized for him, or the poor businessman who doesn't know what to do with himself. The first place to turn is to your own friends and associates. I have friends who are accountants, just starting out, there are now at least fifty of them, they studied under me and now they're learning from each other.

- Isn't it easier to hire someone to do the tax accounts?

You can hire any accountant or auditing firm and get them to do the balance. But it's a very expensive service. It costs more than hiring an accountant for the year.

- Aren't there any cheap options?

When it's done more cheaply it's not done well. The point is that qualified accountants charge a lot. At the moment for the most simple balance, which doesn't feature many operations, I couldn't get anyone for less that 500,000 roubles. It's better just to get an ordinary accountant and have him on the payroll. Let's suppose I did the balance for some firm and then went away. The documents might be checked two years later. Tax accounting is done over three years at least, and you are responsible for the budget for up to six years. That means the accountant did the job and went on his way, and you won't see him any more. You can't make any claims to an auditing firm. And you may have to pay fines if your accountant did the accounts wrong, prime costs of up to 1% a day. That will end up at exactly 300% in a year in fines. If you made a mistake on 30 million, multiply that by three - that's how much you'd have to pay.

- You mean it's better to have any old accountant, as long as he's yours?

Absolutely. What do many young entrepreneurs do? They change their accountants if not every six months, then certainly every year. In order to be able to say 'I don't know anything about what she did here. I haven't got any documents.' And in this way they get rid of the responsibility. This is a completely wrong position, because the head of the company bears the responsibility for everything that goes on in his firm, and nobody's going to care whether it was the accountant's fault or not. Secondly, it's very difficult to maintain the continuity of the accounting and there will be discrepancies. And that all takes a very heavy toll.

- Maybe they change accountants not only for the tax inspectors, but so the accountant should not know anything either.

Yes, that's quite right. They want them to know less so that they have to pay less. If an accountant understands everything he'll have to be 'bought off, so to speak. If there are lots of cash earnings and they share it between them, the accountant has to keep it off the books and keep the records clean. He has to make sure there are no telltale signs. And of course, nobody wants to share. So little comes in anyway. and then there's the accountant to think of,

and the person in charge of the cash register and everyone. That's why they try and change them...

- How can one get to know about the changes in taxation legislation in practical terms?

There are lots of, seminars going on in the city. Out of them all, I go to, one. At one stage I was going to them all one after the other. But if I keep studying and regularly keep in touch with all the normative documents. through the papers at least, I realize I don't know any less than anyone else. That's why I stopped attending 99% of the seminars and just go to the one now. They have a direct connection with the Ministry of Finance and Bakayev regularly speaks at them. He's the main accounting methodologist. He comes to the seminar once a quarter. In addition the head of the department or vice-head of the Administration of Taxation Services of Russia comes. So this seminar is based on information direct from the people who are working out the legislation. They come up from Moscow and conduct the seminar for two days.

- But that's just in Petersburg... What about the provinces?

In the provinces... They're in trouble, nobody goes there to give seminars. They invite me regularly, for instance to give lectures and do audits. In general, people come to Petersburg or they go to Moscow, because a lot of seminars are offered there.

- How can you evaluate the average standard of those firms?

There are lots of those sorts of firms around now, and different seminars and courses. But unfortunately they're aimed at the young entrepreneur. The young first-time husinessman we're talking about now can take part in any seminars. He'll be taking in everything he can get his hands on. He wont be able to get enough of it, even of the poor quality stuff. Once he's become a bit more discriminating and established himself slightly, he'll throw out at least half of it. When he gets to a high level, he'll use one firm, as I do.

What do I consider important? There is a lot wrong with this seminar too. But, for example the President of the Department of Bookkeeping Accounts gives talks, and so does the vice-head of the Administration for Taxation of the Russian Federation. They say completely contradictory things. They argue with each other from the floor and call on two documents which work directly against each other: such and such a problem is solved in such and
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such a way in this country. Then if I want to be protected by one, I turn to one government department and if the other, I turn to the another. But I know how to do this.

- And how would a government department act if you went to them? What do they do in such a case? Can they write a letter? Who would they address it to?

Yes, they can provide information and give you. the relevant details for your situation. When I go to court, for instance, I can support my case with their views.

- And who do they provide explanations for? Who do they address them to? Can you force your way through to them?

It is difficult forcing your way through. You should probably go to them... Lots of people write in, and they do try to respond. At their seminars, to their credit, they do work with us conscientiously. They answer all questions either badly or well. Sometimes they do spout nonsense; a person can't know everything, however. The questions are all so different and they stand on the stage at a rostrum and answer questions until eight o'clock at night.

- What sort of argument is a written answer from a government department in a court of law?

If you go to court and two documents are in conflict with one another, the court will start by looking through the laws. After that they go to the instructions for the application of the laws. And after that, they look over letters. On top of that, if there is a conflict of rights and you realize what's going on and are also supported by this sort of letter, you can at least escape paying a fines.

- So you mean you can argue with the tax office?

Hardly at all, in the practical sense. Keep in mind, that they are ordinary people, but the working conditions make them different. Firstly, they are terribly busy. Secondly, they live on the money we pay them. The money we pay in fines and penalties is completely used for their bonuses and upkeep, for the tax office and the tax police. Therefore, they have a vested interest in them. These penalties pays their salary, putting food on their tables . Furthermore, when inspectors are checking, they will always find violations. It's just a kind of trap. Anything can be found because our legislation is such that there are constant contradictions in documents and in

rights. Things are allowed here, forbidden there. It's very easy to find things.

Types and levels of taxes

Taxes on taxable objects can be divided into four types:

· taxes paid as a percentage of the labor-payment fund;

· taxes paid as a percentage of total cash receipts;

· profits tax;

•
other taxes and duties on various forms of activity, goods, and other assets, as well as tariffs.

The first group of taxes includes payments to the pension fund, the social insurance fund, the medical insurance fund, the employment fund, transport tax, tax for the maintenance of general educational institutions, tax for the maintenance of law-enforcement bodies. In all, compulsory payments to the state budget and non-budget funds make up about 43% of the labor-payment fund.

The second group includes the value added tax (VAT)(from 8.84% to 16.26%), special tax, road tax, tax to the housing fund and social structures. In total, the compulsory payments from total cash receipts make up about 20% into the budget.

The third group includes the profits tax (35% of profits), tax on the labor​payment fund in excess of the standard limit, payments into the budget on the difference between actual income received and its advance payments up to the amount established as the rate by the Central Bank of Russia for the use of credits.

The fourth group includes all other taxes: on the enterprise's property, on imports, on exports, an excise tax on various goods, licensing duties on various activities, and other forms of taxes and rates established by the local authorities.

Example: A person works on a machine. In one month, he will have produced products with a value of up to one million rubles. The expenses are as follows:

the worker's salary - 250,000 rubles

•
materials - 250,000 rubles

Income tax was not calculated, so advance payments were not made into the budget. Let's calculate the taxes which must be paid by this enterprise to the budget.

1. Taxes to the labor-payment fund: 250,000 x 0.43 = 107,500 2. Taxes on total cash receipts: 1,000,000 x 0.20 = 200,000 3. Property tax: 1,000,000 x 0.02 = 20,000 4. Tax on additions to the labor-payment fund:

· the standard size of the labor payment is equal to 6 minimal salaries:

620 x 87,720

· the tax is equal to: 0.35 x (250,000 - 87,720) = 56,798

5. The tax on the actual income over the sum of advance payments: 46,620 x 2.1:12 ='8,158

6. Profits tax: 0.35 x (1,000,000 500,000 - (107,500 + 200,000 + 56,798) _ 46,620

Thus, if the total amount received is one million rubles, and the expenses are 500,000 rubles, the minimum level of taxation will be 470,000 rubles or 47% of the total received.

The income remaining left for the enterprise totals 3%, not discounting the possibility that apart from the above-listed taxes there are further taxes imposed by the local authorities.

Taxation and paying workers

The taxation of enterprises is directly proportional to the level of pay that workers receive. At the moment one can isolate four levels of salary according to current taxation:

•
the minimum wage established in the country is: 14,620 = $8/month (as of 6.1.94)

· up to six times the minimum wage: 87,720 rubles = $45/month

· over six times the minimum wage

•
above the limit at which the progressive scale of relevant taxation begins functioning (over 5,000,000 rubles = $2,500/year)

If n is the size of the salary paid to the workers by an enterprise, the expenses of the enterprise paid into the budget, and the portion of money paid are shown in the following table.

	Size of the payment

in rubles
	Cost

of a single worker

to the enterprise

in rubles
	Percentage

of money

paid,

%
	I Payment

to the

government,

%

	Minimum wage
	1.42n
	70
	

	Up to six times minimum wage
	1.42n
	61
	30

	More than six times minimum

wage
	1.7n
	50
	50

	5,000,000 and greater
	1.7n
	25-45
	55-75


Although there are large differences in taxation depending on the level of salary, the enterprises must pay tax for the highest bracket because only it is above the poverty line - the other three are below.

A high level of federal taxes forces enterprises to seek alternative ways to paying its employees. In 1993 additional payments in the form of food, material aid, medical expenses, and goods were popular. From 1994 on, practically all these forms of payment will be subject to taxation.

Banks have made use of the fact that employee bank deposits are currently not subject to taxes. The credits they can get are distributed in deposit accounts and are paid to them in monthly interest calculated from the rate of the Central Bank (155% as of 6.30.94). Interest higher than the rate set by the Central Bank is not profitable because these payments are taken from profit. The interest on deposits is not paid to the budget at 42% because this is not considered part of the labor-payment fund.

Insurance companies offer enterprises coverage for their employees as an additional form of income which is not paid to the budget (38%). This form of income is subject to income tax and can be used by enterprises having profits, since insuring employees and giving them credits (which is precisely how the opening of deposit accounts for workers in banks are registered) can only be done from profits.

Apart from the above-listed methods for encouraging employees, one can offer holidays at health resorts using money from the social insurance fund. All other payments are taxable.

The impossibility of surviving honestly because of having to give more than half over to the government drives the entrepreneur to illegal measures (secret earnings, cashing money in bulk, faking documents, etc.).

Ways of getting around taxation and violation of tax legislation The main ways to get around tax legislation are as follows:

· not registering as a taxpayer at the tax office;

· covering up or lowering profit and other taxable objects;

•
absence of accounts on taxable objects or irregular keeping of accounts;

•
not accounting to tax bodies.

There are several usual ways in which profit can be covered up:

•
The manager of an enterprise can make an agreement to use other peoples clearing accounts for carrying out financial transactions.

• Clearing accounts can be opened in several banks without being registered with the tax bodies. Financial clearing operations conducted through them will not be disclosed in the accountant's report.

· Profit can be held back from the enterprise cash register.

· Artificial self-liquidation before or after a tax inspection.

• The prime cost of the product which is being sold can be artificially raised to cover costs which are not legally applicable: advertising, business trips, representations (above the standard limit), refurbishing of manufacturing equipment, payment of interest on expected loans, and so on, instead of putting them on the profit register.

•
Exclusion of money that come in as financial aid, property donated for free, exchange rate differences, from taxable profit.

•
Manipulating accounting data when working out the salaries to be paid from income.

A tax-payer who violates tax legislation can be subject to sanctions up to the entire amount of profit covered up or suppressed, or sums of tax on any other hidden or undeclared taxable object and a fine consisting of that sum again. In this instance, the tax service usually does both of these things simultaneously.

A fine for a lack of accounting for taxable objects and the faulty accounting of these objects can be imposed only after a review of documents. The amount of the fine is defined as 10% of the amount of the tax and not from the sum demanded in the form of other fining sanctions; for instance, the sum that was covered up or the profit suppressed.

The fine must be imposed only when the facts of the case reveal the cover-up or suppression of profit over the period inspected. This condition is constantly violated by tax officials, which fine for late submission of documents, for incomplete or late payment of income tax, and late applications for advance fees on income tax, etc.

For a repeated violation, a threefold fine is imposed. Covering up large sums (50 minimum wages as established by legislation) will lead to a fine of up to 350 times the minimum wage. Covering up particularly large sums (up to a thousand times the minimal wage) by an individual who has offended previously, is punishable by imprisonment for up to five years with or without property confiscation, or by a fine of up to 300-500 times the minimum wage.

There are legal and illegal methods of evading taxes. In this sense there are 'favorable' and 'unfavorable' types of transactions.

At the present time 'unfavorable' transactions include:

· contracts for advertising services (5% tax on advertisements);

contracts for rent (unregulated arguments for removing expenses from the prime cost, especially in contracts with individuals);

•
work contracts (up to 77% of the salaries are given to the budget). 'Favorable' contracts include:

• contracts for joint enterprise (the sums paid are considered contributions and are not subject to income tax and on added value; the income from the activity is distributed between the participants up to the taxable limit and accounted by each as non-realized income);
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•
loan agreements (money is paid out of working capital, the VAT is withheld from the enterprise's budget when the loan in returned).

The planning of transactions with minimal tax obligations should be undertaken with consideration of how tax bodies will subsequently evaluate these transactions and what the possible legal consequences will be in the event that they are declared void.

When the tax officials file a lawsuit with a demand for payment, the following proof must be provided:

· how the matter violates regulations;

· the illegal nature of the transaction;

· the amount of income received from this illegal activity.

If the court accepts the transaction as invalid and illegal on the basis of these proofs, all income from the transaction can be exacted.

Example: an illegal rental contract is concluded whereby a worker's property is rented by an enterprise when, in reality, the property is actually still being used by the worker. Such contracts are used by businessmen for payment of salary with the aim of avoiding the tax on salaries.

Another example is a contract for a joint enterprise concluded with the aim of covering up another transaction, for instance, a sale and purchase contract or a rental contract.

In order for these contracts to be declared shams, the tax body must prove a relationship existed between the parties which they were trying to hide or mask. If the tax body does not provide proof supporting the fact that the transaction was illegal, the court may declare it invalid while refusing to satisfy the demands of the tax body for exacting everything gained from the transaction.

It should be said, however, that getting into an argument with the tax officials will only be undertaken by someone who has never done it. People who have had this bitter experience will know that you always lose more than you gain.

- Everyone complains about the high taxes and the arbitrariness of the tax service. But don't enterprises work and people simply live and somehow get round these problems?

No, I don't think people simply live. Enterprise after enterprise is collapsing, closing down, and leaving behind debts. I don't know any businesses that have paid their taxes honestly. They survive thanks to other sources of income. A part of their money and earnings has to go through channels other than their clearing accounts. If there is any cash, the enterprise can do its business. In the retail trade, of course, part of the money is hidden, some of the overhead is replaced, the goods are re-sorted. Now there is enforced use of cash registers, and if there aren't any, there will be heavy fines, which can lead to the liquidation of the company. Some have been caught, but not the others. They're still working in breach of tax laws.

The business which work well usually are those - with lots of resources. Basically these are the enterprises that used to do their business on money shifted over from state structures or on money that has been 'laundered'. Who is in a good position these days? Those enterprises that have money they haven't earned. What if we donate a few million...? This was especially true a few years ago. Now it's become several hundred million. A state enterprise could create its own small venture, and inject 50 million roubles given the new venture a foundation on which to work. It has working space, is minimally fitted out, doesn't pay for rent, security, bills, heating or water. Using this sort of help, these ventures have all managed to stay afloat. But you try organizing it all yourself!

- And is it different now?

Now state enterprises have been banned from contributing start-up funds without the agreement of the State Property Committee.

- Still, the main question is can one evade taxes?

That's a fraught issue... There is no guarantee that you won't be checked, in which case you literally lose everything.

- What about using bribes?

I don't know. You might not be able to get away with bribing every time. The situation becomes unmanageable. If a person is by nature a risk-taker, he can probably do it. Those kinds of methods are impossible for me. I always like planning a situation more clearly. A year or two ago you could do things more honestly, working and paying taxes. There were much fewer taxes. The first year the work was terrifying. I remember '89 and '90 when I was just starting out. There were very low taxes, and practically no laws as
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yet. Normal people couldn't believe that everything was allowed... You could literally do everything with impunity. And all sorts of mavericks poured into private enterprise.

- Taxes were 3%.

Yes, they were. Then the crackdowns came. I know masses of enterprises who crashed and burnt for not obeying the laws. Moreover, the tax office could blast any enterprise away with an inspection, bankrupting them instantly. Even if you tried very hard, they'd still find mistakes. If you hadn't paid your taxes, it meant death. Yes, you could do it for a year or two or three, but you had to know that you would work a while, then pack it in, and close the business down. Even then, when liquidation took place, there had to he an official inquiry. If you didn't have any friends in the game, then you can just imagine what might happen.

- In practice is it possible not to register with the tax authorities?

It's just a bare-faced breach. Last year I helped an enterprise get registered. We didn't go to the tax office for a month or two and the deadline is two weeks. It wasn't a very long delay but it was the accounting period. It ended with me having to pay a fine of two and half times the size of my salary.

Then, if you're not registered at the tax office, no bank will let you open an account with them. Banks are checked too: if the tax police find out something like that, they can even take their license away. Furthermore, if I open a clearing account at the bank, it has to report to the tax office so that I don't have more than one clearing account. At one time you could have several clearing accounts but, a Decree was issued by Yeltsin stating that you can only have one. Now as soon as a businessman is registered, he is under inspection and his documents are held at the tax office.

- What does "not accounting for a taxable object" mean?

It's a basic breach of the law. It doesn't even have to be a deliberate evasion. To pay a tax, you have to make an account of it. For instance, there's a very complicated accounting system needed for keeping track of VAT. If the enterprise doesn't have a good accountant, it might not calculate this tax immediately. The accountant has to compute this tax as soon as something is paid and gather up a whole load of documents. Then, at the end of the quarter, according to the instructions, he can remove the tax from the information that's been compiled.
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- Surely the tax office doesn't check all that?

Not when you give the documents in, no... The inspector asks a couple of questions, and if you answer right, she'll take your documents. When they come to the enterprise and start inspecting, this account might not be found. The accountant calculates approximately and can say what the tax should be. I would look at the earnings, for instance, and total up the relative amount adding a bit, that is I'd overpay. But the account isn't there. That means you have to be fined.

- How often are inspections carried out realistically?

A compulsory planned inspection occurs once a year or once every two years. Then you'll be definitely inspected again after three years.

- So they take all the documents that you give them...

No, the ones you gave were recorded when you took them to the office, so you can't change anything back at the business. The people from the tax office come and pick up your documentation. They don't take the report you've already given but the stuff you started with. The first thing they inspect is your clearing account, where the money went and where you got your money. And they look to see what you've paid tax on and what you haven't paid tax on.

What are the chief mistakes that are made? Goods were sold to your own workers, say, at cost and the VAT is taken directly from your cost. That was wrong, you had no right to do that; the VAT has to be paid on the market value. But who knows the market price? No one. There are regulations for determining the market price. If you have the sale of that same product on the same day to another enterprise, that is your market Frice.

Or, for instance there is a free transferral of property. Say, for instance an inventory was taken and an unaccounted-for computer was found. Suddenly, it appears that, according to the documentation, there was more basic capital than in the documents. This immediately causes a vast number of problems. First, this property seems to have appeared from nowhere. Since it came from nowhere, it goes straight into cash receipts. 30% of it goes to income tax and 20% to VAT. So 50% of this property goes to the State. And if some time has elapsed before it is discovered, you have to pay for missing the deadline.
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- How do people funnel money through other people's accounts?

By mutual agreement the management uses other people's clearing accounts for carrying out bank operations that don't appear in their own enterprise accounts. For instance, you get credit seemingly not for your enterprise, but for raw materials. You've sent the money you got on credit to a raw material suppliers. But you arrange for them to send the raw materials not to your enterprise, but somewhere else to be processed or sold. You said that the overheads and the money should not be sent to you but directed to pay off the credit. In this way, through barter or trade operations, it turns out that the credit doesn't come out on my documents, you didn't get the goods and your earnings went into another account. The person who supplied the raw materials gave you all your share in cash.

- What is the actual breach here?

No tax has been paid on the earnings here. It's covering up the earnings. - But nobody knows that.

So it's a complete cover up, that's what I'm saying.

- The only thing that there is in writing against me is that I received credit. There is some credit documentation.

But I can hide that. And how are you going to find it? If I take the contract out of my file. There is no contract. No money came in. I've got it all sewn up.

- So the tax inspector comes. How will they find it out?

They might find a letter in which I ask that my money be sent elsewhere. There is no law saying I can't ask for my money to be sent somewhere. But I must show in the tax office that I'm not paying myself, that the supplier is paying for me. That is to say, I still have to work out all the earnings, pay the tax and declare it, just showing at the same time that it was a mutual payment. That's very easily and simply done in a tax office. If all the participating enterprises have to account at the same tax office, it's very easy to find it out. The inspector will say to his colleague, 'Listen, look into the affairs of that enterprise. They've probably got a mutual record.'

- Is it possible to challenge the tax office in practice? Go to court, ,complain at an arbitration court?

You can only lose.

- You mean nobody's ever done it?

No, there have been some cases. The victories are one in a hundred, when you know for a fact that they are wrong. I only know one person who won a case against the tax office, and he didn't even take the case to court. And he didn't win because the tax office was wrong, in this case, in fact, it was in the right. He won because it hadn't clearly fulfilled the instructions for inspections. When an inspector comes to carry out an inspection, he has to have a warrant from the director of the tax office for an inspection, and they didn't have this. Secondly, the inspection should give a' full report and account for absolutely every digit. This wasn't done. And thirdly, in this report which the enterprise gets, there has to be the signature not only of the director but of the chief accountant. These three things and a few other details were missing. As a result, this person wrote a letter to the head of the tax office, then sent it from the local branch to the city branch... They apologized to him and said that they were in the wrong and left him in peace. But this is a person who would win any argument, nobody messes with him.

- The tax office keeps a check on income. Does it also keep track of expenses? Are expenses a basis for taxation?

What is the basis for taxation? Only three indicators: earnings, salaries or some form of activity (like advertising or stock reissues). No expenses are involved in the process.

- What about profit? Does anyone show the profit? How do they play with the prime cost? Does anyone do that?

They can do it. Accountants do that. You can do it through amortization, for instance, by activating a speedy standard of amortization.

- Can taxes actually be paid?

E.T.: Well, of course they can. Sometimes they even have to be paid, to turn attention away and avoid being pestered. They can be paid within reason. One form of activity has to be official, another unofficial. For the official form of activity you have to pay taxes, maintain good relations with the tax office, present a lovely neat balance and not have any problems, just to show that you're conducting your activity properly and getting your 500,000 ruble salary and paying all your taxes.

- And you just don't show your other activity? 59 -

The other activity must not be shown under any circumstances. It doesn't mix in with the other at all. It's been buried. I think that absolutely all firms do this.

I can't imagine a firm that declares everything. It might be a former state firm. But, in any case, knowing the situation in our large factories I just know that they shift money from one to the other and everything is withdrawn into the accountant which can show the right figures.

- Surely there are always some points of contact between the open and secret activities?

Yes, but it's all taken care of. Contact is minimized, e.g. by registering the organizations in different districts.

- Is this totally unrecorded unofficial activity carried on in cash?

I know lots of organizations that are registered and make their seal and letterheads but are not on the account at the tax office, in the pension fund, or anywhere where they normally would be...

This is always a period which can be stretched out for as long as necessary - first you register at the Executive Committee or the mayor's office, then you make your seal, letterheads, business cards, and then you declare yourself at the tax office. You do all this except going to the tax office. I know lots of businesses who don't even open bank accounts because they don't need them. They have their letterheads and write requesting that money be paid into joint accounts, one organization paying instead of another. They don't need anything at all. They don't account to the tax office. These `fly by nights' conduct one or two transactions, it's more profitable for them to pay to be registered, do a dozen deals and close straight away.

There are organizations which remain unnoticed for years and don't run into any problems. Furthermore, what is the tax office interested in? Only the larger firms. They're not interested in little firms, especially at the beginning before they get going. Or certainly not for a year. So for a year, an organization can exist quite happily and do any form of illegal business and need not fear the tax office. After a year it closes down.

- But when a company is liquidated, surely there has to be an compulsory inspection.

Basically, at the moment there's a regulation stating that the auditing commission has to do a compulsory audit of a firm once a year and
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automatically if it closes down. But I think not all of them do this. You can get out of it. And then again, what is an audit? I work in a financial and economic institute. We have dozens of auditing firms. In your own firm you can always arrange to have the audit done as you want it. You can leave everything up to one organization and say you have nothing. They'll 'check' that for you.

- In average situations it ought to be that you hand in your documents, pay, and basically have no problems.

Yes. There are no problems. Until everything you're paying out is more than your income. You realize you haven't got any money left, you've paid everyone and been left with nothing. You worked so hard, everything seemed all right, and you've got absolutely nothing. Worse, if you look closely you'll see losses. Then of course you start thinking that there's something wrong with this system... I firmly believe that most people do try to start their business properly. But either way you have to do some shady dealing or bite the dust.

Because they know they're in a dodgy position they try to hide everything. Some things only the director and the accountant know how to do. More than that, now nepotism is developing very strongly because you can only trust people you know won't cheat you. When able managers realize that they have to get round the law, they start changing accountants quite deliberately, so that when the tax inspectors come around the manager can say I don't know, my accountant did that, I haven't got a clue about those papers. I fired her because she did something wrong. But since only the medium sized sums are shown and the big ones are hidden, the tax inspectors shut their eyes to it. They only go for big transactions, they don't want to fiddle around with trifles.

- How do they dig up violations which aren't reflected in the paperwork?

If they've been watching the firm for a long time. They know and see that it is doing deals and really making big profits. Then it's very easy to catch it.

Customs

G.Sannikova: The customs procedure for cargo is a part of foreign trade operations, and one of the most labor consuming and painfully lengthy parts.

When importing goods, one can identify the following stages of work with customs.

First - getting reliable information about the conditions and rules of operations when crossing borders with cargo.

Changes in the conditions of foreign economic activity and corrections to the normative documents for customs occur more than once a quarter. In December 1993 about three hundred standard documents were changed by decree of the Customs Department, and new ones issued. Changes in customs regulations and in the size of duties are not communicated to customers. Copies of the customs' instructions cost a great deal (about 10,000 rubles a page as of 8.1.94), and anyway is considered by the customs officers to be a favor which not everybody who needs it can get. A major problem in getting hold of the decrees and directions of the Customs Committee, documents marked 'for official use only', which nonetheless are compulsory not only for customs officers, but all those who are taking part in foreign trade.

The second stage is the registration of the enterprise as a participant in foreign trade, i.e., presentation of all necessary documents - charter, founding agreement, certificate of the enterprise's registration, certificate of the conferring of statistics codes, and bank certificates of the opening of ruble and currency accounts. This part the client can do himself, but the next stage is done through a intermediary acting as a declarer, which has a license for drawing up customs documents. This service cost about $80. This operation significantly delays and complicates the work of the enterprise.

The fourth stage is making customs payments into the customs clearing account or cashier. The problem here is that the price of the customs, which includes all the taxes and payments, is defined in hard currency, while the taxes themselves are calculated and paid in rubles at the rate on the day payment is made. A one to two day delay in tax payments after the customs declaration has been drawn up because of a change in the exchange rate (which occurs twice a week) will lead to reprocessing, recalculation of taxes or additional payment.

Advance payments which are obligatory, consist of VAT (20% of the price of the goods), special tax (3% of the price of the goods), customs duties (according to the classification of the goods from 5% to 100% and higher), and others. This freezes large amounts of money on the accounts of the

enterprise or takes them out of circulation altogether in the event of an advance payment. Nonetheless it does not exclude the clarification of customs payments when declarations are being processed.

Apart from payments for customs duties and procedures, when receiving cargo a bank subscription must be at hand stating the transfer of money. Payment orders are given out by banks with 24 hours notice, which also helps to lengthen the deadline for processing documents for 'customizing' the cargo.

The next stage and the next problem is getting and presenting to customs a certificate stating the origins of the goods, which allows the importer good rates when paying customs duties. With this certificate the import duties are two times less on goods which come from developing countries (India, China, Korea, etc.), and there is duty-free import of goods from the most underdeveloped of the developing countries (Yemen, Laos, Mozambique, etc.). If this document is presented at the right time, one can escape complications arising from the processing of the customs for the cargo and save on expenses incurred by transport delays and changes in the exchange rate.

The certificate is certified by the Chamber of Trade and Commerce of the exporting country. If at the moment of customs processing the country is not stated, the rate of the customs duty becomes double the basic rate. It is wise to draw the attention of foreign partners to the necessity of getting this certificate and dispatching all requirements.

The sixth stage is receiving a certificate of quality for the goods at the State Standards Department of Russia. Clearing goods through customs can only be done with this certificate which is given only when a sample of the product is presented. One must start thinking ahead of time before the cargo arrives about obtaining the right samples so that the packed cargo does not have to be broken into.

Receiving the certificate takes a great deal of time as several dozen people might be waiting in line for it.

The list of goods which require a certificate confirming their safety includes practically all consumer goods: food products, drinks, tobacco, cars, toys, perfumes, household chemicals, children's clothes and much else.

In all, three to seven days are needed to process documents for receiving cargo, but this can sometimes take up to a month. If the cargo is left waiting

in the customs warehouse, every day it is held there costs a hefty sum (about $1-2 per sq.m., even though the quality of the warehouses leaves a great deal to be desired). When working regularly with customs it makes sense to single out some people, set up good relations with the customs officials and have cash at hand for sorting out any unexpected problems.

When exporting, transaction passports have to be handed in, and on this basis the bank controls the money coming into the supplier's clearing account for the export goods and bears responsibility for it before the state.

How the export of goods will be regulated, or whether it will be regulated at all is a question that worries all exporters. By Presidential Decree, the licensing of goods for export was canceled, then reinstated for some types of raw materials.

- Let's suppose that I want to import tights from Finland. What do I have to do?

First, you have to go to the customs office and register. You take a notarized copy of your charter, contract, certificates of accounts, etc. There isn't a line there. You quickly sort out this issue and wait for the cargo to arrive. If your cargo arrives and it is consumer goods, you try first to get a quality certificate (they're fairly new) at the Department of State Standards, and get it approved abroad.

- What is the requirement for the certificate?

You take a sample of the goods, they're given to a laboratory and a certificate is given out. Sometimes you can get a foreign certificate, show it and get one through that. If there is documentation, it does speed up the process. Sometimes they can order goods from foreign firms and analyze them.

- After that you make an advance payment and they let your goods through?

Yes. You go to the declarer organization and fill out a declaration. Customs doesn't work directly with you, they only work with declarer organizations which have a license to process declarations. They are specialized organizations connected to customs with the rights of a legal entity. In your declaration is written what goods you are transporting, on what contract, the number of the contract, the cost of the goods, all classifications and the foreign economic code of your goods. At customs there are lists, books with classifications of all sorts of goods and the VAT to be paid, the excise, and the duty.

- How much time does this take?

A day at least. And they impose all the taxes on you. The cost of the goods is in hard currency and the taxes are calculated in rubles at the current rate. You find out your taxes, go to the chief accountant, she prints out a payment order. You obviously don't do that on the same day, you come back the next day. You hand in your payment order - the rate of your taxes has changed: the exchange rate has changed. It's good if it has gone down because you've still got your advance but what if it's risen? You arrive with your payment order but you don't get that immediately in the bank, it's good if the bank can serve you quickly but large banks and former state banks only give payment slips the next day. That means you pay today and the next day go to the bank, take a copy of the payment slip to the customs office. They say, 'We've recalculated - you still owe two million,' the exchange rate has changed. You run like crazy to the chief accountant and say: 'I have to make an urgent additional payment, immediately, today.' The accountant drops everything, prints it out and runs to the bank. But you still have to rewrite the declaration because the amount of tax you've paid has to be the same as on the declaration. You go to your declarer and say, 'The exchange rate has changed, and I didn't do this on time.' He takes it from you again, and you pay for the change in the declaration.

- Is that actually how it's done?

Yes. I only know it in practice, I don't know the theory.

- I don't mean the theory. I mean, do you give a bribe so everything is put right? Or do people really run around like that?

Of course they do. Because you can't get away with one bribe. Today there's one person on duty, tomorrow another. And then for every enterprise they open a personal account. If you check the date the money was paid in and not dispatched, the shortages come to light. After all, customs is probably inspected too.

- That's import. What about export?

It's the same. You take the contract, go to the bank, process a passport of transaction. Each foreign contract is recorded and you have to account for it and explain why you don't have money, why they haven't been paid, why the contract has been broken. If there is no money, you have to sue. I mean, every export contract is under state control. Customs won't let you go till

you show a passport of transaction signed by the bank. Import contracts are not recorded as yet, but starting in 1995 there will be transaction passports for imports too.

Now all our quotas and licenses have been annulled, only two or three appellations are left. They've annulled them all right, but they don't know how to control them. They still have to conduct the controls on them compulsorily. Because were in a period now when there are no normative documents about controls on the export goods. This is a problem for all enterprises. Something must certainly be done soon. But how, nobody knows.

E.T.: The customs procedure is quite straightforward, but there are lots of subtleties. The situation depends on whether you get around the law or not. Because now some goods are simply not worth exporting, and you have to find some loophole to make it profitable. You have to find a contact, seek opportunities.

- You mean all the legal means of exporting goods profitably have already been blocked?

For a start, there are no legislative documents that you can become familiar with. The customs officials know more than anyone else. It's quite useless trying to argue with them. He won't show you any paper, he won't explain anything, he'll just say 'I'm not sending it and that's that,' even if everything is properly and neatly filled in. Until you talk -to him and give him an opportunity to make some money.

Here is a great example. It's very difficult to get to the transport warehouse at the airport. To get there and pick up your goods you have to bribe the person on duty. You say that you have to get your goods, and he says you can't and asks to see your permit. You only have your invoice in your hand and no permit, obviously. You don't know whether you really need a permit or not. You show your invoice and say, 'I've got goods sitting in your warehouse, I want to get them.' And he says: 'Your permit!' with a stupid look on his face.

- Do they give permits out to anyone? Maybe in principle you have to go somewhere with your invoice...

Maybe, in principle. In principle permits are given to the employees of the warehouse. You're not an employee. They really shouldn't give you one.

You show your invoice and he sees perfectly well that your goods are there. Yes, it has written on it 'Hangar # such and such', 'such and such an airplane has landed, your cargo was on it, and you can come and pick it up'. But he won't let you through. At first you give him a bribe to be able to go through and have a look for the hangar with your cargo in it. Then you have to get your truck through, but again the truck doesn't belong in the warehouse either and you can't get it through. You say again, 'I have to get the truck through,' and he says, 'You can't.' What are you supposed to do? You've already have the truck, you're paying money for it. This is business and now a car costs 40,000 rubles. While you're arranging everything with him you've wasted 80,000 rubles just to persuade him to let you take your truck through. OK, you could stop persuading him and go through official channels but to find out where you can get a permit for the goods car and take it to the warehouse, you'll waste even more time, so you just say, 'Yes, my goods are in the warehouse, my car's here, how much do I owe you?' And either he'll put on airs for a long time, or he'll say straight away... People who know won't even ask, they'll just put it in the invoice... If you looked at it all from another perspective you might just think the truck was going in and coming out quite peacefully, but it means that you put the right sum in the invoice and take the goods from the warehouse. Then you come to the hangar. In the hangar there's someone on duty who shows you where your cargo is. Sometimes it's in such an awkward place that a car can't even get in it. And you'll have to pay for that too, so that they'll pull your cargo out. And he'll even laugh and say, 'What's this? I already earn a decent sum, what do I need your 10,000 for?' When you realize you have to get this cargo our by yourself, it really will be funny.

People who do this already know everything about it. Let's say, you give 50,000 to one person, 100,000 to another and 100,000 to someone else to be able to do it all in half an hour and save the money for the truck. They'll jump at it and think it'll be advantageous for them. Apart from that, you have to pay for parking. You don't know when the airplane arrived. They don't always give out information about them over the phone: it might land and already be unloaded without anyone knowing about it. So it's easier just to come and see. But say the plane has landed, your cargo is in the warehouse, you're already paying some penalties for that and you just don't know about it. Usually you're just told. 'When the plane lands, we'll phone you.' When you realize that the penalty is ten times more than the cost of the

cargo, it just isn't worth it to go and pick it up. There's another option in this case - you can make an arrangement so that they don't charge you a penalty but ascribe your cargo. to another plane which arrived a week later. The difference is paid, and the man is paid off.

But this doesn't have anything to do with customs. Customs is an even more cunning and dangerous game. They have to keep up the appearance of state officials and pretend, so to speak, to be serious and decent and fulfilling their duty to the state. So in this game everything is very different. Here you either have to play along or somehow find a way of saying what you need when a superior isn't there, when there's no one else around and no one is listening - sometimes they've got radio phones. If you get them into any trouble, you might as well face the fact that you've lost everything. That's only in the first stages, though. Once you've been through once or twice, you can start making agreements personally...

- Make arrangements for what? So that they'll let through one lot of goods as another?

There are official duties you have to pay. For instance 'shuttlers' again... People transport enormous packed bundles, really huge, jammed with absolutely everything. They go through ordinary customs, where other normal passengers are coming with bags and suitcases. Now there's a completely clear set of instructions on what you can take and how much of it. You're entitled to bring in goods up to the value of $2000 and only for personal use. You have to prove that these are all things you've bought for your own personal use with a cost of under $2000. They might even take exception if you're bringing in two or three shirts.

- How about the cargo customs?

There is a cargo service at. customs which takes on all the customs processing. You pay the organization and it processes everything for you nicely, taking its own percentage, and you get the cargo. It's very easy. You can use this intermediary organization.

- And does everyone do that?

No, because sometimes it's easier to come to an agreement with the people you've already established contact with. Paying your own personal customs official can be easier than paying a go-between. That's why if you've got your own channels at customs, it's better to pay a clear stable rate to the

person who'll be 'covering up'. Furthermore, they always manage to make the container with the cargo come when they're on duty...

- I see. It's quite simple really... Don't you see any problems?

- No. It's pretty clear that you give a bribe and it'll be cheaper for you. But it's like that anywhere: you can go into a shop and they'll give you stolen goods and you'll get them for half the price.

There really wouldn't be any problems if there were goods, contracts, a customs service contract, if you could just pay for it normally...

- Why isn't there any of that?

Because there are very high rates on all of that. Firstly, duties, secondly, service costs. It's all very expensive. It can bring a whole business to a grinding halt. If you pay for everything normally, you'll make hardly any profit. If customs really did look through everything, it would take up a lot of time, for one thing. For another, the customs would really describe everything as stipulated in the instructions and total up so much that it would be several times more expensive than the goods themselves. That's why you wouldn't be able to add on any more at all. It's clear.

- In, fact, it's just hooliganism by the State.

Yes. Absolutely. It's even worse than that. The customs officials can let you through without even looking. They just see by your passport how many times you've been to one country and can tell if you're doing business or not. They even give you advice - change you passport, because you've got ten trips to Turkey, ten trips to China - of course, they're going to look and bother you. They're professionals, they pick out the right people.

- Does that mean that everyone who's bringing something into the country does it through indirect channels?

I would say about 80% do.

- Not just 'shuttlers', but businessmen?

Yes, of course. I've even got the example of my German partners who import
cargo by truck. They encounter five customs points on the way - Poland,
Lithuania, Ukraine, Belarus and Russia. All these customs nullify absolutely
everything. Every customs has to he paid. They are going in transit and
should just be let through. But the customs officials have a hitch: 'You
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haven't got a visa to cross through our territory.' Getting visas for people through all the CIS countries is unthinkable. So, on the roads they collect money too: without a load you pay $10, with a load, $50.

- 80% of importers don't pay the customs duty and give bribes. This number is based on individual encounters and does not consider the volume of the operation. There are large companies however, such as Xerox, Macintosh, and IBM... Do they also do the same thing?

No, such firms do every thing officially and pay for every thing. They can afford to do this. For them, it's not a lot of money. They deal in very large volume. They don't bring their product here by shiploads. Customs sees them a few times and then lets them pass, knowing that they are a large firm. With large enterprises that have normal contracts, officially there are no problems. They all pay. All the goods have seals. Even racketeers are afraid to open wagon cars that have a customs seal: this actually causes some problems. Broken seals allow one to file a report and initiate criminal proceedings. Therefore, there is no thought of tampering with the cargo of large companies. Because large companies are quite strong. They could crush that entire mafia if they wanted to. But the small firm will never be able to do any thing about this. The problem occurs for lower and mid-level firms, but the large companies have no problem whatsoever.

Incidentally, the firm "Nokia" complained, saying that they could not understand our customs rules. Why does it take two hours to clear customs one time and three days the next when the goods need to be delivered immediately? There is only one reason for this: on one shift there are people who already know the firm and let them pass peacefully, almost neglecting their duties, knowing that they will not receive anything from this firm. But the next shift of customs officials conscientiously checks them, still hoping to receive some kind of money. They simply wait - will they pay a bribe? By this means they try to find out if the firm will pay them or not. But people from "Nokia" say: "We can't understand your laws." They watch, they conscientiously try to understand, to learn, but they can't really understand. Everything has been formulated correctly, all the seals are in place, the goods packaged and that's it,,, and nevertheless...

BUSINESS OF THE MARKET
Saturation of the market

D.Barkan: It can be said that one of the outstanding achievements of the Yeltsin-Gaidar reforms has been' a virtual end to shortages in supplying enterprises and organizations with raw materials and finished goods. This is an important general observation for those of our foreign readers who one way or another have heard about `funds', `distributors', and other `delights' of the planned economy. They don't exist any longer.

However, an end to shortages is by no means the result of a growth in production (it is exactly the opposite). It is a result of a sharp growth in prices and the `cutting off of goods and services to less well-off consumers. And, of course, it is a result of the wide liberalization of foreign trade, marked by very substantial deliveries of goods and services from abroad.

Naturally, we do not, as of yet, have a stunning abundance of competing goods and services; however, we have moved quite a long way in this direction. The saturation coefficient throughout the enormous Russian territory is almost equal to one for an overwhelming majority of goods, but the saturation index is rising annually by 20 - 40%. Today, in St. Petersburg shops, one can buy practically anything that can be found in an average store or supermarket in Helsinki. But, it is widely known that Petersburg, in this respect, is considerably inferior to Moscow. In the provinces the situation is, understandably, even worse. However, the general tendency and dynamics of saturation are absolutely apparent. And this itself already aggravates the problem of sales.

Now no one will even start production, without having completely and thoroughly analyzed the question of sales. This is a very good sign. As an example, I can say that at the moment our consulting firm is occupied with exactly two analyses of this kind. Our clients, while only in the process of setting up production, are already working out a pricing policy and are looking into new ways of marketing their goods. A client just called us who wanted to talk about trade marks. But they are talking about a manufacturing process that will start putting goods on the market in December. He has ordered from us a complete marketing strategy. Moreover, he ordered a staff for it.

But there is another side of business: the Russian population presently is considerably poorer than almost any European country. Here, it is much more complicated to sell goods and services due to poverty and low levels of consumption. For example, if on average in developed European countries, a person consumes 5-6 pairs of shoes a year, in Russia it is only 1.5-2.0 pairs. If for meat this index reaches 90 - 100 kg, in Russia, even with every statistical manipulation (including lard and meat by-products etc.), it barely reaches 60 kg, and so forth. Because the level of demand in Russia is so low, one must be especially clever and pay attention to the specific character of the market in order to sell here.

Inflation and Payment in advance

The level of inflation in Russia noticeably decreased in 1994. Nevertheless, it varied between 60 - 90% (by annual calculations). As a result of this businesses prefer to receive money in the form of payment in advance. More accurately, payment in advance has become the rule, being preferred in almost 100% of cases, except for work between people who have known each other for a long time and constantly work together with many `ties'.

This is especially hard on manufacturing enterprises. A manufacturer, in securing raw materials and ready-made products, runs into the terrible problems of advance payment. But for a distributor who has worked with a certain supplier many times, this problem doesn't arise because the supplier trusts him. For them, this works as if it was an unbroken rotation.

In industry, there is no such thing, not even in a major industry. Manufacturing enterprises have a very unstable position with respect to sales and receiving money. The firms we work with constantly maintain their debt to credit ratio at 1:1, but nonetheless this doesn't save them. It is well known that promissory notes have only just appeared and there are few who have them.

At the same time, all firms understand that to `squeeze' everyone through advance payment is simply to chop the legs off the chair you are sitting on. They have started to select, let us say provisionally, an elite group of partners with which they already can work, for example, on a thirty percent advance. Sometimes they give the goods on trust, taking their partner's word.

However, many firms as before, continue to insist on advance payment, and from my point of view, they are worsening their positions. For example, it is very interesting how foreigners act on our market. They have the opportunity to get credit abroad at `heavenly' (from the Russian point of view) rates, let's say at 11-13% - and peacefully sell goods here on a consignment basis. Who among us can afford to do that? Nobody! And of course, they are quite brazenly forcing out our entrepreneurs from all regions where they demand full payment in advance.

Market demographics

Day-to-day practice in trade has quite quickly taught our entrepreneurs to pay attention to consumer demand; naturally, this began with our wealthy consumers. It is precisely for them that car dealerships, expensive shoe and clothing stores, prestigious tourist agencies, etc., have sprouted up so quickly.

At first it was possible to say that this was almost' a risk-free business - the rich multiplied more rapidly than the trade serving them. Now, the situation has changed considerably: there is a fierce battle for the rich consumer in all spheres of the goods and services sectors. Nevertheless, even a cursory marketing analysis shows that there are more than a few prospective niches because the `new Russians' are far from fitting into the profile, that the western trade culture, long ago, bestowed on them.

At the other end of the spectrum: the poor (but not the poorest) people, thirsting for imported labels, there has appeared a sea of cheap, low-quality goods and services, including Chinese cross-trainers, jackets from Singapore, Indian clothes, cheap courses promising to teach English in 4 days, etc. The saturation of this market is happening quite intensely, primarily on account of smugglers and shuttlers, but mainly on the strength of the thousands of trading firms flooding the market with these types of goods.

Sadly, our incipient middle class is much less fortunate - as yet there are not enough serious manufacturing and trade firms catering to it. There are many reasons for this, but chiefly, the consequences of its erosion and the rapid process of splintering within this segment of the population, which is numerically the largest. Stores and firms of this `middle range' are just beginning to feel out the profile of their future clients.

Thus, it can be stated with certainty that one of these segments has become, for a majority of manufacturing and trade firms, the first necessary target in securing their own market. The dealers of two or three years ago, for whom Polish chewing gum, a high quality Finnish suit, and a pair of stylish $200 Lloyd shoes were enough to get by on and reap a substantial profit, are becoming a thing of the past. If you are seriously thinking about success in business today, it is necessary to start with some idea of who your costomers are.

Segments of Quality: Western Technology in the Russian Environment

In Russia today perhaps the most wide spread manufacturing problems of small and medium-sized enterprises are the assembly, adjustment, and start-up of various technologically based activities, first and foremost in light industry, the food industry, public catering and services. Among these are certain problems which are specific to Russia.

There is, first of all, the problem of the quality of water, air, and various ingredients of production that don't measure up to the standards of western technology. For instance, in many large Russian cities large-scale producers of soft drinks using imported concentrates, have encountered the very complicated problem of raising water quality to even a minimally standard level. Considering the enormous demand for soft drinks (this is one of few growth industries against a background of general recession in the industrial sector), these upgrades and expenditures are justified on the whole, but the problems from this have not become any easier.

As illustrative an example as any was the attempt to introduce foreign chicken breeds to our poultry factories. The fact is that the weak genetic base of our poultry doesn't allow the raising of birds under acceptable standards. But in another case, even dismissing the strict parameters of production, the line simply doesn't work. To generalize what has been said, any serious business inclined to use progressive foreign technology in Russia, should thoroughly evaluate the difficulties of adapting to our raw materials and resources.

The difficulty of these problems has led today to a `second path' of using
western technology, which can be illustrated by an example from the shoe
industry. A lot of successful Petersburg wholesale firms are seriously looking
into the possibility of buying small, well-equipped shoe factories in Italy.
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However, this raises the problem of leather, which is well-known to our domestic enterprises. The quality of the raw material and the level of technology in tanneries simply do not allow us to make leather of the appropriate quality, and all the more if we consider high quality leather for rather expensive shoes. Accordingly, the firms we are talking about have oriented themselves toward purchasing foreign raw materials. This will raise their prices, but in return they will give rigid guarantees of quality; that means there is the opportunity to target the wealthier Russian consumer.

This example is by no means the only one. Today this `second path' is regarded as a realistic proposition, even by businessmen in various sectors of the food, clothing and other industries. In the computer assembly industry, for instance, this way has been known for a long time and become fundamental.

But, in a lot of cases, Russian business goes even further and it is possible to talk about the beginning of a `third path'. The discussion here deals with the advantage of a cheap work force (almost our only advantage in the sphere of production), which is continually becoming a thing of the past. There is a quite simple comparison in this case. If the average Finnish worker receives approximately $2000-2500 a month, today it is only necessary to pay one of our adequately-qualified workers, working in a private manufacturing firm, not less than half or two-thirds of that sum if he makes a product that is in high demand and reaps substantial profits for the firm.

This is not the only and, in many cases, not the main part of the question. The quality of our work force (discipline, technical qualification, absenteeism, etc.) often does not meet the necessary demands of current technology. As a result there is an urge among some Russian businessmen to begin to locate factories outside Russia, but relatively close. There are two drawbacks to this: first, the relatively low labor-intensity of production, and secondly, the level of customs duties on imported products. Nevertheless, I know of many firms that are preparing technical and economic forecasts, above all in the sphere of computers and office supplies. In other words, the `third path' is very practical when it is soundly based in economic terms.

Staffing

It would appear that for the most rapidly expanding Russian firms, the question of finding and securing qualified staff - namely managers - is a particularly tricky matter. Many businessmen that I've met consider that, in areas such as sales management, finances and marketing, the vacancies far exceed the number of people qualified to fill them. There are many reasons for this but perhaps two in particular.

One is connected with the fairly low level of business training in the country. This is natural - professors and Ph.D.s who only yesterday were emerged into Marx's Capital are now, having read a couple of textbooks (frequently in a bad translation) not the best teachers for future business people. However, there are few others as yet.

Firms try to solve this problem in different ways. The richer ones seek the services of staffing consultants. These firms are already active in many large Russian cities (often they are affiliates of western firms). The system of on​the-job training in foreign firms is very widespread although, considering that the work will then be undertaken under very specific Russian conditions, this is a rather debatable method. In addition, nowadays there are many instances of well-established Russian firms inviting western managers to work for them, but is this always effective? We should remember that conspicuous failures of the renowned "Apple Computers" in the Russian market were linked to the specialists themselves and to Russian experts. The basic error, however, was made by th,- management of the firm, which appointed American managers as heads of the company in Russia, when they did not know the particularities of the conditions and the market in this country. Now the firm has replaced them with Russians, but a lot of time has been wasted. Now, Intel, which did this from the very beginning, has had impressive success in just two years.

There are firms that specialize in staffing, but it should be pointed out that they are only interested in a rather limited contingent of workers. Any position being offered with a salary under $2,000 a month will not warrant their business. There are exceptions, of course, i.e., bilingual secretaries, who earn about $200-300 here in St. Petersburg.

Staffing firms generally supply three categories of workers: upper level managers (commercial and financial director level), sales managers, and trade representatives. Generally, the staffing is done for trading companies. Though, there are some exceptions, - recently the entire of the newly​established Coca Cola complex in St. Petersburg staff was headhunted.

These firms have a database on staff in Russian enterprises, and first of all, on company profiles. For instance, when Coca Cola ordered this service, data had already been gathered on the workers of "Red Bavaria", the Polyustrov factory and others. The gathering of this sort of data is done in the simplest but most efficient way: a bribe is given to a staffing officer, who not only compiles the necessary list, but may even give rating of the workers. However much our staffing officers may be criticized, they usually do this very accurately, because people who have been at their job a long time know who is worth what. Then, there are more detailed discussions with these candidates. Given the condition of our enterprises at the moment, it is not very difficult to lure individual workers or even a whole team away.

As a rule, personnel agencies work on orders. There is also a fairly steady flow of graduates from the various business schools. These agencies usually keep close contacts with the more prestigious schools and try to get information from them. From time to time employment agencies publish fictitious job offers in the newspapers. People respond and are put into the database.

Medium-sized and small firms have to be content with raising strong managers from among their own employees, counting on experience and minimal re-training in the institutes of higher education. We should note that a nine-month graduate training course now costs no less than $2,000-3,000. This is much cheaper than overseas but still not an option for every small Russian firm, especially as there are many people to be taught.

"The sales staff decides everything" is an old Soviet saying that is more relevant today than ever. The system of shop advertising is fairly effective, however, the mo a saturated the market becomes and the more tough the competition, the more insistent the need becomes for firms to have serious commercial work. Corporate attention is focused on the activities of its sales department and is affected by the level of the work done by it.

Today, in large and even medium sized Russian cities, there is a real hunt on for sales people of different levels and capacities. There is also a lack of commercial directors and heads of sales departments and trading agents. Even averaged-sized firms are willing to pay a good commercial director a $1000/month or more in salary and a percentage of sales. Nowadays, in St. Petersburg, it's unlikely you'd be able to find a serious and strong trading agent, who'd agree to work for anything less than $300 a month (and that's

twice the average salary in Russia!) plus, the same defined percentage of transactions. Only very young and inexperienced people will agree to worse conditions, and only then because they want to gain work experience and get into a better job.

The experience of the Russian market has produced many real talents in the field of sales; the most clever western businessmen are already trying to get hold of and systematize the lists featuring these talents and establishing good ties with them. There is a relevant point to make here. Just a year ago, a salary of $80-100 a month was a dream for many small and medium-sized firms. But in one year, the dollar has been `devalued' almost twofold, and often threefold. This is something the western firms seem to have missed. They are still trying to hire qualified Russian specialists and pay them $150​200 a month, as before! And that is precisely why, recently, these firms (among them, some of the most famous western names) have distinguished themselves as suppliers of personnel to large and sometimes even medium​sized Russian companies, who are quite able to pay sales managers significantly higher salaries.

It should also be noted that, when a person is hired in the West, he will want to know about security, working conditions, the conditions of hire, various social perks, how work disputes will be resolved, etc. In Russia, these questions are, at the present time, not a major point. Attention is turned first and foremost to the size of the salary, and this suits the western employer very well.

An even more difficult problem in Russia at the moment is the lack of a work ethic. Probably no question is asked of consultants as much as, "What should I do so that people won't steal and will do their job conscientiously?" In Russia, this problem is more sharply reflected than in many other countries. Having gotten rid of the terror and ideological foundation of the Stalinist period, the Brezhnev era created a very prevalent type of worker without a serious work ethic, and without morals in matters of taking state property. The sense of respect for the owner and private property is still basically absent in most people today.

Usually, an attempted cure for this illness is making the person, in part, an owner. In Russia, unfortunately, this doesn't work so well. The experience of many firms shows clearly that giving the worker a few shares achieves next to nothing in his relationship to his work and to the owner's property.

Still, it is good to note that the younger generation of business people, whom the author would refer to as `intellectual managers,' are already treating the standards and principles of the work ethic, accepted in developed countries, with greater respect; and it's possible that they will be the vanguards of change in the complex field of Russian business life.

Let's close the `staffing' section with one interesting observation. The idea that everyone can have his own business has seized the imaginations of Russians of all ages and educational levels. Accordingly, businessmen complain that all their employees, especially managers, are seeking to "grab their piece of the action", opening up their own businesses, which are of course extremely weak and small. There is no need to prove that, in the majority of cases, this is not helpful to the business of the manager, not to mention his relationship with his patron. After all, as a rule, the staff painstakingly hides this sort of thing from the bosses, and this leads to various forms of trickery, deceit, etc.

World experience has proved that, on average, no more that 5-6% of the able​bodied population of a country is able to work as owners of their own business. But in Russia, the old Bolshevik slogan about the cook who can run the State has somehow magically become in the minds of many, the ability of everyone to run their own business. A lot time is probably needed for this myth to be dispelled, but in the meantime, this general longing for one's own business greatly complicates work with the staff of many firms and must be constantly borne in mind by owners and higher level managers.

Supply and sale
The new life of the old Soviet sales structures

One of the specifics of today's market is the phenomenal preservation of the powerful network for manufactured goods, which was born under Soviet conditions and was made up of thousands of wholesale bases, trading, etc. The stages of straight privatization saw most of these enterprises become the formal property of the collectives, and, in essence, their traditional heads. Within this fairly united structure, friendly cooperative ties and relations continue to function. Here, though, we need a number of explanations.

First, this is a general picture, and details may change substantially. In some places a distribution center or former trade company has gone over to new

owners who were not part of the former sales nomenclature. Some of the links have also disappeared for a variety of reasons. In other words, the details may be very different, and an analysis and evaluation of each individual sales channel is necessary.

Another explanation has to do with staff changes within this system. Here, the changes are quite substantial: younger people are crowding out the managers of the older generation and are turning out to be more receptive and flexible in the new conditions. There is a tendency for them to leave for their own newly formed private firms, when it becomes clear that they are not comfortable in the old framework, even though the structure has been formally privatized.

In the end, the most important change is a purely structural one. In the former trading system, "segments of rapid growth" quickly appeared, and began leaving the old structures to work independently, namely, large enterprises like food shops, the bigger furniture stores, and so on. Having broken the purely formal ties with the bureaucratic structures, which they were part of, they have kept informal links, and in many cases, closer ties intact which are now based on mutual interest.

This is all linked to the sales system for consumer goods. The enterprises of the former State Supply Committee of the USSR, which deal with provisions of production and technical products, are having a hard time. The industrial slump and direct market ties have dealt its links very tangible blows. Here we can pinpoint three groups of trade and distribution enterprises. A very small one has kept its significance for elite manufacturers and enterprises working on important state requirements (defense, energy, strategic raw materials, etc.). Another, the largest, has been transformed into private firms working with imported technical consumer goods. And the third is also a private enterprise, trying to survive on sales operations in the very difficult, but still thriving production market.

Finally, let's mention the different features developing in sales, both at the center and around the country. Here, Russia presents a very interesting and highly varied picture. In Moscow, development is taking place at a very rapid pace, while St. Petersburg and some of the other large cities, although lagging behind somewhat, are approaching it. Meanwhile, in the 'boon​docks', the processes are so far behind that in many cases, all the sales in town are still controlled by some local department of the former meat trade or
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furniture trade (obviously, these have formally been privatized). Keep in mind that penetrating into our 'boon-docks' with some product or other, without having access to this sort of structure, is very difficult, if not impossible. It is not necessary to state the obvious fact that these sales structures are firmly allied to the former administrative establishments, which again have, for the most part, kept their position under new names.

We should add that the largest firms quickly spread a network of sales structures around the country: they create regional sales departments first, then local representation, finally, linking with local trading agents, who launch a distribution network through local firms, etc. From the numerous examples in Russia today, it would be enough to break into this sort of firm to assure sales of one's product in many regions in the country.

Importers

Today, in Russia, quite a significant layer of large importers has developed (including Soyuzcontract, Tekhnoinipeks and others), which go directly to foreign manufacturers and bring large numbers of various goods into Russia. They are becoming the main suppliers of medium and small scale firms, and, of course, for retail.

On average, the chain of distribution, from the large importers like Soyuzcontract to the retail companies, consists of four links. For instance, Soyuzcontract bought chicken legs from Tyson - that was the first stage. The second stage involved a large wholesaler from Turnen, who bought the mechanical section - i.e., 150-300 tons. Then, there is the medium-size wholesaler, who trucked the chicken legs to the far North. The fourth stage forks, so to speak: it can consist of either a small scale wholesaler/seller that is no longer engaged in retail, or a direct retail trader. This arrangement reflects accepted world practice.

Small-scale wholesale, a phenomenon unknown in Russia before, is now filling the market with a great variety of products, both imported and Russian. Usually, small-scale wholesalers mark up their wholesale price by 15-20%; they actively seek out and acquire products, have small transport capabilities (light and medium lorries often with towing devices), and know the market well. It is interesting to note that, in large cities, whole trading centers have been formed by small-scale wholesalers - one need only remember the

famous Apraksin Dvor in St. Petersburg, where the lowest small-scale wholesale prices in town are to be found.

Foreign supplier often take advantage of the mass of inexperienced Russian firms entering the foreign arena. Often they are the victims of barefaced, open deceit. Here's an example: the St. Petersburg based firm "Agentstvo A​2" got in touch with some German firm through the German House of Economics, concluding a contract for the delivery of 100 tons of sugar, having taken out credit for the transaction. After the conversion and transfer of the money and a delay of 27 days, the Russian firm received 50 tons of sugar. but for quite another price. Their overall loss amounted to more than $11.000. Another example: a Russian firm signed a contract for a New Year's delivery of champagne from a Hungarian firm, and paid everything in advance; the Hungarian firm only delivered the wine at the end of January, etc. There are a great many examples of this sort and, unfortunately at the moment a young Russian business cannot count either on its own experience, on a good legal system, or on any reliable guarantees.

A fair number of foreign suppliers, firms such as Babylon, Quality Product, Xerox, Intel and others, have come to Russia themselves and started up their own trade and retail centers. They supply a wide variety of ready made goods and components and various amounts. Of course, for the Russian firms that deal with them as suppliers, it is more convenient, but there are problems too.

First of all, there are the prices. If a large western firm launches its own distribution system in Russia, as a rule, no Russian firm interested in its product can get around this distributor and has to buy from it, with a markup, naturally. This fact, which is quite normal for a western firm, sometimes causes genuine offense, confusion and even indignation of the Russian firm when, its managers try to explain that this or that western company cannot directly sell the interested firm its product since there is an official distributor and purchases have to be made through them. Often this has been understood as an attempt to `squeeze out' more money.

Another problem is that of delivery and transport. At first, a number of the larger western companies undertook delivery themselves to all the areas of Russia where there were airports of the right standard. But it then became apparent that the expenses, the unreliability of the infrastructure, and other problems simply did not make it possible to do this. So now, either the goods are taken from the warehouses in Moscow and St. Petersburg by the

consumers themselves or the job is carried out by distributors, using special transport companies.

As for suppliers in the CIS who go beyond the borders of Russia, the problems described above become several times more difficult. Bankers joke that receiving a transfer from New York is ten times easier than from Kiev or Alma-Ata, and going through Ukrainian customs, for instance, as witnesses will testify, is much more difficult than through German or Swedish customs.

Criminal aspects of sale

My essay would be incomplete if it did not mention the `criminal' aspects of sale. The most widespread forms of this in Russia are various types of bribes. For the right bribe, the head of a purchasing department in a supermarket or the manager of a department in a department store will quite comfortably take the merchandise that is not in great demand simply because even losses will be small compared to the enormous size of the bribe.

Another criminal aspect of sales involves the participation of the mafia. This is a multi-faceted problem: from controlling street trade to price fixing. We will only make one remark here concerning the problem of trade in imported goods and the corresponding relations between the `Russian' mafia and foreign firms in Russia. The latter, in a number of cases, don't `play by the rules' and try to conduct sales according to the methods they're used to, ignoring the Russian reality. Then the groups that control the various turfs or types of business resort to very brutal measures, even up to and including violence of various kinds. For this reason, the advice of a foreign firm's local staff is extremely important in terms of sales and trade, as is consulting professionals who have experience in our market.

Transport and communication

In Russia today, practically all types of transport services are widely represented. Among the main companies active in this market, most are privatized former state enterprises employing: ships, ports, cars and so on. Unfortunately privatization and the market have not influenced the quality of their services much, nor their behavior towards clients. Since many of them

are wholly or partly monopolies (especially in the solely state railways and sea freight), the necessary changes only come about very slowly.

Prices and transport duties are still the sore point of the whole system. Today in Russia, they are extremely high and their growth rate remains the same. This puts a dampening effect on production and sales -- carrying relatively cheap products to distant regions is senseless because the transport costs are so high. The attempts of a number of firms to maintain their own vehicles (car, mainly) has come up against substantial economic barriers. There are, firstly, the high taxes. If a car is registered to a firm, the tax can reach 40% of its purchase price! Fuel and technical servicing are constantly becoming more expensive.

At the same time, the wave of private firms, who are willing to fulfill a range of "turn-key" services, in particular door to door delivery, is now quite significant. Where there is competition, the movement is considerably stronger, most notably in automobile and, to some extent, air transportation. The new companies that have appeared are still not dictating the policy of the market, but their influence can be felt. They utilize advertising and other methods of attracting clients. The main factor is that their price policy (and their prices are noticeably lower), which `lures away' some of the clients from state and semi-private transport enterprises.

The same applies to communications. Russia today apparently has the worst telephone network in the world. To send a fax to New York is ten times easier than to Murmansk. Still, the first private telephone companies are appearing and offering a very wide range of services, including rapid telephone installation, local station assembly, supplying additional equipment, and so on. In large cities there are network communications systems, which are new in Russia, and different types of radio frequencies, satellite systems, and computer networks using modems. Russian business is rapidly learning to use radio telephones and pagers, although as yet they are only available to the wealthier business people. It's important too that the business centers being created in large cities are being equipped from the outset with all of the modern communication systems.

It is particularly necessary to mention the postal system. The State Postal Service works very badly and unreliably, without guaranteeing postal emissions, especially of parcels, not to mention the extremely slow rate of letter delivery. The situation is getting better, though, due to the appearance

in this market of new delivery services, which do everything much faster and more reliably, although, naturally, at greater cost. Most of them only operate among the key cities of Russia. Foreign delivery companies such as DHL are also launching their own networks here.

In this respect, the condition of transport and communications is a long way from the current world standard. At present, this is not a very serious hindrance to the development of business; while a business itself remains relatively small and financially weak, its own problems can be solved with an old fashioned phone, the unreliable postal service, and an old computer with a modem. If the business reaches a higher level, the new good communications and transport equipment, which do already exist in Russia and more of which are appearing, will be available to it.

It is not irrelevant to mention another important detail. A business that is starting out in Russia should not count its pennies and try to economize on transport and communication. This not only harms the business as such, but the prestige of the firm, as well. I remember a case when a famous American corporation acquired the seventh model of 'Zhiguli' for its local representatives, which caused the Russian businessmen it worked with to make jokes about poverty and to entertain less offensive doubts about the financial stability of the company: if yesterday they considered the "Seven" a perfectly respectable car and didn't see any negative associations with it, now the `decent' Russian businessman not only refuses to drive a bad (by world standards) Russian car, but will not accept it in a solid American corporation.

Advertising

On the surface, it would appear that powerful television advertising by the leading firms plays a major role in the dynamics of trade and sales. This is only partly true and does not, by any means, always play a leading role. I have conducted studies into the market for the large trading firm Soyuzcontract, whose advertisement is practically always being shown on television. It turned out that, from the few hundred small scale wholesalers questioned, 84% contacted Soyuzcontract because of an advertisement in the Petersburg advertising newspaper "Reklama-shans", and not at all because they had seen it on television.

w

A feature of the Russian market is that there is a very significant sector of
distributors, who practically never watch television. Generally, mass printed
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ads are not so much advertisements as such (in 99 out of a hundred cases you can't even sense an "ad"!) as they are just information about what a firm does and/or sells. This direct address to the potential buyer usually does the trick in the majority of cases. How and why? It is thought to be because our consumers are unspoiled by good advertising and also, because they need to get more accessible information; and of course, because of the native trust a Russian has in the printed word. Large Russian cities and often medium​sized ones, each have several (Moscow and Petersburg have dozens) advertising papers and, in addition to them, bulletins, leaflets, fliers and masses of other printed advertising material, where, for a good price, even the smallest firm can place an announcement. Of course direct-mail is very widespread.

Naturally all this is in addition to radio advertising, which sometimes reaches the height of artfulness because of talented presenters and directors. In St. Petersburg the advertising program "Three Men in a Boat" (daily) is becoming the biggest `bestseller': its authors and performers create masterpieces of small ads.

Contracts

For better or worse, contracts are drawn up by firms almost all the time, although the legal culture of these documents in the majority of cases is very low. This isn't surprising; five out of six Russian firms today do not have their own lawyer or even a consultant. Usually, they just use the model of a written contract with a few modifications for their own case. Of course, there are exceptions: very thorough contracts are drawn up by banks, insurance companies, large firms - in other words, in places where there is some decent juridical service; these, however, are the exceptions and in general practice, contracts are very weak and underdeveloped. They are a cause of problems to the firm in many cases.

First, there is direct fraud, the victims of which are the Russian firms themselves. Their `contractual illiteracy' and the credulity of the management are exploited by unscrupulous people, including foreign firms. I remember one case. A Russian firm had made an agreement with a small American trading company for the supply of an assortment of children's clothes, but in the addendum to the contract (at the Americans' suggestion) it only said `children's clothes', the assortment was assumed by a gentleman's agreement.

Having received none of what they had agreed on, the Russian partner naturally couldn't press any formal charges.

Secondly, a badly formulated contract will not allow a firm to receive the full amount of profit it was counting on, since frequently, it receives low-quality goods or goods in the wrong packaging, etc. This is simply because this or that thing was presumed by the partners, but not clearly defined in the contract.

Third and lastly, (and it is particularly important for Russian newcomers to remember this) a contract is not intended for arbitration but for cases of `bitter conflicts' with the respective `cover' groups drawn into them - it is the most important document the leaders of the groups use to resolve the dispute. They very attentively examine the mutual obligations of the parties flowing from the agreement, and usually this evidence is decisive in determining who is "right," who is "guilty," and the sum that must be paid.

Because of all the indicated reasons it is important for an enterprise to keep the maximum strictness, accuracy, and legal correctness in the contract from the outset and not be too lazy to make a good, proper contract even for small transactions. Furthermore, try to think of all possible outcomes and consequences when signing a contract.

Insurance

Recently, this business has gathered strength in Russia, and there are quite a number of serious insurance companies. But on this wave of insurance activity, a few dishonest people have appeared, whose main principle seems to be to hold onto the insurance money and not pay it under any circumstances, even when it is obvious that a claim is valid. These firms ruin the reputation of the private insurance business in general.

More practical advice to a newcomer: choose an insurance company after you've thoroughly looked into every option and listen to advice, particularly that of people you trust. Gather and systematize information about the work of insurance companies, especially about their behavior in arbitration matters -- this information is constantly being published in the business press in big cities. And of course, although this is not the main point, see where solid banks and large foreign firms advise their clients to be insured. This obviously doesn't give you a hundred percent guarantee, but it sharply

decreases the risk of falling into the clutches of unscrupulous insurance salesmen.

Consulting services

In conclusion, a few words about the important market of consulting services are necessary. Nowadays, it is represented by three basic types of firms: local (usually set up by teachers and academics), foreign (affiliates of famous firms like "Ernst and Young," "McKinsey," "Deloitte & Touche," etc.) and joint ventures. Consulting firms in financial fields, audits, and legal matters are more widely represented. Those in administrative consulting and marketing are less widely represented, and there are hardly any in the more exotic field of special project evaluation or the subtleties of customs laws of different countries. On the whole, this market is developing fairly rapidly and the demand for consulting services is growing rapidly on the part of Russian as well as foreign firms. In addition, the latter trust `their own' much more and usually order the services of local affiliates of foreign firms. The majority of Russian businessmen, for purely financial reasons, turn to Russian consulting firms -- at the moment this is quite a lot cheaper, although the difference has been shrinking.

Our foreign colleagues obviously have far better methods and equipment. The same is true of their access to various world-wide databases. At the same time, the knowledge of local features and peculiarities of the market, the informal sources of often priceless information, and the ability to work with crudely approximate models (which are the only ones we have) are the strengths of the Russian consultants. You could joke and say that the modern western consultant in Russia is a sort of wonderful cadillac, running on Russian petrol on terrible roads. I remember a conversation I had with the head of the marketing service of a large western firm: he was thunderstruck to learn that Russian statistics still don't give information on the matrix 'sex​age-income', which is so important for consumer markets, in general, and for footwear in particular. He was surprised for a long time at my stories of how we get around the difficulties in our analyses of the market, although he admitted that our methods were perfectly acceptable.

Nowadays, you can get a broad spectrum of consulting services in the Russian market. These are analysis and evaluation of the market of a product in the city or region, developing business plans for enterprises, full scale

advertising campaigns for launching a product in the market (ideas, development, and planning), teaching and training a businessman or his employee.

Personal connections

- Let's say that I've organized an enterprise. How can I, in practice, find a buyer? Where do I look for suppliers? What should my actions be?

If I have to get raw materials delivered, I won't, under any circumstances go to the newspaper. I'll go to my relatives' enterprises, phone friends and try to use my personal connections.

- Do people help each other?

Yes, but only if you have recommendations. That is, if a person comes with the right recommendations they won't look long at whether he'll become a competitor or not -- he'll be a competitor in many years, but for the moment, he might be a very good partner. Let's say some production parts were not loaded at "Lenvest" -- he'll load them. And they'll put him on the proper, tested supply channels.

- What are supply channels?

Supply channels are reliable, tested suppliers that won't deceive you. They are firms, but always within groups, and always concrete people. Therefore, when we talk about absence of a deficit, let's not mix up two different things. There's no deficit -- yes! - because you can dial any number and be told: We'll bring it tomorrow. And it turns out that instead of chicken legs they'll bring you half legs with thighs and then you have to sort it out.

- So you mean that reliable and tested suppliers are in demand? Yes, that's absolutely right.

- So you've been recommended and you go to the supplier...?

And they put you in touch with the Kalinin suppliers, say, which sell you very good raw materials at a decent price, with a mark-up for their own inter​ests, of course.

- So it's a reliable supply at a decent price and with a guarantee of quality -​all together?

Yes!

What sorts of circles of people are there? There are those who will immediately con you, of course. On the other hand, there are people you can count on completely. Are there lots of this sort of people around on a decent level?

There's a whole range. I can quote a very well respected person, whose enterprise has a headquarters in Petersburg with a mass of affiliates. We were sitting in his new office and I said to him: "Aren't you ashamed of yourself? Why did you do that to ... ?" And he said to me, "Well, if I hadn't scammed them I wouldn't be sitting in my own office now." So you see, a whole range of things becomes apparent later, not just that he scammed them, but how he did it, at what percentage, etc.

- Does that mean that any attempt at gathering information about working in a given market, whether it's worth trusting someone or what conditions are usually in play, in a more or less open way, is impossible?

it's not only possible, it's also -- once we tried doing it, again in the footwear industry...

- But what if people behave differently with different people?

Nonetheless there are some defining characteristics, I'd say. At one time, we received an order from one of our clients and gathered information about all the wholesale shoe firms in Petersburg, the very newest; there were about five and a half dozen. Then, on the basis of talks with some of them and from what we picked up at exhibitions, we gave an approximate rating to these firms by variety, the breaches of delivery they'd committed, and their price policy. We're a small consulting firm, after all. Nonetheless, on our level, we did it roughly.

- So how useful is this?

That depends on what it's for. If the client wanted to know whom to work with in this market, the first thing we'd do is help to eliminate the first five layers of firms, whom they just don't need to work with, leaving us with twenty. We then suggest that out of the twenty he choose one himself because after that it'll have to be done on a personal basis.

- So, in fact, we're talking here about how to make a blacklist rather than anything else?

Yes, of course! I'd even go as far as to say that in order to make a `white' list the consultant or data collector always has to fix the information to something. At a certain point there has to be a live conversation, with the real product, with real money, etc.

Consultants usually work with a legend. Let's say someone comes to you and says "I want to buy an consignment of shoes." At the moment it is very rare that they'll ask you who you are, where you're from, and what position you're in. Although, the more clever firms, who already have a good security system, start with that. As a rule three out of four people are very laid back about it. "You want to buy? Let's talk," and you can get primary information from them. And then, let's say, in firm A we'll talk about firm B and how they have the same range of goods -- then firm A snorts and says, "Well of course, but the whole point is that their soles aren't from Italy at all, but from Taiwan, there you only have to pay for the gluing..." and then the whole thing snowballs.

- But if you just published your ratings, it would be suicide for your company.

Yes, the firm would be slaughtered. But still some sort of system like that is necessary. You have to start with purely formal features at least. Even if you did manage to have a more or less proper rating of firms by their turnover, it would already be a lot. It doesn't cost anything to get information from partners, because every firm makes known their partners: some people work with shoes from Czechoslovakia, some from somewhere else.

- Are there any specialized firms that have this sort óf information or give advice? How would you rate their reliability?

There are very few firms that deal with marketing. We know of four of our competitors who are willing to do turn-key marketing surveys, with analysis and conclusions. Of course, that's incredibly few for a city like Petersburg.

- From all that it follows that you have to have some sort of system of personal connections.

Yes, basically.

- How can a western person who comes over here, do that?

The worst thing a western person who moves here can do is to start working alone. I mean, going through the ordinary channels. If he has moved over here without a consultant, it's a hopeless situation. I should point out,
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however, that this doesn't have to be a consultant of the academic type, like me. It can simply be a Russian businessman who works here and knows all the ins and outs. When he has my sort of consultant complementing him, or a lawyer, it's a whole different matter. That's why the first, most basic thing for a westerner here to have is a Russian business consultant.

Now we come across a very interesting example, whose practice is very widely employed here. Let's say you go to a businessman of this sort and say "Could you please give me a consultation?". He'll open his eyes wide and say, "What consultation? Let's be partners, by all means."

- Did you have any intention of making him a partner?

No! To make him a consultant. To say to him, "In time we can become partners, even soon if we start cooperating. But, at the moment, I very much need you to help me with your experience, personal contacts, and so on."

- Do you see what problem could arise? He becomes your consultant. But a consultant is a member of a group, he's under some sort of `cover.' Therefore by getting in contact with a given consultant our foreigner or newcomer will cut himself off from other alternatives.

I don't think that it will necessarily be quite so cut and dry. It depends on the conditions of the agreement; after all there is no system that will put him in that position straight away. Apart from that, in the early stages it's unlikely there will be any talk of protection although the golden rule for every organization is to think about protection before you're forced to. You have to consider it early, but not necessarily immediately. At the moment it's extremely important for him to be taken under the wing of an active Russian businessman, preferably a decent one. It's interesting to note that the level of decency is still defined by the size of the business. It's important that he not fall into the hands of a small time crook.

The mafia and `covers'

- How does the racket usually appear on the scene?

E.T.: At the bank there is a network of informers who inform the mafia organs about incoming funds. Usually, the informants are young girls, operators, who hardly ever suspect what's going on: some young man makes contact with them, ostensibly just wanting to get to know them, and gets the first set of information for free with compliments and flirtation. If continuous

information is needed about one or another firm (usually about operations above 10 million rubles) the operator or other employees from the lower echelons will be offered a certain amount of money for their services. There are well-known cases of mafia structures having direct access to bank computers.

Then the mafia takes the firm under its `control.' Insistent young men keep coming to the management, usually in teams of three or four people. Having made an appointment they announce that they've come to discuss the topic of protection or are representatives of the tax office or police. They offer their `services' in the form of protecting the life of the firm's bosses and the protection of the goods and products of the firm. If the boss refuses (he shows them a contract, for instance, which he's concluded with non​ministerial security), they start explaining, very politely, that they can provide very effective personal security for the boss, and they already know about the firm... and then, depending on the reaction of the boss, they gradually start giving out information about the money that is going into the bank, about the number of goods in the warehouse, his wife's place of work, the time his children are in school and all sorts of compromising information and direct threats are brought into play.

Sometimes during the course of this sort of conversation the boss somehow manages to get in touch with the law, without the `visitors' knowing, and hands the `guests' over to the police. It's very difficult, though, it has been done... For instance, at a very large firm, the boss gives a signal to his secretary who calls the necessary services. However, it should be noted that the boss was ready for this as before the `visitors' arrived there had been preliminary phone calls with suggestions of `cooperation' and then threats. To do this there has to he a certain amount of audacity.

In general the boss can't act in this way and they force him to sign a contract for the security of the firm. Up until quite recently, these contracts wouldn't he concluded, but since quite a number of `visitors' from various mafia groups have started appearing, groups have come to an agreement - whoever makes the contract first is in control of that firm. A model contract has been worked out, but a representative from a mafia structure has to tell the firm which group he's representing and who someone who comes with a similar suggestion should turn to.

According to the contract, the director has to make a monthly delivery on a strictly defined day to a particular person of the right amount of money in cash. The sum is set depending on the turnover and the amount of compromising information about the firm. For instance, the minimum sum for a medium-sized shop of about 50 sq.m. in area will be $500 a month.

Usually part of the function of the 'mafia controller' will be surveying the burglar alarms, making recommendations about its effective use, and advice or consulting about the best security systems.

In the event that representatives of another group should come to the firm's boss, the boss must show both contracts: the contract with the non-ministerial security, and the contract with the mafia organization. The representatives of the mafia organizations sort out between themselves questions of what turfs, regions and various spheres belong to whom. They have their own laws and procedures for handing over firms.

D.B.: Yes, the most dreadful thing is considered to be, not the non-payment of debt -- that's just like child's play -- but when you get in touch with two or three groups at once. They kill you outright for that, and without any explanations either, and fines for that are far higher. We have a partner who got into that situation when he came to an agreement with one group that either let him down, or didn't answer clearly, causing him to get in touch with another group. When both of these groups got together, the fine he had to pay was twice as large as the one he'd have had to pay if he'd gone the usual way.

E.T.: The smaller firms draw up this sort of contract. The medium-sized enterprises have to get themselves a `cover' from a group or have a contract with a state structure and keep a security staff. Choosing state or mafia organizations for security is something the boss of a firm doesn't have much time to do before the representatives of the mafia come knocking at his door. Usually they appear in the first month of the firm's existence, after the office has been redecorated, when the first deposits has been made at the bank or the first advertisement into the paper. At the present time, the old rule of "first on the scene gets the turf" is no longer valid, now the mafia themselves define the turf either according to location or to the sphere of activity.

Some markets are controlled in a particular way. The control of the car market starts from the border of Vyborg along the whole of the highway of delivery of cars from Finland, Sweden and Denmark. There is a separate

system for the delivery of cars by sea, that is ports and ferries. The market of sales is also controlled separately, starting with company shops and ending with the car `flea market,' stations and car repair workshops.

The real estate market is the field with the most criminal activity, where the prices are very high, and quite often one comes across cases not only of blackmail and threats to the owners who do not want to vacate their apartment for the mafia organization, but murders. Various methods of eviction are used. If for instance, the owner of a apartment has a car, they cause an accident. Sometimes it's done by making old Zhigulis crash into a foreign car (Volvo, Mercedes). Then they demand millions of rubles for the repair of the car from the owner of the Zhiguli and since he doesn't have the money, they force him to pay off the debt by moving out of his apartment in the middle of town, to one much worse, which they offer him.

Quite often the ownership documents on apartments are sold and resold. The case of the director of a firm who sold the same apartment three times with fake documents (moreover in a twelve-story house he was selling an apartment on the fourteenth story) is well known. So too is the transaction which is quite unique: one apartment was sold seventeen times and the housing committee allowed it.

In the field of real estate, the mafia groups are trying to control all transactions, starting with the application form for ownership right up to the time of the processing of the papers before the notary public. Since the sale​and-purchase document states that the money received for the sale of the apartment will be handed over outside the notary public's office, they `lead' the person selling the apartment from the notary public's office to the house, where, in the entrance or in the apartment, they rob him.

Next, control of the former collective farm markets - here traditionally a tribute is taken from every merchant, as from the kiosks in the subway, from the trading points in sports stadiums or at the market. All the turfs are divided between the various groups.

- Now, some rules have been laid down about activity in this sphere and there's even specific terminology.

Yes, you could compile a little dictionary. The word `cover' has a double meaning. For businesses who are just starting out, it means having an officially registered organization through which illegal transactions can be carried out or more usually taxes evaded or money cashed (laundered). Since
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the bosses of the covers often demand a large percentage for this sort of operation, the more experienced businessmen have set up their own `left cover', which is to say they register an enterprise, make letterheads and stamps but don't open an account at the tax office and other organizations. Sometimes these firms are set up for a very few transactions and after that they close.

Finding a sum that is covered up is something only very experienced tax officers can do and they very rarely do. Under heavy pressure from the tax office, the `cover' might give away information about the deals done through it. In this case its client will have to explain the source of the money and pay taxes. The `cover' might also scam the client. More often than not the scammers who are not directly involved, those with whom there have not been any business relations and who are less informed about the activity of the `cover' (for example newcomers).

The second meaning of the word `cover' is reliable partnership ties and protection from some power structure. The phrase "Whose cover are you under?" means which group is protecting you? A `cover' can be a mafia as well as a state structure (the KGB, Ministry of Internal Affairs, etc.).

- I've been told that there are three levels: the large enterprises, the medium ones and the small ones. And each one has its own type of protection, 'cover' and its own level of `crookedness'. The very large firms do everything officially - they rent their premises through newspaper announcements, for instance, and rent it on a real contract, and for security, they go to the State. The medium-sized ones use the `covens' and have their own style, and the small ones are completely `crooked' and unpredictable.

D.B.: That's it!

So is it like that, more or less, or is there an uninterrupted scale of crookedness'?

No, it's just like that, and here probably the gradations are more clearly visible. Although there are all sorts of things. For instance a very large organization will work with OMON (Special Police Forces) and other state bodies. But at the same time it isn't impossible that this same large firm will have hired bandits in order to feel safer around its warehouses or somewhere. The expense of having the bandits is not so great relative to the turnover, but they'll have some sort of reliability. It will be clear that no one will break

into the warehouse or set it on fire - it will be a controlling group. But the center of gravity will obviously b in the official structures, that's clear.

Then there is the profusion of medium-sized firms who work with their `covers'. No ambiguity exists here. And a little firm will get by on its own until it's taken on by a group, then it'll go on with them. The strength here isn't much, but there is some protection nevertheless. Yes, the progression here is really quite clear.

- Does that mean that the most dangerous and uncertain operations are those around $10,000-20,000?

Yes! They are dangerous and uncertain because there is an element of burying your head in the sand and thinking that while you're making a small turnover you're not being watched. This really is the case too, but when your turnover goes above a certain limit suddenly it turns out that you've been wasting time and didn't get a `cover'. Then in order to get one, you have to pay 50% of your net profit and that really tears your heart out (although it's harder for me to talk about actual figures because it depends on the strength and level of services and so on). And apart from that, attempts to con your cover by concealing some part of the profits are brutally punished, although it's going on all the time.

- It's usually unclear in Russia what a firm's cost are, though, whenever everything necessary is ascribed to it, the profit is always kept as it should be. That's why, in part, the role of the shareholder as he is in the West, investing money and receiving dividends, is quite without meaning in this country. But you say that in the situation with the 'cover', the relationship is clear and you won't get away with anything.

It does happen that the `cover' works with a fixed salary. For instance, they just say "You have to give five million a month." A while later they may come back to discuss this topic and say that by their calculations this is not enough. And when it's a question of percentage, the main thing the `cover' will want to know is whether a firm is including expense information in the prime cost. The firm answers in this case: "We had expenses on such and such a thing..."

- You mean they analyze the prime cost?

And how! Absolutely. The `cover' says that's your right, we agree with that, that's a real expense, you can't get away from it. And a reasonable compromise is reached, if there isn't direct deceit.

- But all this requires a certain professionalism. Who are these `covers' - purely as people? What is their background, their education? Have they got degrees too?

Basically, `covers' are comprised of three types of people. The first are former sportsmen, that's about 50%. The second are former employees of or people connected with law enforcement, who have been left with nothing to do for some reason or another. The third are just random people who get involved - there might be people with degrees too, simply because that's how things turned out. It's an attractive street operation, because there are skilled staff in the `covers' too and the bigger the `cover' the stronger, the better developed the skilled work. Apart from that, some say that our new security firms combine the work of 'covers' and security guards - which isn't far from the truth in many cases, because if they don't work in this sphere, how are they going to be able to provide security? It's a whole association.

For this very reason I once came up with this idea, which my colleagues thought crazy, when we were just beginning to see the start of all this: we should combine all of these groups into an official security structure, right way. Everyone laughed at the time, but you only have to look to see what methods they're working with now!

In my opinion, it's simplistic to suppose that the 'cover' is just a couple of incorrigible rogues who are as thick as two short planks. It's nothing of the sort! Remember the example given by Borovoy who was struck by it. There were a few booths on a Moscow street which were approached and money was demanded of them. All the !ads from the place were big and strong, some of them had been in the army. They got together and put up a fight, which meant that that little region was unassailable. What happened next? One fine day they arrived and saw that a crane was razing their booths to the ground. What's going on? It turned out that the Moscow Administration had ordered that street to be cleared. Meaning, the 'covers' often have very strong links in the upper echelons. Of course the ties are not direct but indirect. It was done through someone, it doesn't mean that some 'cover' up and made an appointment with the Mayor. There's none of that. But this example doesn't surprise me in the least, because what does it mean? Just that there

the whole thing must start from somewhere. And a number of large `covers' (we know this from informal sources) are very decent financial consultants, that is, people who won't make any mistakes about what and how to do things. We said that accountants who have been around for a long time and are very experienced, and were around in the old days too, often become very strange consultants. Therefore, I think the staffing issue will be resolved in just that way. I'm firmly convinced that we will go the way of the West. It has already begun; I call this process "respectablization."

Afterward

This, in our view; is the general picture on the Russian market today, although it is far from complete and does not even touch on several factors. It is a rather complex picture, not straightforward, and one which demands an attentive and thoughtful attitude. In summing up, one main conclusion can be drawn. In the Russian market, despite all the problems, it is possible to work and earn not only lots of money but vast sums, even by world standards. Three conditions have to be borne in mind, however: this is not a market for the timid or cowardly, it is more risky than any other, and a person who comes here has to understand this very clearly. This market demands constant and thorough study and an understanding of its being as such and of the mentality of its participants - Russian businessmen. This hard daily work will be rewarded a hundredfold for those who do not stint in their labors to achieve it.

Last but not least, it has to be understood that, in this market, half your strength will be taken up by business and the other half by the resolution of the mass of large and small problems occasioned by the very backwardness, poverty and irregularity of the daily grind in Russia. Of course money saves one from a great deal here but not from everything. And this means that endless patience and optimism are the two qualities that greatly enhance the chances of success for any businessman who comes to the Russian market.
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