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Abbreviations

CCD ‑ Customs Cargo Declaration
FD – Federal District

FL ‑ Federal Law

GOST ‑ All-Union State Standard

GSP ‑ General System of Preferences

IEC – International Exhibition Center

MMW – Minimum Monthly Wage

MPL ‑ Maximum Permitted Levels

PE – Permanent Establishment

R&D ‑ Research & Development 

RF – the Russian Federation

RO – Representative Office

SanPiN ‑ Sanitary Regulations and Norms

USAIS ‑ Unified State Automated Information System

VAT – Value Added Tax

Sources of information

The Russian statistic committee (Rosstat)

The State Customs Committee of the Russian Federation

The Russian Tax Code

The Central Bank of the Russian Federation (CBR)

United Nations Commodity Trade Statistics

Industrial portals and business press

Introduction

This research was conducted by the order of the Embassy of Brazil in January-February 2010.

The main goals of this research are to get the detailed information on the size and structure of the target market, for acceptance by the Brazilian companies of strategic decisions; to describe current trends of development of the market of target products, including following basic themes: 

· Domestic production;

· Import-Export;

· Consumption;

· Main supplier countries;

· Major factors for import influence;

· Main importers;

· Market characteristics;

· Market access;

· Distribution structure;

· Customs in trade;

· Comments on the Brazilian production;

· Possibilities for cooperation with Brazilian companies;

· Industrial associations;

· Conclusions and recommendations.

Geographical Market

Russia

Target Products

Cosmetics

	· 3303001000
	Perfumes

	· 3303009000
	Toilet waters

	· 3304100000
	Lip make-up preparations

	· 3304200000
	Eye make-up preparations

	· 3304300000
	Manicure or pedicure preparations

	· 3304910000
	Powder

	· 3304990000
	Other cosmetics or make-up and skin care

	· 3305100000
	Shampoo

	· 3305200000
	Products for permanent wave and hair straightening

	· 3305300000
	Hair fixing sprays

	· 3305901000
	Other hair lotions

	· 3305909000
	Other hair care products

	· 3306100000
	Dentifrices

	· 3307100000
	Pre-shave, shaving or after-shave preparations

	· 3307200000
	Individual deodorants and antiperspirants

	· 3307300000
	Aromatic salts and other products for baths

	· 3307900000
	Other pre-shave, shaving or after-shave preparations, personal deodorants, etc


Period of analysis

2007-2009 

PART 1.  EXPORT AND DOMESTIC PRODUCTION ANALYSIS

1.1 Domestic production

According to preliminary data of the Federal State Statistics Service (Rosstat) in 2009 volume of domestic production of cosmetics in Russia was around 1,4 bln.USD, that exceeds 2,1% the volumes of the previous year (Table 1.1.1, Table 1.1.1, Figure 1.1.1). 

Table 1.1.1 Domestic production of Cosmetics in Russia in 2007-2009

	Index
	2007
	2008
	2009

	Production volume, mln.USD
	1289,0
	1370,6
	1399,0

	Growth rate, %
	 ‑
	6,3
	2,1


Source: Rosstat, Direct INFO estimations
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Figure 1.1.1 Domestic production of Cosmetics in Russia in 2007-2009, in money terms
The structure of Russian market of cosmetics in natural units can be seen in the table below.

Table 1.1.2 Production of Cosmetics in Russia in 2007-2009 in natural units
	
	2007
	2008
	2009 (preliminary)

	Perfumery, th.units
	91 811
	110 551
	103 831

	Perfumes, th.units
	6 107
	3 026
	2 289

	Colognes, th.units
	25 201
	33 973
	26 563

	Perfume sets, th.units
	7 110
	7 338
	7 422

	Cosmetics, th.units
	1 297 780
	1 242 006
	1 164 856

	Powder, mln.units
	4 354
	5 933
	5 498

	Creams, th.units
	330 334
	328 384
	332 974

	Decorative cosmetics, th.units
	91 940
	66 109
	61 796

	Including: lipstick, th.tubes
	31 370
	31 631
	31 256

	Hair care, th.units
	376 944
	403 411
	440 371

	Including: Shampoos, th.units
	180 016
	197 022
	211 322

	Hair sprays, th.units
	98 838
	77 749
	59 937

	Shaving creams, th.units
	6 779
	16 825
	11 692


Source: Rosstat, Direct INFO estimations

Short-term prospects

Russian producers of cosmetics work mostly within medium and low-priced segment, that’s why the share of Russian companies in the total market volume in natural terms exceeds the one in money terms (in 2009 46,2% and 31,2% accordingly).

Considering the current situation on the world market in general and on the Russian market in particular
, it is possible to predict further growth of the share of domestic production on the market (at least in natural units). Russian companies such as “Nevskaya kosmetika”, concern “Kalina” and others large producers are likely to expand their presence on the market, especially in the segment of “white” cosmetics (skin care products).

Many of the western companies are making production in the territory of Russia, building up new capacities or placing orders at the Russian enterprises – all this can also lead to some growth of the volumes of domestic production.

a. Regional distribution of manufacture

The Central and Ural Federal districts are the leaders in production volumes of Cosmetics – around 80% of total volume of Cosmetics in money terms are produced there. (Table 1.1.3, Table 1.1.4, Figure 1.1.2, Figure 1.1.3).
As to density of the producers, the Central FD has the leading position: according to Rosstat data more than 60% of the total number of producers of Cosmetics works in the central regions of Russia, including around 50% in Moscow and Moscow region.

Table 1.1.3 Distribution of Domestic production of Cosmetics in Russia in 2007-2009, mln.USD
	Federal district
	2007
	2008
	2009

	Central
	576,3
	697,2
	667,6

	Northwestern
	79,0
	94,6
	91,0

	Southern
	96,7
	106,5
	106,8

	Volga
	71,1
	51,5
	65,2

	Urals
	460,9
	414,7
	462,7

	Siberian
	4,9
	6,0
	5,7

	Grand Total
	1289,0
	1370,6
	1399,0


Source: Rosstat, Direct INFO estimations

Table 1.1.4 Distribution of Domestic production of Cosmetics in Russia in 2007-2009, %
	Federal district
	2007
	2008
	2009

	Central
	44,7
	50,9
	47,7

	Northwestern
	6,1
	6,9
	6,5

	Southern
	7,5
	7,8
	7,6

	Volga
	5,5
	3,8
	4,7

	Urals
	35,8
	30,3
	33,1

	Siberian
	0,4
	0,4
	0,4

	Grand Total
	100,0
	100,0
	100,0


Source: Rosstat, Direct INFO estimations
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Figure 1.1.2 Domestic production of Cosmetics by Federal districts in 2007-2009
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Figure 1.1.3 Distribution of domestic production of Cosmetics by Federal districts in 2007-2009
b. Industrial structure

Russian market of cosmetics is notable for high level of diversification, including the one in terms of production structure. It results with the facts that: 1) there is limited number of companies, which can be named direct competitors in the segment; 2) it is impossible to create a unified industrial structure of a cosmetic production company.

In general the industrial structure of average company working in the Russian cosmetics market includes: scientific center (research and development laboratory), production departments (number of such departments depends on range of products) and warehouse.

Summarizing the information on the industry sector, it is possible to make some conclusions on its current state.

1. In terms of variety of product line the producers that have industrial facilities on the territory of the Russian Federation can be divided on multi-industry and highly specialized companies. The first group includes large holdings, which produce several types of perfumery and cosmetic products ‑ Concern “Kalina”, “Nevskaya Kosmetika” and Avon Company belong to this group. Apart from basic products such companies can offer goods from related and associated industry sectors (household chemicals, accessories). The second group includes companies specialized on producing of single product type, such as “Red Line” Company (personal hygiene products), “Arnest” (hair care products), “Unikosmetik” (brand “Estel” ‑ hair dyeing products). Skin care products are the most popular group of local produced cosmetics; perfumery is the least popular one.

2. Cosmetics market is distinguished with wide geography of production, which is the result of historical development of industry sectors. The largest production factories are concentrated in Central, Northwestern and Ural Federal Districts. Besides some companies have their industrial capacities abroad (in France and Germany).

3. There is a distinctive tendency of the market – there is active foreign participation in Russian production. Number of companies, which previously only imported cosmetics, arranges production on the territory of the Russian Federation (Avon), while some Russian companies provide services of contract manufacturing for foreign companies (Mezoplast, Red Line, Avanta).

4. A large share of Russian products belongs to low and middle price segment. Even products labeled as “Lux” and “Professional” (with rare exception – e. g. Mirra Lux) can’t compete with imported high mass-market brands.

5. The majority of Russian producers have their own research laboratories whose technical and technological level is rather high. Number of companies work in close cooperation with research institutes of the RF and use progressive scientific achievements in the area of cosmetic production. All cosmetic products made in Russia meet GOST R standards, production of some companies meets ISO and other international certificate standards.

6. Russian producers have well-developed distribution networks, which cover not only the territory of Russia, but also the territory of CIS countries. At the same time Russian cosmetics is not very good presented in European and other countries.

7. Number of employees of companies depends on their size and can vary from 50 to 4000 persons; it is growing constantly especially in the area of direct selling.

8. High competition level makes Russian producers modernize production: expand product line, use new technologies and scientific achievements. Design of packaging and brand awareness are very important.

c. Taxation structure

The Russian tax system is relatively new, and many tax concepts and issues that are standard in most market economies with longer taxation histories are just beginning to emerge in Russia. For that reason many concepts familiar to Western business people and tax specialists have yet to find their way into Russian tax legislation and practice. As new concepts are embraced by Russian authorities, they are in many cases applied differently than in the West, or in other countries with developing tax systems.

The overhaul of a patchy tax system brought into existence by the rapid transition to the market economy in the early 1990s began in 1999 with the adoption of the first part of the Tax Code. Today, tax reform has largely been completed in terms of codification and elimination of multiple tiers of regulations.

The Russian Tax Code is the primary tax law for the Russian Federation. The Code was created, adopted and implemented in three stages. Part One, enacted July 31, 1998, also referred to as General Part, regulates relationships between taxpayers, tax agents, tax-collecting authorities and legislators: tax audit procedures, resolution of disputes and enforcement of law. Part Two, enacted on August 5, 2000, defines specific taxes, rates, payment schedules and detailed procedures for calculation of taxes. It was significantly amended in 2001-2003 with additions like the new corporate profit tax section and the new simplified tax system for small businesses. The Code is subject to regular changes, which are effected through federal laws.

The Russian tax system provides revenues on three budgetary tiers: federal, regional and local. Rates of federal taxes, by definition, are explicitly set by the Tax Code; rates of regional taxes are limited by the Code but set by regional laws. In other words all taxes are legislated at the federal level, although regional and local authorities have the power to set (or reduce) rates and establish procedures for regional or local taxes. Lower-tier authorities cannot grant concessions with respect to taxes governed by a higher authority (i.e., regional authorities cannot grant concessions on federal taxes).

Major taxes currently payable by businesses and individuals in Russia:

1. Federal Taxes

· Corporate profit tax;

· Value-added tax (VAT);

· Excise taxes;

· Personal income tax;

· Insurance contributions to extra-budgetary funds;

· Mineral resources extraction tax;

· Payments for the use of natural resources;

· Water tax.

2. Regional tax

· Corporate property tax;

· Transport tax;

· Tax on the gambling industry.

3. Local Taxes

· Land tax;

· Individual property tax;

· Advertising tax.

Apart from the taxes listed above, a company may be subject to certain obligatory pension and social insurance payments and pollution charges. The Customs Code governs customs duty separately.

A foreign legal entity (FLE) which conducts activity in Russia through a "separate division", a term which includes representative offices, branches, construction sites and other places of business, for a period exceeding 30 days in a calendar year, is required to register with the Russian tax authorities within 30 days from the day of commencing activity. This is regardless of whether or not the activity is taxable or not. If the FLE operates in more than one location, it must register separately in each location in which it is present. Each real estate project or construction site must also be separately registered.

Although the taxation of a separate division of a FLE is similar to that of a Russian legal entity, there are a number of differences that can make this an attractive form for doing business in Russia.

Corporate Tax and Special Incentives in Russia

Corporate Tax

Corporations and their shareholders are taxed separately. The profit tax rate for all taxpayers does not exceed 20%. This is split into 2 elements: Federal: 2% and Regional: 18%. Municipals do not have their own dividend from this tax. A region has the right to reduce the rate of regional profits tax down to 4.5%. Regional law determines the terms and conditions of such reduction.

The corporate income tax system distinguishes between resident legal entities, which pay tax on their worldwide income (credit relief is available for foreign tax paid up to the amount of the Russian tax liability that would have been due on the same amount under Russian rules), and foreign legal entities, which pay profits tax on income derived through a permanent establishment (at the rate of 20%) and are also subject to withholding tax on income from Russian sources not related to a permanent establishment (at rates varying from 10% to 20% depending on the type of income and the mechanism for its calculation).

In accordance with the general provisions of the Tax Code, income received by a foreign legal entity and not attributed to a permanent establishment (PE) in Russia is subject to withholding income tax in Russia (to be withheld at source). Withholding income tax rates are as follows:

· 15% on dividends and income from participation in Russian enterprises with foreign investments;

· 10% on freight income;

· 20% on some other income from Russian sources, including royalty and interest;

· 20% of revenue or 24% of margin in relation to capital gain (from the sale of immovable property located in Russia or shares in Russian subsidiaries where the immovable property located in Russia represents more than 50% of assets). Taxation of the margin (rather than the gross amount of income received from the above sales) can be applied only if proper documentary support of expenses is available.

Tax should be withheld by the tax agent and paid to the budget within three days of the date when the income was paid out.

Income tax withholding rates may be reduced under a relevant double taxation treaty, whose provisions may be applied based on confirmation of tax residence, to be provided by a foreign company to the Russian tax agent prior to the date of payment (no advance permission from the Russian tax authorities is required).

The tax period is a calendar year. The reporting period may vary, depending on the system used by a taxpayer.

Territoriality

A company incorporated in accordance with the laws of the Russian Federation is considered a Russian tax resident. Based on the Russian tax strategy for the years 2008-2010 published by the Ministry of Finance, in the future, resident status will depend on “place of management” and also “residence of shareholders”. If the company qualifies as a Russian tax resident according to these criteria, the difference between tax paid abroad and standard Russian corporate income tax will have to be paid to the Russian budget. 

Representative offices / branches of foreign legal entities

Technically, representative offices of foreign companies are only allowed to conduct representation activities, while branches are allowed to conduct trade or business. Whether a foreign company creates a permanent establishment in Russia depends on the scope and nature of its activities, not its legal form.

Permanent establishments

Foreign legal entities pay tax on profits attributable to a permanent establishment (PE). A PE is broadly defined as “a branch, division, office, bureau, agency, or any other place through which a foreign legal entity regularly carries out its business activities in Russia”. Russia’s various double taxation treaties may define a PE differently, which could result in tax relief in some cases. Conducting business through an agent may also create a taxable PE in Russia.

Profits of a PE are computed on substantially the same basis as Russian legal entities, including the composition of tax-deductible expenses. The Tax Code does not specifically provide for deductibility of expenses incurred abroad by a head office with respect to its PE in Russia, although most double tax treaties provide for such a possibility. If a foreign legal entity conducts free-of-charge preparatory and/or auxiliary services for third parties, a PE is considered to have been formed, and the tax base is calculated as 20% of its expenses relating to such activities.

Foreign legal entities operating in Russia through a PE are to follow the filing and payment schedules established for Russian legal entities, although they do not make monthly advance payments and pay profits tax on a quarterly and annual basis only.

Expenses subject to limitation

The following types of expense may be deducted for profit tax purposes within certain limits:

1. Advertising. Expenses on advertising in the mass media, including press, radio and television advertising, outdoor advertising, printing of brochures and catalogues, and participation in exhibitions, are not subject to any limitation. Other categories of advertising expenditure may be deducted for profit tax purposes up to an amount equivalent to 1% of a taxpayer's sales revenue (net of VAT).

2. Business trips. No limitation is placed on accommodation and transportation expenses, provided these are properly documented. However, the deduction for per diem allowances is currently limited to RUB 100 per day for business trips within Russia. There are also country-specific per diem rates for trips overseas.

3. Insurance. Obligatory property insurance premiums are deductible within certain limits. Voluntary insurance premiums are only deductible if specifically provided in the tax legislation.

4. R&D. Costs for certain types of research & development are fully deductible over one year, starting from the month when the R&D activity was completed, irrespective of the result. When the R&D activity is performed in a Special Economic Zone, the expenditure is immediately deductible.

5. Interest. Interest charged at a rate, which is more than 20% above the average rate charged on comparable loans made in the same quarter is non-deductible. 

6. Thin Capitalization. The thin capitalization rules restrict the deducibility of interest charged on “foreign controlled debt”. The rules apply to loans and other advances:

· To a Russian company from a foreign entity which owns, directly or indirectly, more than 20% of the Russian company's share capital;

· From a Russian company, which is an affiliate of a foreign entity, to another Russian company, where the foreign entity owns, directly or indirectly, more than 20% of the recipient's share capital;

· That are guaranteed or otherwise secured by a foreign entity that owns, directly or indirectly, more than 20% of the Russian company that received the loan, or loans guaranteed or secured by a Russian affiliate of the foreign entity.

The deductibility of interest is restricted to the extent that the controlled debt exceeds net assets by more than 3 times, or 12.5 times in the case of banks and leasing companies. Interest on excess debt is non-deductible and treated as a dividend subject to withholding tax. In the event that the taxpayer has negative net assets, the whole amount of interest accrued on the controlled debt will be non-deductible and treated as a dividend.

7. Reserves A taxpayer may create certain types of reserves, including reserves for warranty repairs, repairs of fixed assets and for doubtful debts, subject to certain rules. In principle, a taxpayer may transfer the following tax-deductible amounts to a doubtful debt reserve: 50% of the invoice value for debts outstanding for between 45 and 90 days, and 100% of the invoice value when that period is exceeded. The total reserve for doubtful debts as of the end of reporting (tax) period may not exceed 10% of revenue for the respective period Special rules apply to banks and licensed dealers in securities.

8. Taxation of Dividends

Dividends received by Russian legal entities

From January 2008 dividends received by Russian legal entities from Russian or foreign legal entities are taxed in Russia at a 9% flat rate.

Dividends from companies residing in offshore zones with preferential tax regimes will not be eligible for the tax exemption. The list of the offshore zones is established by the Ministry of Finance: Saint-Petersburg, Tomsk, Krasnodarskiy kray, Sakhalin region, Altay republic, Altajskiy kray, Buryatiya republic, Dubna and Zelenograd (Moscow region), Lipetsk, Kaliningrad region, Stavropolskiy kray, Irkutsk region, Magadan region (Figure 1.1.4). 
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Figure 1.1.4 Map of Russian Special Economic Zones

Tax on dividends from abroad withheld in the source country may be credited against Russian tax if there is a special provision in the relevant double tax treaty.

The tax should be paid to the budget account with the territory office of the State Treasury within 10 days of the date when dividends were paid off.

Dividends paid by Russian legal entities

The standard 15% tax rate is applicable to dividends paid by Russian legal entities to foreign legal entities. The tax should be withheld by the Russian legal entity paying dividends. The tax may be reduced based on a relevant double tax treaty (typically to 10% or 5%).

Simplified Tax

A company can use a simplified tax system only if certain criteria are met, including but not limited to:

· The company's annual turnover does not exceed 15,000,000 rubles for the year;

· Net book value of fixed assets and intangible assets does not exceed 100,000,000 rubles;

· Number of employees is below 100 persons, etc.

Note that this tax regime is not available to companies where more than 25% of its capital is owned by other organizations.

This tax has to be paid once a year - on 31 march of the year that is the next of the tax period.

Imputed Income Tax

Regional authorities have the right to impose an "Imputed Income Tax" on individual entrepreneurs and companies, for specific types of activities (e.g., public catering, retail trade). A taxpayer paying this tax is exempt from many other taxes (e.g., Profits Tax, Property Tax, and UST) in respect of the operations subject to Imputed Income Tax.

Imputed Income Tax does not exempt employers or individual entrepreneurs from mandatory pension insurance contributions. This tax is established based on the "imputed" revenue per month and is adjusted by special coefficients based on the type of land used, range of goods, seasonal factors, size of income, etc. The tax rate is 15%.

Incentives

The number of incentives available to taxpayers was scaled back dramatically as part of the codification process.

At present, taxpayers may enjoy incentives granted either by regional or local authorities with respect to taxes paid to their budgets, or by the legislation on special economic zones. Regional incentives are granted to classes of taxpayers (typically large investors or entities operating in specific industries).

During 2006, under the Federal Law “On Special Economic Zones”, the following special economic zones (SEZ) were introduced:

· Technical research and implementation zones for scientific projects;

· Industrial production zones to develop industrial production;

· Tourism-recreation zones for the development and effective use of Russian tourist resources.

Industrial production zone residents must make capital investments of at least EUR 10 million (including at least EUR 1 million in the first year). There are no similar requirements for residents of technical research and implementation zones or tourism-recreation zones.

SEZ residents are entitled to a number of tax benefits, such as reduced profits tax (from 20% to 12%), exemption from property tax for five years from the moment the property is recorded on the balance sheet; and exemption from land tax for five years from the acquisition of a title to a plot. SEZs, except for tourism-recreation zones, will be treated as Free Customs Areas, i.e., foreign goods delivered to and used in the SEZ will be free of customs duty and VAT.

Holding companies

From January 2008, the Tax Code establishes a favorable tax regime for holding companies located in Russia. The tax rate for dividends received by Russian holding companies from foreign subsidiaries will be reduced from 15% to 9%. A zero rate is applicable to dividends received by Russian holdings from their abroad daughter companies. The tax on dividends paid to foreign holding companies is paid at the rate of 15% (tax must be withheld by Russian subsidiaries on each payment and may be reduced in accordance with a relevant double tax treaty).

Excise Tax

According to the Federal law from 28.07.2004 N 86-FZ from January, 1 2006 perfume-cosmetic products that have undergone state registration in authorized federal executive authorities, bottled into volumes of maximal 100 ml capacity with ethyl alcohol volume share up to 80 per cent inclusively are not considered as liable to excise duty.

Property tax

Corporate property tax is a regional tax, thus regional regulations as well as the Tax Code govern its application. Corporate property tax is payable by:

· Enterprises, organizations with a status of legal entity;

· Foreign legal entities, having taxable property in Russia;

· Separate sub-divisions of Russian legal entities having separate balance sheets. Separate subdivisions are required to remit property tax to the regional budget relating to each separate subdivision.

Tax base

Property tax is levied on both movable and immovable property. Property subject to tax comprises Fixed Assets and "Profitable Investments in Property" as classified under Russian Accounting Standards, and property provided for temporary use, in trust, or contributed under a simple partnership (joint activity) agreement. Land, water and other natural resources are not subject to property tax.

The tax base is the average annual residual value of taxable property (i.e. cost less depreciation), calculated in accordance with Russian accounting principles. The average annual value is calculated by taking the sum of the residual values of the related property on the first day of each month of the tax period and the last day of the tax period divided by the number of months in the tax period plus one.

Tax rates

Tax rate of property tax may differ for regions of Russia, but not exceed 2.2%. The maximum rate is currently imposed in the majority of Russia's regions, including Moscow and St. Petersburg. However, some regional authorities, often conditional on an investment in the region, offer a reduction or exemption.

Tax Payments

The tax period is a calendar year. Nevertheless, advance tax payments must be calculated and paid based on the results of each calendar quarter. Advance payments are computed by multiplying the average net book value of taxable property for the reporting period by one quarter of the applicable tax rate. The total amount of tax due for a tax period is determined by multiplying the tax base for the tax period by the tax rate for the entire period less the advance payments remitted for each quarter to date.

Taxpayers must file quarterly tax returns within 30 days after the reporting period. Annual tax returns should be filed no later than 30 March following the reporting period. Regional authorities have the power to amend the tax payment deadlines. Some authorities exempt certain categories of taxpayer from quarterly advance payments.

Property Located in Other Regions

Where an entity owns taxable immovable property located in a region other than that where it is registered, for example in a subdivision with a separate balance sheet, it is required to pay tax to the budget at each property location. The law in that particular region governs the tax rates and the filing and payment procedures.

VAT

VAT applies to companies, (including representative offices and branches of foreign companies), entrepreneurs and any person importing goods into Russia. The administrative authority is the Federal Tax Service.

Companies and entrepreneurs may apply for exemption from VAT if their aggregate revenues for three consecutive months, excluding VAT, are below 2 mln.rubles. In addition, businesses that apply certain special tax regimes, such as the simplified tax system (available only to relatively small businesses), are outside the scope of VAT unless they import goods into Russia.

VAT is charged on the majority of sales of goods, works and services supplied in Russia. VAT is also imposed on most imports into Russia. 

The transfer of property rights and certain self-supplies, such as the transfer of goods and services produced by a taxpayer for internal consumption, are also subject to VAT.

Place of Supply Rules

These rules are used to determine whether goods, works or services are supplied in Russia and are thus subject to Russian VAT.

Goods are considered to be sold in Russia if they are located in Russia and are not being transported outside the country, or are located in Russia when they are dispatched.

The place of business is defined as the place where the company is registered. If the company does not have state registration, the place of business is the location of the company's management and executive body, the place indicated in the company's incorporation documents as its place of business, or where the company's permanent establishment is located (if the services are connected with the activity of that establishment).

VAT Rates

There are three different rates of VAT depending on the nature of the supply:

· The 0% rate applies to sales of goods exported outside Russia; to the supply of goods placed under a free customs zone regime and certain supplies related to space exploration;

· The 10% rate applies to certain foods, children's goods, medical and pharmaceutical products, and certain books and periodicals;

· The 18% rate applies to all other taxable sales of goods, works and services.

All Cosmetic products are imposed by 18% VAT rate.

Taxable Base

VAT liability arises at the earlier of the following two dates:

· The date of shipment or transfer of goods, works, services and property rights; or

· The date of payment or partial payment for a future shipment of goods, performance of works, provision of services or transfer of property rights.

On the date of the shipment of goods, performance of works, rendering of services or transfer of property rights, VAT should be applied to the full transaction cost (excluding VAT).

Manufacturers and trading companies calculate their taxable base as the sales price of goods sold, including excise tax if applicable. For agents and entities selling on a commission basis, the taxable base is defined as the commission or fee income. For import purposes, the taxable base is determined as the customs value plus import duties and excise tax, where applicable.

Reverse Charge

If foreign companies, which do not have a Russian tax registration supply goods, works or services in Russia, and these supplies are deemed to be made in Russia according to the place of supply rules, the remittance of VAT is made through a withholding mechanism. The tax-registered buyer of these goods, works and services is required to withhold VAT from the amount payable to the foreign supplier and remit that tax to the budget.

The rate of withholding is 18/118 of the gross invoice, equal to 18% of the net payment. Having withheld and paid the VAT to the authorities, a Russian buyer can then offset this VAT against its output VAT under the general rules for offsetting input VAT. In practice, this mechanism operates in a similar way to the European "reverse charge".

Commissioners and agents with a Russian tax registration that supply goods in Russia on behalf of their unregistered foreign principals should account for Russian VAT as tax agents. Russian VAT should be added by commissioners to the net value of the goods at the appropriate VAT rate and remitted to the Russian budget. Commissioners do not have rights to claim the offset of VAT paid on behalf of foreign principals.

Branches

Due to the fact that branches of Russian companies are not considered to be independent taxpayers for VAT purposes, supplies between branches are not taxable transactions, provided that the expenses incurred in making the supplies are deductible for profits tax purposes.

Foreign legal entities with several offices or branches in Russia are entitled to nominate a "reporting" office or a branch to be responsible for all VAT reporting and payment obligations.

Payments and Filings

Starting from 1 January 2008, the VAT reporting period is a calendar quarter. A VAT return should be submitted and the corresponding taxes paid by the 20th day of the month following the reporting quarter.

VAT withheld from payments to foreign legal entities for works or services rendered in Russia should be remitted to the budget at the same time as making these payments.

VAT incentives

Goods declared for temporary importation may be granted full or partial relief from import VAT. When the temporarily imported goods are re-exported or released for free circulation, import VAT paid under the partial relief regime is potentially deductible as input VAT under the general rules.

VAT liability

The liability to pay VAT arises when the VAT return is filed.

VAT on sales should be paid on an accrual basis as of 1 January 2006. The time of supply for the supplier is the earliest of: the date of shipment (or, where the goods are not shipped, the date of the transfer of ownership) of the goods, the date of performance of the works or services, or the date of payment. For ongoing or continuous supplies of services, there are no specific rules determining the time of supply. In practice, the tax authorities look to associate documentation, such as acts of acceptance between the parties, to determine the time of supply for services.

For late payment, interest of 1/300 of the Central Bank of Russia refinancing rate is charged for each day of delay on the outstanding VAT amount.

For non-payment of VAT, a fine of 20% of the outstanding VAT is charged. The fine can be increased to 40% if the tax authorities consider that underpayment/non-payment of VAT was deliberate.

The Russian tax authorities are entitled to check a taxpayer’s activities for three years prior to the year in which a tax audit is initiated.

d. Level of product standardization, packing, labels, “design”

The Committee of standardization, methodology and certification (National standard of Russia, Gosstandart) is the organization engaged in the area of product standardization in the Russian Federation.

In general there are 5 levels of standardization in Russia: 

· Interstate standards (GOST);

· State standards of the Russian Federation (GOST R);

· Industry standards (OST);

· Standards of enterprises (STP);

· Technical specifications (TU).

The major part of cosmetics is produced in Russia in accordance with Technical specifications (TU). These are the documents worked out by the company-producer itself. Though such documents do not contradict with Russian legislation Russian customer is usually more loyal to the goods produced as directed by the State standards (GOSTs).

The standards for perfumery and cosmetics of type “General specifications” (OTU) cover the most products manufactured at present and they are as follows:

· GOST R 53427-2009 Aerosol packaged cosmetics. General specifications

· GOST R 53426-2009 Shave cosmetics. General specifications

· GOST R 51579-2000 Liquid cosmetics. General specifications

· GOST R 52952-2008 Cosmetic gels. General specifications

· GOST R 52701-2006 Cosmetics for nails care and make-up. General specifications

· GOST R 52345-2005 Cosmetic hygienic washing stuffs. General specifications

· GOST R 52344-2005 Powdered and compact cosmetic stuffs. General specifications

· GOST R 52341-2005 Decorative cosmetic stuffs on emulsive basis. General specifications

· GOST R 52342-2005 Decorative cosmetic stuffs on fatty and waxy basis. General specifications

· GOST R 52343-2005 Cosmetic creams. General specifications

· GOST R 52344-2005 Powdered and compact cosmetic stuffs. General specifications

· GOST R 52345-2005 Cosmetics hygienic washing stuffs. General specifications

Till the beginning of 2010 perfumery and cosmetics required the obligatory certification conducted by Rostest. Starting 15th February 2010 this requirements were cancelled. Thus obligatory compliance certificate has been substituted by voluntary declaration.

Now producers will be able to offer their products to final customers on the basis of filled out written declaration with the use of own proofs of quality and safety of products. Such a decision declaims public authorities from liability for quality of product and shifts it on a salesman.

At present almost all kinds of packages of various materials are used for cosmetics. They are of:

· metal (tubes);

· glass (phials, cans);

· polymeric materials (packs, vials, tubes, cans);

· fiber and paper etc

The main requirements for packaging are:

· there must be no reaction between product and package;

· there must be no migration of packing components into the product;

· the package must be impermeability at storage, transportation and usage;

· ecological compatibility;

· economy.

The main requirements for packaging, transportation and storage are set depending on the product type, its consistency and other characteristics listed in normative documents. The main state standards of this group of documents are as follows:

· GOST 28303-89 “Perfumery and cosmetics. Packing, marking, transportation and storage”

· GOST 9069-73 “Essential oils, aromatics and their intermediates, cosmetic raw material. Packing, marking, transportation and storage”

· GOST 27429-87 “Liquid perfumery and cosmetics. Packing, marking, transportation and storage”

There are requirements for labeling of the target product group according to which the label must include:

· Product name and product designation;

· Manufacturer's name and location
 and the address of the organization duly authorized by the manufacturer to accept claims from consumers in the territory of the Russian Federation (if any);

· Manufacturer's trademark (if any);

· Net weight, volume and quantity;

· Product compound;

· Storage conditions;

· Use by date and date of production;

· Reference to the regulatory document or technical specifications the product complies with and can be identified by (for local products);

· Certification information;

· Information on effective use and warnings.

There are no obligatory label and package design requirements, but a producer should take into consideration that in condition of tough competition on the market complying with state requirements can give certain advantage to the product.

According to Russian legislation the activity on production and turnover (storage, distribution and purchasing) of alcohol-containing products is subject to licensing. Cosmetic products excluded from this list were set by the Enclosure of Russian government requirement from June 25 2007 #401 (Table 1.1.5).

Table 1.1.5 Perfumery and cosmetics that is not subject to obligatory licensing

	Perfumes and cosmetics name
	Maximum amount of consumer packaging  (packing), ml

	Essential oils (containing or not containing terpenes)
	25 

	Perfumes and Toilet Waters
	150 

	Beauty or make-up skin and care preparations, including sunscreen or suntan preparations; manicure or pedicure preparations
	250 

	Hair care preparations
	500 

	Preparations for oral or dental hygiene
	300 

	Pre-shave, shaving or after-shave preparations, personal deodorants, bath preparations, depilatories and other perfumery, cosmetic or toilet preparations, not elsewhere specified or included; prepared room deodorizers, whether or not perfumed
	250 


e. Distribution of domestic production

Distribution of Russian perfume and cosmetic products is carried out through official dealers and distributors, which have their own truck fleet. In exceptional cases producers deliver their products to warehouses of dealers (distributors) using own resources (e.g. Concern “Kalina”).

As a rule companies that work by the schemes of direct sales or sales through catalogues send goods from factory of origin directly to final customer.

Cosmetic products are distributed by all kinds of transport in covered carrier vehicles and general-purpose containers according to the rules of carriage. Automobile and railroad freight are the most popular now.

Carrying of perfumery and cosmetics require to abidance by number of terms:

1. temperature regime: general conditions of storage of majority of cosmetic products require temperature 0…25°С. Goods must not be subject to direct light and must not be placed near heating appliance. Some kinds of products require special conditions of storage or maintenance of well-defined air humidity;

2. during storage and transportation packing-boxes with cosmetic products are stowed in piles not higher than 2 meters, cartons and boxes ‑ not higher than 1,5 meters on dunnage racks and not higher than 2 meters on pallets.

3. every kind of transported products must have certificates.

The main requirements for packaging, transportation and storage are set depending on the product type, its consistency and other characteristics listed in normative documents. The main state standards of this group of documents are as follows:

· GOST 28303-89 “Perfumery and cosmetics. Packing, marking, transportation and storage”

· GOST 9069-73 “Essential oils, aromatics and their intermediates, cosmetic raw material. Packing, marking, transportation and storage”

· GOST 27429-87 “Liquid perfumery and cosmetics. Packing, marking, transportation and storage”

1.2 Product export

Around 23% of total volume of locally produced perfumery and cosmetics is exported.

In 2009 the volume of exported cosmetics was around 58,5 th.tons, that was relative to 279,7 mln.USD (Table 1.2.1, Figure 1.2.1, Figure 1.2.2, Figure 1.2.3). Comparing to the previous year the volume of export in physical terms increased at 8,3% but in money terms decreased at 3,2% ‑ such differences were caused by the change in the structure of exported cosmetics, in which the share of the products with lower prices grew up.

Table 1.2.1 Export volume of Cosmetics, growth rates and average prices in 2007-2009

	Index
	2007
	2008
	2009

	Export volume, th.tons
	53,5
	54,0
	58,5

	Growth index, %
	‑ 
	0,9%
	8,3%

	Export volume, mln.USD
	274,5
	289,0
	279,7

	Growth index, %
	‑ 
	5,3%
	-3,2%

	Average price, USD per kg
	5,1
	5,3
	4,8


Source: Rosstat, Customs statistics
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Figure 1.2.1 Export volume of cosmetics in Russia in 2007-2009, in physical terms
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Figure 1.2.2 Export volume of cosmetics in Russia in 2007-2009, in money terms
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Figure 1.2.3 Average price in 2007-2009, USD per kg
PART 2.  IMPORT ANALYSIS

2.1 Product import

Total import

The crisis developments affected the import volume of cosmetics in 2009: in physical terms the volume declined at 13% and reached 234 th.tons; in money terms the import volume showed 15% fall and decreased to 2,3 bln.USD (Table 2.1.1, Figure 2.1.1, Figure 2.1.2).

The average price of imported cosmetics in 2009 was also lower comparing to 2008: 10,0 USD per kilo (Table 2.1.1, Figure 2.1.3).

Table 2.1.1 Import volume of Cosmetics, growth rates and average prices in 2007-2009

	Index
	2007
	2008
	2009

	Import volume, th.tons
	263,6
	267,5
	234,0

	Growth index, %
	‑ 
	1%
	-13%

	Import volume, mln.USD
	2297,8
	2738,1
	2335,8

	Growth index, %
	‑ 
	19%
	-15%

	Average price, USD per kg
	8,7
	10,2
	10,0


Source: Customs statistics
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Figure 2.1.1 Import volume of cosmetics in Russia in 2007-2009, in physical terms
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Figure 2.1.2 Import volume of cosmetics in Russia in 2007-2009, in money terms
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Figure 2.1.3 Average price in 2007-2009, USD per kg
Short-term prospects

The Russian Federal Customs Service announced significant growth in import volumes of cosmetics in January-February 2010; the growth rate in comparison with the same period of the previous year was around 20%. Thus the import volumes of perfumery and cosmetics are expected to show positive development.

But several changes are expected in the near future in the structure of imported cosmetics. First of all the share of production of mass market and medium segments is likely to increase. The consumption of products of high priced segments, especially of luxury one, is expected to decline. In general the demand for cosmetics will either grow or remain at the same level, but it will shift from premium segments to medium and mass-market segments.

Import from Brazil

At present the import volume of cosmetic products from Brazil is rather small – in 2009 the country has less than 0,01% of the total import volume in physical terms. Though in 2007 Brazil imported 3% of the total import volume in physical terms owing to supplies of the company Colgate-Palmolive from Brazil into Russia.

In 2009 Brazil imported into Russia the target production of total value 0,6 th.USD – this figure increased 90,1% in comparison with 2008.

The average price grew significantly during the analyzed years and from 2007 to 2009 it increased 4,6 times. This was caused by structural change of the import: in 2007 around 98% of the volume in money terms fell on toothpastes produced by Colgate-Palmolive company; in 2008 and 2009 this production was replaced by more expensive goods ‑ Hair care, Skin care and Make-up products, etc.

Table 2.1.2 Import volume of cosmetics from Brazil, growth rates and average prices in 2007-2009

	Index
	2007
	2008
	2009

	Import volume, tons
	7955,7
	27,8
	15,8

	Growth index, %
	- 
	-
	-43,1

	Import volume, th.USD
	16,3
	0,3
	0,6

	Growth index, %
	- 
	-
	90,1

	Average price, USD per kg
	2,1
	11,9
	39,7


Source: Customs statistics
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Figure 2.1.4 Import volume of cosmetics from Brazil in 2007-2009, in physical terms
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Figure 2.1.5 Import volume of cosmetics from Brazil in 2007-2009, in money terms
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Figure 2.1.6 Average price of cosmetics from Brazil in 2007-2009, USD per kg
2.2 Primary factors influencing import

a. Tendencies in markets of supplier countries

France
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France takes up the first place by import volume among the importers of perfumery and cosmetics to Russia. In 2007-2009 its share in total import volume in money terms was around 30%.

France holds its leading position in the global cosmetics industry with nearly 25% market share worldwide, followed by Germany, the USA and the UK.

French beauty industry, which at present remains the world leader by production and export volumes of cosmetics, did not avoid consequences of the crisis though in general it did not last long for French cosmetic industry: the volumes of export declined sharply at the beginning of the 4th quarter of 2008 but since the 2nd quarter of 2009 the recovery has began.

According to the French customs there are several distinctive characteristics of the market: sales volumes of perfumes and cosmetics were less affected than the ones of other manufactured products; French export is still under control of large companies and the number of operators on the market is increasing. 

In 2008 French export of cosmetics amounted to 9,6 billion Euros. The volumes have been increasing steadily since 1998 ‑ annual growth rate was 6% compared to 4% for the whole volume of French export.

According to the Customs service of the country fast growing volumes of sales of cosmetic production can be explained partly by favorable positioning in fast growing emerging markets, while the EU countries played less important role in French export of the products. The share of emerging countries in total sales of cosmetics increased from 14,9% in 1998 to 24,6% in 2008.

At present the total number of French exporters is decreasing, while the number of companies entering international markets continues to grow. French export is totally under control of large companies. In perfumery segment TOP10 of exporters provides almost 60% of total sales volumes; in the segment of beauty products – around 50%.
There is a tendency within the market that shows that the changes in sales volumes of cosmetics of price segments are quite different: low priced segment (so-called “mass-market”) is the most diversified and is characterized with a very intensive growth (“L'Oreal”, “Garnier”, “Maybelline” etc); at the same time sales volumes of beauty salon cosmetics and luxury products (such brands as “Lancome”, “Yves Saint Laurent”, “Helena Rubinstein” etc) are decreasing.
Production of L’Oreal is the most popular mass-market French cosmetics in the world. L'Oreal Group owns such world-known brands as “L’Oreal Paris”, “Garnier”, and “Maybelline”.

In general perfumery and cosmetics of luxury segment are produced by famous companies, which have own research laboratories or co-operate with research institutes. Their products are rather expensive because customers pay not only for its quality but for brand and packaging as well. The production of such French companies as Christian Dior and Yves Saint Laurent belongs to this premium class.

Germany
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Germany occupies the second place by import volumes of cosmetics into Russia (in money terms), having the share in total import volume around 15% that is twice lower than the share of the leader. 

In 2009 Germany provided Russia with cosmetics of total value 342,5 mln.USD the fall rate in comparison with 2008 was 18%.

The annual economic press conference of the industrial association Körperpflege und Waschmittel e. V. (IKW) was held on the 1st December 2009 in Frankfurt. During the conference figures and data concerning the development of German cosmetics market in 2009 were presented.

According to Dr. Rüdiger Mittendorff, Chairman of the IKW and Vice-Chair of the management of Sebapharma GmbH&Co.KG in 2009 sales volumes of body care products increased by 1,7 % to 12,83 bln.Euros ; washing products, care products and detergents again clearly display positive figures, with a plus of 3,7 %. Per-capita expenditure on body care rose from 153,77 Euros in 2008 to 156,67 Euros in 2009.

Hair care products sector remains the largest individual market with 3,05 bln.Euros. Growth, however, is only observed with shampoos, conditioners and balsams. All remaining part markets are in minus figures. Markets that have been declining for longer, such as foams, hair gels, consolidators/hair dryer lotions and home perms are accounted for by consumers’ changed care habits.
The second largest part market of “skin care products” showed a little better development. The market has increased by 1,6 % to 2,97 bln.Euros. Just like one year ago, a major part of this was made up of face care products, skin and hand creams were slightly in decline, reports the IKW.
The third largest part market, which is developing very well, is the decorative cosmetics market. It grew by 7,8 % to 1,44 bln.Euros. Lipstick – always regarded as an economic barometer and winner in crisis situations – was replaced by mascara, which shows a two-figure growth.
Growth in male cosmetics in previous years has not continued either. The market is reported as lightly positive, standing at 885 mln.Euros. Merely market of care creams is still developing with a plus of 10%. For the future however, Uwe Finnern, Vice chair of the IKW, Manager of the business division Germany/Switzerland, Beiersdorf AG, still sees clear growth potential, since only 5-10% of men regularly use such products.
Shower and bathing products remain popular. The market is growing by 1,1 % to 849 mln.Euros. With a growth of 1,2 % deodorants are weaker than in the previous year, achieving 689 million Euros.

According to Andreas Lange, a member of the IKW management and of the directorate of washing protects and detergents in West Europe, Henkel AG & Co. KGaA stated that from their viewpoint the association and its member firms should focus on three aspects: People, Planet, Profit and their responsibility for sustainability. The topic of “Corporate Social Responsibility“ is becoming more important for society as a whole, and everyone is set to benefit from it.

Anti-aging sector of German market of cosmetics is becoming a key focus point.

Outlook for the year 2010 – thoroughly optimistic

Owing to growth in the real gross domestic product from 0,3 % to 0,7 %, the IKW expects the German economy to come out of the crisis in the second or third quarter significantly better than expected.  Positive contributions are seen as coming both from foreign trade and private consume, which is being fuelled by a relatively stable situation on the employment market. The slight rise in consumer prices – in 2009 around 0,3 – effectively propped up demand.

Poland
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At present Poland is on the third place by import volumes (in money terms) of cosmetics into the Russian market: in 2009 its share amounted to 10,6% and it exceeded the index in 2008 by 2,2%. Total value of the production delivered into Russia in 2009 increased 7,2% and reached 247,2 mln.USD.

Polish cosmetics market performed well during crisis: the year 2009 brought growth on the Polish cosmetics market despite the economic downturn, according to a report in Rzeczpospolita. Specialists estimate the value of retail market of cosmetics and drugstore items in Poland at 21bln.PLN in 2009 which represented an increase of 4,8% year on year. They expect that the market will develop further and in 2010 will be worth 22,1bln. PLN. This market is defined as total sales of drugstore and cosmetics shops, and sales of cosmetics, toiletries, personal hygiene products, accessories and household chemicals via all distribution channels. Cosmetics seem to be resistant to the crisis as these are goods on which Polish female consumers do not like to cut spending. Thus even in difficult times they will want to be able to purchase cosmetics, especially those from the middle price shelf, which represent the main group of products sold by the majority of drugstore chains. On the other hand, sales of toilet items, personal hygiene products and household chemicals are more likely to suffer as consumers may tend to switch to cheaper substitutes or sacrifice those they deem to be less essential.

In Poland share of large western companies - Procter & Gamble, Beiersdorf, Unilevel, L’Oreal, Colgate-Palmolive, Gillette, Coty, Henkel, Oriflame – is 62% of perfumery and cosmetics market. But Polish producers have strong positions in the segment of skin caring, where they control 60% of the market. Expansion of Polish on national market increased in recent years (before they exported all their production in Russia). They started to influence other market segments – cosmetics for children, hair-care products and sun-protective cosmetics.

By way of example, Ziaja, one of the largest Polish cosmetics producers, reported sales revenues of 33,8mln.Euro in 2009 (growth rate 21%). The company offers budget goods, and its growth was, therefore, significant, as the economic recession boosted the sales of inexpensive products. 

The turnover of Laboratorium Kosmetyczne Dr Irena Eris also increased by around 4% to 40,1mln.Euro in 2009.
Dorota Soszynska, the co-owner of Oceanic, a producer of cosmetics and cosmeceuticals, emphasizes that both these markets have appeared to be very stable during the recession. The company succeeded in introducing a new exclusive line, AA Exotic SPA, in the autumn of 2009, and its revenues increased by 15% to 42,1mln.Euro in 2009. 
Foreign companies such as Nivea Polska and L’Oreal also reported improvements in sales, although they will not disclose their results before the official publication of their global financial reports.

USA
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In the structure of Russian import the USA takes up the forth place by volumes in money terms (7% of the total import volume) with import volume amounted at 164,2 mln.USD; it decreased 33,4% comparing to the previous year.

Sales of cosmetics and toiletries were flat in 2008. This situation was a sharp contrast to years of value sales growth. Cosmetics and toiletries sales growth slowed as the US fell into a deep crisis, with rising job losses and reduced availability of consumer credit. Worries about the US economy led to reduced consumer confidence and lower spending.

Supermarkets/hypermarkets are the leading retail outlet for US cosmetics and toiletries. This is mostly due to the growing power of Wal-Mart Supercenters, which have been expanding across the US. Parapharmacies/drugstores, the second leading retail channel for cosmetics and toiletries, gained value share of cosmetics and toiletries.

Sales of prestige beauty products in the US declined by 6% in 2009, according to market research company NPD Group. The company claims that 2009 was the most challenging and difficult year for the premium and luxury beauty industry: all the US prestige categories experienced declines, with the biggest decline being in fragrances, followed by prestige make-up and skincare. 

Despite falling sales, the signs of recovery were evident in the fourth quarter of 2009 that was noticeable in sales volumes of the segments of such products as smaller size women’s fragrances, innovations in foundation and concealer products, anti-aging and specialized basic skincare, and hair care.

The Food/Drug/Mass channel fared better than the prestige market overall, with an increase in make-up sales and flat growth in skincare. Like in the prestige market, mass fragrance sales also declined.

Despite 4% decline in 2009, the anti-aging skincare sector could spell big opportunities for cosmetics companies. According to NPD’s recent women’s skincare report, which surveyed 6,403 online panelists above the age of 18 about their purchasing habits, anti-aging is the key motivator when it comes to making a purchase. Anti-aging represented 62% of the prestige facial skincare market in 2009, with NPD’s point of sale (POS) data estimating that the market for prestige anti-aging skincare is worth $1.2bln.USD.

Products designed for sensitive skin also represent an area of growth in the prestige market, as the survey revealed that 49% of facial skincare users claim to have sensitive skin. These women tend to be more brand loyal, more willing to pay more for skincare that works, and overindex on benefit importance across most facial skincare benefits.

The cosmetics and toiletries sector is expected to be declining up to 2013 in constant value terms. Given tighter household budgets, it is likely that consumers will be more cautious about buying such products and will be looking for value. Despite the bleak economic outlook, some sectors are still expected to grow in the forecast period. Men’s grooming products, in the areas of skin care, bath and shower products, and hair care, are expected to continue showing good growth. Due to the immaturity of these subsectors and growing comfort with grooming regimens among younger American men, sales of these male-specific products are expected to continue increasing, regardless of the economy. The desire to look good will also aid sales of anti-ageing products. Body wash/shower gel, liquid soap and sun care are also expected to remain fairly recession-resistant.

Recently in Russia anti-age and natural cosmetics from the USA have gained popularity. In the cosmetics sector Russia is an important sales market for the United States.

Italy
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In 2009 Italy occupied the fifth place in the list of the supplier countries ranged by the total volume of cosmetic import in Russia (in money terms). In 2009 its share in total import volume didn’t change in comparison with 2008 and amounted to 6,7%; though the volumes in quantity terms decreased at 15,8% down to 156,9 mln.USD.

Italy is a large producer of fragrances and cosmetics, where several multinational cosmetic companies operate. Italy is also a large exporter of cosmetic and toiletry products. It exports mainly to France, Germany, United Kingdom, Germany, United States and Spain. Russia is also one of the most important emerging markets for cosmetics produced in Italy. The Italian Association of Cosmetic Industry (UNIPRO) reports that although export is still significant, there has been a revival in the domestic market, which has had a positive impact on the growth of sales volumes as a whole. Italians still prefer to buy the best quality products they can afford, while possessing a more cautious attitude towards spending money on luxury items.

The Italian cosmetics market is highly competitive, and at the same time it is very innovative and open to new products, particularly those that are natural or contain natural active ingredients derived from plants and vegetable extracts. The market for natural & organic personal care products in Italy is one of the largest in Europe. Healthy growth is occurring as consumers become more aware of synthetic chemicals such as parabens & petrochemicals in cosmetics & toiletries. The adoption rate of natural & organic cosmetic standards is rising as manufacturers look to assure consumers their products meet high ethical standards. There are also good prospects for ingredients, which distinguish themselves from what is already available on the Italian market.

Body care, hair, face, and hygiene products continue to dominate the cosmetic industry and account for 60% of all cosmetic sales.

Also in an increasingly segmented market, consumers particularly appreciate anti-ageing and firming properties, as well as protective and gentler formulations that often derive from skin care, the main growth driver of the market. Due to the demographic trend towards an ageing population in Italy, nourishers/anti-agers and firming/anti-cellulite body care drove growth in skin care. Companies worked towards developing new formulas in nourishers/anti-agers, with a better impact on wrinkles, and focused on pushing premium brands.

Health and beauty retailers, parapharmacies/drugstores and specialized retailers continue to gain ground at the expense of other distribution formats, such as supermarkets/hypermarkets, which are losing share. Specialized channels are mainly strong in sectors of make-up products, fragrances, skin care and baby care. Sales of cosmetics through the Internet continue to grow, although this channel is still underdeveloped in Italy. Nevertheless, Italian consumers are gradually gaining trust in on-line purchasing, particularly in terms of payment methods and safety, while delivery times have been reduced over the last few years. The direct selling channel is also growing.

Italian consumers prefer more specialized channels for purchasing cosmetic products. The pharmacy channel for purchasing cosmetic continues to be the liveliest as it increased 8,5 percent from the previous year. The pharmacy channel offers sophisticated products at a more affordable price to most consumers. However, the perfumery channel still remains an important aspect to the concept of beauty, although there has been a change in consumption to other channels due to the expensive nature of the products. The herbalist shop market is another major potential participant in the marketplace, registering an increase of 4 percent with respect to previous years. 

L’Oreal Italiana Saipo SpA still leads the market, far ahead of other dynamic multinationals, like Procter & Gamble Italia, Beiersdorf and Unilever. Procter & Gamble Italia confirmed its second ranking position thanks to the success of brands like Infasil in deodorants, Pantene and Head & Shoulders in hair care, Max Factor in colour cosmetics, and AZ and Kukident in oral hygiene. Beiersdorf, the third ranking company, relies on its Nivea umbrella brand, and is focusing on promising new segments. However, Beiersdorf faces a strong challenge from Unilever, which has supported brands such as Dove, Axe, Denim, Sunsilk and Mentadent with substantial advertising budgets.

In general the Italian cosmetics and toiletries market is expected to see continued value growth over the forecast period. Its overall performance will be supported by the dynamism of sectors such as baby care, oral hygiene, skin care and sun care. Given the scope for product innovation, sun care and skin care are expected to be the best performing sectors during the forecast period. Skin care will remain the most valuable product area in cosmetics and toiletries by some considerable margin, aided by the strong performance of nourishers/anti-agers.

In order to be competitive in the Italian market companies should be prepared to heavily invest in promoting their products and brands. Products should be packaged in a well-presented, eye-catching fashion. In addition, to sell cosmetic products in Italy a company must have an Italian representative (either a subsidiary/representative office/agent/distributor/or importer) whose company is properly registered in Italy.

b. Mechanisms of support of export in supplier countries

The main mechanisms of support in key suppliers countries are the following:

· Export financing: loans, subsidies, equity participation of the state in the business; 

· Insurance, guarantees to export companies;

· Informational support (providing statistical data about foreign markets and existing programs, consulting);

· Development of preferential programs and concessional terms for exporters, create of economic cooperation zones;

· Government political support (the signing of international treaties, the provision of economic and political pressure, etc.).

The measures applied in leading countries of suppliers are presented below.

France
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Export Financing. French export financing is carried out with the assistance of three institutions: Banque de France - French Central Bank, Banque Francaise du Commerce Exterieur (BFCE) and commercial banks.

Short-term loans are granted by the banks under market conditions. Loan interest rate is equal to the minimum interest rate stipulated in the agreement the OECD. French banks, with the consent BFCE, can refinance from 60 to 90% from the Central Bank at discount rate.

Long-term export transactions (over 7 years) financed through BFCE loans to contractor or refinancing of supplier credit at BFCE. BFCE refinance themselves with the issue of security papers, the difference between the refinancing rate and interest on granted loans covered by the state budget. Long-term loans can be granted in foreign currency and in euro.

Mixed financing program of the French government are a means of promoting export of domestic exporters. Loans under this program are granted for up to 25 years, interest rates on them are minimal due to government subsidies. These measures mitigate the competitive environment of French exporters in the region of large export projects.

Information support. There are many sources of external information in France. The main function of the government is to coordinate efforts for its collection and processing. Main role in this coordination play the Ministry of Finance. Invisible methods of hidden information are common particularly with the help of the intelligence services, which hinders access to private entities. In 1992 specialized association for economic promotion was created in interest of export-oriented enterprises, first of all of the leading transnational corporations.

Germany
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Export Financing. In addition to private commercial banks realizing a large portion of export financing, in Germany there are two special financial institution for the problems of financing: AKA and KfW.

The former ‑ AKA (Ausfuhrkredit GmbH / Frankfurt am Main) ‑ is the most significant among the institutions involved in medium-and long-term financing. AKA finances only German export transactions.

The latter ‑ KfW (Kreditanstalt fuer Wiederaufbau) ‑ is a financial institution of public law; provides financing to exports of German products, long-term investments (buildings, equipment, etc.), telecommunications, aviation products and shipbuilding.

One of the main parts of the KfW is financing of export transactions with developing countries, countries in Eastern Europe and the CIS.

Risk insurance and guarantees. Besides banks, a key member of the export Germany  market is «Germes» - the federal insurance company for insurance of economic and political risks of export transactions.

Information support. In Germany the system of foreign trade information is characterized by a strong information-analytical center, which represents large banks and insurance companies, major business-groups. The system has a highly developed and multi-leveled structure; it engages in its activities a lot of participants, such as federal and regional structures, more than 6 thousand chambers of commerce and industrial unions, many private information firms.

Export Development Program. In Germany, special organization for export promotion in the most promising regions has been created. This organization develops programs such as the Latin American and East Asian concept.

Poland
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In distinction from the other countries mentioned in this chapter, in Poland listed below mechanisms for export promotion and export support have not fully formed yet.

The key agencies involved in export support in Poland: The Polish Agency for Enterprise Development, Polish Agency for Information and Foreign Investment, Fund Institute of the Polish national brand, Ministry of Foreign Economic Relations, Ministry of Economic Affairs, Corporation for export credit insurance.

The main directions of export promotion in Poland:

1. The Council of economic development support aims to consolidate the efforts of all ministries and departments for general support of economic development. In the area of export promotion the objectives of the Council are as follows: examination of a model supporting the economic development of the country; monitoring of implementation of export support programs, examination of the decisions to allocate funds for promotional activities from the budgets of METiSP, the Foreign Ministry and the Ministry of Culture;

2. Realization of the program of building of national brand in Poland – the aim of the program is to increase the investment attractiveness of Poland and the promotion of locally produced goods in foreign markets by creating a positive image of the country;

3. To support export in Poland the EU program “PHARE 2000 - in-country development of export PL0003.12” was implemented, which provides technical support and subsidies. Technical support includes the provision of grants and consultations on the introduction of new instruments of export support, assistance in establishing contacts with the EU companies, training programs for small and medium-sized businesses etc. Subsidy support provides co-financing of expenditure on training in export activities under two projects:

Project 1: “An introduction to export” provides subsidies to first-time exporters among small and medium entrepreneurs on co-financing the cost of participation in the program (training of personnel in the area of export activities);

Project 2: “Program of export support” provides subsidies to exporters (active small and medium entrepreneurs) on co- financing the costs of promotional and marketing activities in foreign markets (study of conditions in foreign markets, sending specialists to study the market in place, participation in exhibition activity abroad).

USA
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United States is the export oriented country with very rich and extensive system of support and export promotion. The main part regulating foreign trade issues in the United States is the U.S. Department of Commerce, where the "commercial service" operates; more than 2500 professionals of this department work both in the United States and abroad ‑ in 70 countries; they are engaged in providing professional assistance in foreign markets ‑ advising on foreign trade, protecting of the rights and interests of American companies. 

The main directions of export promotion in the USA are as follows:

1. Subsidy assistance. In accordance with the established order 8 federal institutions provide support to exporters and investors in the USA, they are: the Ministry of Trade, the Ministry of Agriculture, the Ministry of Transport, the Ministry of Energy, U.S. EximBank (credit, insurance and guarantee business transactions and investments), the Trade and Development Agency (TDA), Overseas Private Investment Corporation ‑ OPIC (project financing and insurance investments, direct lending to small businesses, credit guarantees for large projects and insurance against political risks for project sponsors interested in long-term investment options in certain countries), Interagency Coordinating Committee for Development of Trade;

2. Various programmes of financing and insurance;

3. The programmes of insuring of commercial agreements and investments for exporters (for example, the program of insuring of export financing GSM-102 has been created for the countries with high potency of market development and low repayment risks; within the program the overseas buyer is offered a commercial loan for purchasing of American agricultural production for the period from 90 days to 3 years);

4. Information support. The exporters can get detailed information and consulting not only in the USA but also abroad (for example a special “Guide for export programmes” is issued annually; it is available for free for all concerned). An American producer can get all the information on prospective markets, active financing programmes etc. in the Internet through projects “Business Consultant” and Global technological network”.
Italy
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There are three main institutions in Italy that provide financial support to exporters from federal budget resources:

· The State Stock company for Italian investment support abroad – “Simest” ‑ grants credits on easy terms to the exporters and involves the State to partial financing of Italian enterprises established abroad;

· The State Institute of Foreign Trade Operation Insurance – AO “SACE” – provides insurance services of export credit loans and insurance against politico-economic risks;

·  The Institute of International Trade – “ICE” – provides information and organizational and technical services in the area of external economic activities.

The main measures of export promotion in Italy are as follows:

· Favourable credit facilities;

· Insurance against risks and granting of a guarantee;

· Support of active participation in international tenders;

· The most important assisting measures for Italian investments abroad is the participation of AO “Simest” in ownership capital of the companies founded by Italian enterprises abroad (possible participation share can be up to 49%).

c. Transport system

Freight is one of the key support services linking cosmetic buyers to cosmetic producers. This industry relies upon systems of transportation, logistics and warehousing to transport cosmetics both domestically and internationally. Freight companies ship perfume and cosmetic production as airfreight, sea freight and roadway freight. There are freight companies that specialize in a single freight type. Many companies provide documentation services such as the provision of required certificates and customs clearance.

According to the customs data roadway freight to the borders of the RF is the most popular method of import transporting. Since 2005 the share of this transportation type has been around 90% of total import volume.

In average 4,3% of total import volume is carried to the border of the Russian Federation by sea.

Air and railway freight share the 3rd place by volumes of imported cosmetics with average shares at 2,3%. 

During the analyzed period (2005-2009) around 98% of total volume of imported perfumery and cosmetics in money terms was transferred into the following regions (in descending order): Moscow and Moscow oblast, St.Petersburg, Sverdlovskaya oblast and Kaliningradskaya oblast.

Around 93% of total volume of imported cosmetics in money terms is supplied from the Europe and North America. Share of the countries of South America is rather low ‑ 0,2% of total volume. Among the leaders of departure countries there can be named Poland, France, Germany, Finland, the Netherlands, the USA, Lithuania, Latvia, Belgium, Switzerland, Italy and China.

Approximate distances between main Russian cities of product destination and the cities of key countries of departure are presented in the table below.

Table 2.2.1 Approximate distances between the Russian cities and countries of departure, km

	km
	Moscow
	Saints-Petersburg
	Yekaterinburg
	Kaliningrad

	Warsaw
	1152,1
	1031,4
	2572,2
	274,8

	Paris
	2493,1
	2172,2
	3894,1
	1406,6

	Berlin
	1613,8
	1330,2
	3018,6
	528,1

	Washington
	8448,4
	7886,4
	8465,4
	8199,9

	Amsterdam
	2154,1
	1777,7
	3530,1
	1064,6

	Helsinki
	895,3
	304,7
	2083,9
	663,6

	Riga
	943,3
	491,5
	2194,9
	339,1

	Vilnius
	793,7
	659,5
	2205,4
	307,6

	Roma
	2382,0
	2352,1
	3771,6
	1541,9

	Kharbin (China)
	5936,4
	6071,3
	4577,7
	6888,9

	Rio-de-Janeiro
	11513,1
	11296,6
	12971,3
	10523,9


d. Standardization of imported product, packing, label, “design”

Russia puts the same requirements to standardization and certification both to the import and domestic cosmetics (see the information on the page 18).

As it was mentioned above since 15th February 2010 the requirements for obligatory certification of perfumery and cosmetics have been cancelled – the obligatory compliance certificate has been substituted by voluntary declaration. Now producers will be able to offer their products to final customers on the basis of filled out written declaration with the use of own proofs of quality and safety of products. Such a decision declaims public authorities from liability for quality of product and shifts it on a salesman. 

We strongly recommend to foreign companies, especially those entering the Russian market, to pass procedures of voluntarily certification. First of all because the requirements to product safety can differ in Russia and in supplier country; secondly the certificate will give an additional product quality assurance to seller and exonerate the seller from responsibility for possible negative effects after product usage; and thirdly it will increase confidence level of Russian consumer to the product.

The requirements to the label of an import product are settled by RF Government Regulation from 15.08.1997 #1037 “On measures about providing the presence of the information in the Russian language on non-food goods imported into Russia”. According to the document the following information must be placed on the label: 

· Product name and product designation;

· Manufacturer's name and location
 and the address of the organization duly authorized by the manufacturer to accept claims from consumers in the territory of the Russian Federation (if any);

· Manufacturer's trademark (if any);

· Net weight, volume and quantity;

· Product compound;

· Storage conditions;

· Use by date and date of production;

· Reference to the regulatory document or technical specifications the product complies with and can be identified by (for local products);

· Certification information;

· Information on effective use and warnings.

The information must be placed on the product package or the product label, presented in technical documentation enclosed to the product, in package leaflets or otherwise approved for certain production type.

There are no obligatory label and package design requirements, but producer should take into consideration that in condition of tough competition on the market complying with state requirements can give certain advantage to the product.
2.3 Enterprises-importers

The key importers of the target range of products, the volumes of imported perfumery and cosmetics, and their contact information are presented in the tables below (Table 2.3.1). 

In 2009 shown companies imported 77,3% of total volume of cosmetics in physical terms and 75% of the total volume in money terms. The tendency is that their share has been increasing since 2007 (Figure 2.3.1).

The majority of companies-importers in Russia are the branches of the world leading producers of perfumery and cosmetics that import only their production.

The leading position during the given period kept JSC “L’Oreal”, LLC "Oriflame Cosmetics" and LLC "Procter&Gamble Distribution Company" – the value of supplied production in 2009 amounted at 727,7 mln.USD, that is the third part of the total import volume.
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Figure 2.3.1 Shares of TOP20 importers of Cosmetics in 2007-2009, based on data in physical and money terms
Table 2.3.1 Top20 of importers of Cosmetics in 2007-2009, in physical and in money terms

	INN
	Receiver
	Address
	Tel/Fax
	Web
	th.tons
	mln.USD

	
	
	
	
	
	2007
	2008
	2009
	2007
	2008
	2009

	7726059896
	JSC "L’Oreal"
	19180 Moscow, 4-Iy Golutvinskiy Per.D.1/8 Str.1-2
	+7 (495) 2583191
	ru.lorealprofessionnel.com
	18,9
	22,3
	24,0
	231,0
	290,0
	271,3

	7704270172
	LLC "Oriflame Cosmetics"
	119048 Moscow, Ul.Usacheva, D.37, Str.1
	+7 (495) 2465143
	ru.oriflame.com
	15,0
	19,2
	18,5
	207,7
	265,3
	226,9

	7701639976
	LLC "Procter & Gamble Distribution Company"
	105062 Moscow, Furmannyiy Per.D.24
	 
	 
	37,3
	35,7
	34,2
	221,7
	244,3
	229,4

	7708234256
	LLC "AVON Beauty Products Company"
	101000 Moscow Ulanskiy Per, D.4, Str.1
	+7 (495) 7923611

+7 (495) 6306047
	www.avon.ru
	6,9
	6,3
	6,7
	106,7
	110,3
	126,2

	7736580441
	LLC "Kurs Group Distribution"
	119261 Moscow, Leninskiy Pr-Kt, D.72/2
	+7 (800) 200 2345
	www.letoile.ru
	
	0,4
	1,5
	
	44,4
	94,6

	7716027060
	CJSC "Mary Kay"
	125445g. Moscow, Ul. Smol'naja, D. 24 D
	+7 (495) 7059399 
	www.marykay.ru
	2,6
	3,2
	2,6
	101,3
	102,2
	88,4

	5024012156
	CJSC "Colgate-Palmolive"
	125167 Moscow, Leningradskiy Pr-T D.37 Korp.9
	8 800 100 4141
	www.colgate.ru
	32,4
	35,0
	34,6
	81,0
	87,5
	84,1

	7734170383
	LLC "Seldico"
	123308 Moscow, Pr.Marshala Zhukova, D.2.
	+7 (495) 2326465

+7 (495) 2326466
	www.lvmh.com
	0,4
	0,8
	1,0
	34,6
	63,4
	78,5

	7710217064
	LLC "Yves-Rocher Vostok"
	103009 Moscow, Tverskaja Ul., D.4
	+7 (495) 7877672
	www.yves-rocher.ru
	3,9
	5,2
	4,0
	76,2
	108,5
	73,2

	7736001020
	CJSC "Schwarzkopf&Henkel"
	115054 Moscow, Ul.Bakhrushina, D.32, Str.1
	+7 (495) 7950570 
	www.schwarzkopf.ru
	12,6
	13,4
	10,9
	72,0
	84,3
	67,9

	7702226629
	LLC "Beiersdorf"
	119049 Moscow, Ul.Shabolovka, D.10.Korp.2
	+7 (495) 6584022
	www.nivea.ruhome
	12,6
	15,0
	13,2
	61,1
	77,2
	67,6

	7704511011
	LLC "Amway"
	127018 Moscow, Sushchevskiy Val, D.18
	+7 (495) 9814000 
	www.amway.ru
	4,1
	4,5
	3,3
	92,6
	109,8
	57,9

	7702331790
	LLC "Chanel"
	103045 Moscow, Per.Posledniy, D.23, Korp.3
	+7 (495) 7211354
	www.chanel.com
	0,5
	0,6
	0,4
	57,0
	81,1
	47,5

	7839342960
	LLC "Nevaline"
	198005 St-Petersburg, Nab.Obvodnogo Kanala 118a, Liter E
	+7 (812) 3808080 
	www.nl.ru
	
	0,5
	0,5
	
	46,7
	40,9

	7730166315
	LLC "Estee Lauder Companies"
	121059 Moscow, Pl.Evropy D.2, Biznes-Centr Of. 732
	+7 (495) 6428225

+7 (495) 6428230
	www.esteelaudercompanies.ru
	1,1
	1,0
	0,9
	43,8
	42,7
	38,9

	7705183476
	LLC "Unilever"
	125047 Moscow, Lesnoiy 4-Iy Per.D.4
	+7 (495) 7457392
	www.unilever.ru
	8,3
	6,3
	6,3
	40,4
	35,4
	38,4

	5009043336
	CJSC "Arial"
	142015 Moscow Region Domodedovskiy R-Na/P Domodedovo
	+7 (49679) 3501494, +7 (49679) 3504021
	 
	0,1
	0,1
	0,1
	33,2
	30,8
	33,7

	7703037776
	LLC "Procter & Gamble Prestige products"
	123001 Moscow, Sadovaja-Kudrinskaja Ul., D.20
	 +7 (495) 7373220
	 
	2,0
	1,8
	1,1
	90,6
	82,7
	32,7

	7701032910
	LLC "Procter & Gamble"
	107005 Moscow, Pleteshkovskiy Per.D.3
	+7 (495) 2585888
	 
	16,1
	12,4
	8,2
	42,1
	41,5
	30,2

	7704098732
	LLC "Russwell"
	129090 Moscow Prosp. Mira, D.26
	+7 (495) 9319501

+7 (495)  9319502
	www.wellaprofessionals.ru
	4,1
	4,3
	3,4
	33,0
	40,1
	24,7

	
	Others
	
	
	
	84,7
	79,5
	53,0
	671,7
	749,7
	582,9

	Total
	
	
	
	
	263,6
	267,5
	234,0
	2297,8
	2738,1
	2335,8


Table 2.3.2 Shares of TOP20 of importers in total volume of Cosmetics import in 2007-2009, %

	INN
	Receiver
	Address
	Tel/Fax
	Web
	Based on data in physical terms
	Based on data in money terms

	
	
	
	
	
	2007
	2008
	2009
	2007
	2008
	2009

	7726059896
	JSC "L’Oreal"
	19180 Moscow, 4-Iy Golutvinskiy Per.D.1/8 Str.1-2
	+7 (495) 2583191
	ru.lorealprofessionnel.com
	7,2
	8,3
	10,3
	10,1
	10,6
	11,6

	7704270172
	LLC "Oriflame Cosmetics"
	119048 Moscow, Ul.Usacheva, D.37, Str.1
	+7 (495) 2465143
	ru.oriflame.com
	5,7
	7,2
	7,9
	9,0
	9,7
	9,7

	7701639976
	LLC "Procter & Gamble Distribution Company"
	105062 Moscow, Furmannyiy Per.D.24
	 
	 
	14,1
	13,4
	14,6
	9,6
	8,9
	9,8

	7708234256
	LLC "AVON Beauty Products Company"
	101000 Moscow Ulanskiy Per, D.4, Str.1
	+7 (495) 7923611

+7 (495) 6306047
	www.avon.ru
	2,6
	2,4
	2,9
	4,6
	4,0
	5,4

	7736580441
	LLC "Kurs Group Distribution"
	119261 Moscow, Leninskiy Pr-Kt, D.72/2
	+7 (800) 200 2345
	www.letoile.ru
	
	0,1
	0,6
	
	1,6
	4,1

	7716027060
	CJSC "Mary Kay"
	125445g. Moscow, Ul. Smol'naja, D. 24 D
	+7 (495) 7059399 
	www.marykay.ru
	1,0
	1,2
	1,1
	4,4
	3,7
	3,8

	5024012156
	CJSC "Colgate-Palmolive"
	125167 Moscow, Leningradskiy Pr-T D.37 Korp.9
	8 800 100 4141
	www.colgate.ru
	12,3
	13,1
	14,8
	3,5
	3,2
	3,6

	7734170383
	LLC "Seldico"
	123308 Moscow, Pr.Marshala Zhukova, D.2.
	+7 (495) 2326465

+7 (495) 2326466
	www.lvmh.com
	0,2
	0,3
	0,4
	1,5
	2,3
	3,4

	7710217064
	LLC "Yves-Rocher Vostok"
	103009 Moscow, Tverskaja Ul., D.4
	+7 (495) 7877672
	www.yves-rocher.ru
	1,5
	1,9
	1,7
	3,3
	4,0
	3,1

	7736001020
	CJSC "Schwarzkopf&Henkel"
	115054 Moscow, Ul.Bakhrushina, D.32, Str.1
	+7 (495) 7950570 
	www.schwarzkopf.ru
	4,8
	5,0
	4,6
	3,1
	3,1
	2,9

	7702226629
	LLC "Beiersdorf"
	119049 Moscow, Ul.Shabolovka, D.10.Korp.2
	+7 (495) 6584022
	www.nivea.ruhome
	4,8
	5,6
	5,6
	2,7
	2,8
	2,9

	7704511011
	LLC "Amway"
	127018 Moscow, Sushchevskiy Val, D.18
	+7 (495) 9814000 
	www.amway.ru
	1,6
	1,7
	1,4
	4,0
	4,0
	2,5

	7702331790
	LLC "Chanel"
	103045 Moscow, Per.Posledniy, D.23, Korp.3
	+7 (495) 7211354
	www.chanel.com
	0,2
	0,2
	0,2
	2,5
	3,0
	2,0

	7839342960
	LLC "Nevaline"
	198005 St-Petersburg, Nab.Obvodnogo Kanala 118a, Liter E
	+7 (812) 3808080 
	www.nl.ru
	
	0,2
	0,2
	
	1,7
	1,7

	7730166315
	LLC " Estee Lauder Companies"
	121059 Moscow, Pl.Evropy D.2, Biznes-Centr Of. 732
	+7 (495) 6428225

+7 (495) 6428230
	www.esteelaudercompanies.ru
	0,4
	0,4
	0,4
	1,9
	1,6
	1,7

	7705183476
	LLC "Unilever"
	125047 Moscow, Lesnoiy 4-Iy Per.D.4
	+7 (495) 7457392
	www.unilever.ru
	3,2
	2,4
	2,7
	1,8
	1,3
	1,6

	5009043336
	CJSC "Arial"
	142015 Moscow Region Domodedovskiy R-Na/P Domodedovo
	+7 (49679) 3501494, +7 (49679) 3504021
	 
	0,1
	0,1
	0,1
	1,4
	1,1
	1,4

	7703037776
	LLC "Procter & Gamble Prestige products"
	123001 Moscow, Sadovaja-Kudrinskaja Ul., D.20
	 +7 (495) 7373220
	 
	0,8
	0,7
	0,5
	3,9
	3,0
	1,4

	7701032910
	LLC "Procter & Gamble"
	107005 Moscow, Pleteshkovskiy Per.D.3
	+7 (495) 2585888
	 
	6,1
	4,7
	3,5
	1,8
	1,5
	1,3

	7704098732
	LLC "Russwell"
	129090 Moscow Prosp. Mira, D.26
	+7 (495) 9319501

+7 (495)  9319502
	www.wellaprofessionals.ru
	1,6
	1,6
	1,5
	1,4
	1,5
	1,1

	Others
	
	
	
	
	32,1
	29,7
	22,7
	29,2
	27,4
	25,0

	Total
	
	
	
	
	100,0
	100,0
	100,0
	100,0
	100,0
	100,0


There were three companies that imported cosmetics from Brazil in 2009, more than a half of the import volume was on the account of CJSC "Colgate-Palmolive”. In 2006 this company supplied the Russian market with the production of total value 15,5 mln.USD or 98% of total Brazilian import volume (Table 2.3.3).

Table 2.3.3 Importers of Brazilian Cosmetics in 2007-2009 (in physical and money terms)

	Importer
	th.USD
	th.tons

	
	2007
	2008
	2009
	2007
	2008
	2009

	CJSC "Colgate-Palmolive"
	15477,1
	
	429,1
	7860,1
	
	13,3

	JSC "L’Oreal"
	150,6
	162,3
	122,5
	4,8
	1,2
	0,8

	LLC "L'oksitan Rus"
	
	
	76,9
	
	
	1,7

	LLC "Astreya"
	
	103,2
	
	
	21,2
	

	LLC "Boniplas"
	34,3
	40,5
	
	16,1
	14,8
	

	LLC "Komplekt Logistik Servis"
	
	17,4
	
	
	1,8
	

	CJSC "Kompaniya Intermedservis"
	
	7,6
	
	
	0,01
	

	LLC "Str-Logistika"
	
	7,3
	
	
	0,03
	

	LLC "PARFYUM Tsentr"
	
	0,1
	
	
	0,03
	

	LLC "Yeverest-2005"
	595,9
	
	
	54,8
	
	

	LLC "Kombiznesuniversal"
	30,8
	
	
	15,3
	
	

	LLC "Monyer"
	28,1
	
	
	0,1
	
	

	LLC "Unilever"
	22,7
	
	
	4,5
	
	

	Total
	16339,5
	338,2
	628,5
	7955,7
	39,0
	15,8


Source: Customs statistics

Interest in importing from Brazil

Majority of the leading companies that import cosmetics in Russia are the subsidiaries of the world famous producers of cosmetic products. They can’t provide services for Brazilian producers in importing production under Brazilian brands because they supply only the goods under their own brands.

The analysis of the import structure of TOP20 importers showed that among them there are several companies that potentially may be the partners of Brazilian producers of cosmetics. All of them are experienced in importing from the countries of the New World into Russia and can provide Brazilian companies with necessary information. The List of these potential partners and their contact information are presented below.

Table 2.3.4 Potential importers of Brazilian cosmetics

	INN
	Receiver
	Address of receiver
	Tel./Fax
	Web

	7736580441
	LLC "Kurs Group Distribution"
	119261 Moscow, Leninskiyj Pr-Kt, D.72/2
	+7 (800) 200 2345
	www.letoile.ru

	7734170383
	LLC "Seldico"
	123308 Moscow, Pr.Marshala Zhukova, D.2.
	+7 (495) 2326465

+7 (495) 2326466
	www.lvmh.com

	7839342960
	LLC "Nevaline"
	198005 St-Petersburg, Nab.Obvodnogo Kanala 118a, Liter E
	+7 (812) 3808080 
	www.nl.ru

	5009043336
	CJSC "Arial"
	142015 Moscow Region Domodedovskiy district,  Domodedovo
	+7 (49679) 3501494

+7 (49679) 3504021
	 


Source: Customs statistics, Official sites of the companies
2.4 Main countries-suppliers

In the tables below TOP10 of supplier-countries are presented (Table 2.4.1, Table 2.4.2). In 2009 they provided more than 85% of total import volume of perfumery and cosmetics (total value 2,0 bln.USD).

During the period of 2007-2009 France occupied the position of a leader in the import volume (in money terms): this country annually imported 30% of total import volume of perfumery and cosmetics (Table 2.4.1, Figure 2.4.1).

Germany steadily kept the second place by import volumes of target product providing around 15% of total import volume in money terms.

Despite the negative influence of the world financial crisis last year Poland significantly bettered its position in the Russian market of cosmetics– it increased its import deliveries by 7,2% to 247,2 mln.USD.

Average price of products from these countries varies (Table 2.4.4, Figure 2.4.3). The most expensive production came from the USA, France, Germany and Belgium.

During the period 2007-2009 Brazil has the 39th place in the list of suppliers of cosmetics ranked by the import volumes in money terms, and 46th place in the one ranked by the import volumes in physical terms.

Table 2.4.1 Supplier countries and their shares in import volume of cosmetics in 2007-2009, mln.USD

	Country
	2007
	2008
	2009

	
	mln.USD
	%
	mln.USD
	%
	mln.USD
	%

	France
	663,5
	28,9
	867,0
	31,7
	681,2
	29,2

	Germany
	352,0
	15,3
	415,5
	15,2
	342,5
	14,7

	Poland
	199,9
	8,7
	230,5
	8,4
	247,2
	10,6

	United States of America
	180,2
	7,8
	246,7
	9,0
	164,2
	7,0

	Italy
	147,7
	6,4
	186,3
	6,8
	156,9
	6,7

	United Kingdom
	242,8
	10,6
	183,9
	6,7
	155,2
	6,6

	China
	49,9
	2,2
	76,8
	2,8
	75,0
	3,2

	Spain
	48,3
	2,1
	68,9
	2,5
	68,8
	2,9

	Sweden
	36,5
	1,6
	50,4
	1,8
	54,7
	2,3

	Belgium
	39,9
	1,7
	49,6
	1,8
	46,7
	2,0

	Others
	337,2
	14,7
	362,6
	13,2
	343,3
	14,7

	Total
	2297,8
	100,0
	2738,1
	100,0
	2335,8
	100,0


Source: Rosstat, Customs statistics

Table 2.4.2 Supplier countries and their shares in import volume of cosmetics in 2007-2009, th.tons

	Country
	2007
	2008
	2009

	
	th.tons
	%
	th.tons
	%
	th.tons
	%

	Germany
	47,5
	18,0
	49,4
	18,5
	41,9
	17,9

	France
	57,4
	21,8
	52,6
	19,7
	41,6
	17,8

	Poland
	27,9
	10,6
	28,2
	10,6
	30,2
	12,9

	China
	19,1
	7,2
	30,3
	11,3
	30,2
	12,9

	United Kingdom
	22,2
	8,4
	19,4
	7,3
	17,6
	7,5

	Italy
	13,6
	5,2
	14,8
	5,5
	10,7
	4,6

	United States of America
	9,9
	3,8
	12,1
	4,5
	9,1
	3,9

	Sweden
	5,2
	2,0
	7,5
	2,8
	7,7
	3,3

	Spain
	7,5
	2,8
	8,8
	3,3
	7,0
	3,0

	Bulgaria
	7,2
	2,7
	4,9
	1,8
	6,2
	2,7

	Others
	46,1
	17,5
	39,5
	14,8
	31,7
	13,6

	Total
	263,6
	100,0
	267,5
	100,0
	234,0
	100,0


Source: Rosstat, Customs statistics
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Figure 2.4.1 Shares of supplier countries in total import volume in 2007-2009, % (based on data in money terms)
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Figure 2.4.2 Shares of supplier countries in total import volume in 2007-2009, % (based on data in physical terms)
Index of growth

Table 2.4.3 Indices for growth of import volumes of Cosmetics split by country of suppliers in 2006-2009, %

	Country
	Based on data in physical terms 2009
	Based on data in money terms 2009

	
	2008
	2009
	2008
	2009

	France
	4,0
	-15,2
	30,7
	-21,4

	Germany
	-8,3
	-21,0
	18,0
	-17,6

	Poland
	1,2
	7,0
	15,3
	7,2

	United States of America
	58,4
	-0,2
	36,9
	-33,4

	Italy
	-12,3
	-9,4
	26,2
	-15,8

	United Kingdom
	8,7
	-27,7
	-24,3
	-15,6

	China
	21,7
	-24,4
	54,0
	-2,2

	Spain
	44,4
	3,0
	42,7
	-0,1

	Sweden
	16,8
	-19,7
	38,3
	8,4

	Belgium
	-31,6
	25,8
	24,3
	-5,8

	Others
	-14,4
	-19,6
	7,5
	-5,3

	Total
	1,5
	-12,5
	19,2
	-14,7


Source: Rosstat, Customs statistics

Average prices

Table 2.4.4 Average prices of imported Cosmetics split by supplier country in 2007-2009, USD per kg

	Country
	2007
	2008
	2009

	France
	11,6
	16,5
	16,4

	Germany
	7,4
	8,4
	8,2

	Poland
	7,2
	8,2
	8,2

	United States of America
	18,2
	20,5
	18,0

	Italy
	10,8
	12,6
	14,7

	United Kingdom
	11,0
	9,5
	8,8

	China
	2,6
	2,5
	2,5

	Spain
	6,4
	7,9
	9,8

	Sweden
	7,0
	6,7
	7,1

	Belgium
	12,9
	12,5
	11,4

	Others
	7,3
	9,2
	10,8

	Total
	8,7
	10,2
	10,0


Source: Rosstat, Customs statistics
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Figure 2.4.3 Average prices of imported Cosmetics split by supplier country in 2007-2009, USD per kg
PART 3.  CUMULATIVE ANALYSIS OF THE MARKET AND CONSUMPTION

3.1 Market volume

According to Direct INFO estimations in 2009 the volume of Russian market of cosmetics was around 3.4 bln.USD, that is 9,2% lower than the previous year. In 2008 the market volume increased 15,5% in comparison with 2007 (Table 3.1.1, Table 3.1.2, Figure 3.1.1, Figure 3.1.2). 

In the analyzed period imported perfumery and cosmetics occupied in average 70% of the total market volume in money terms. The lowest share of import production was in 2009 (70,6%).

Table 3.1.1 Total market volume of cosmetics in 2007-2009, mln.USD

	
	2007
	2008
	2009

	
	mln.USD
	%
	mln.USD
	%
	mln.USD
	%

	Import
	2342,6
	70,6%
	2791,5
	72,9%
	2381,4
	68,8%

	Production
	1289,0
	
	1370,6
	
	1399,0
	

	Export
	315,6
	
	332,2
	
	321,6
	

	Domestic consumption
	973,4
	29,4%
	1038,3
	27,1%
	1077,5
	31,2%

	Market volume
	3315,9
	100,0%
	3829,8
	100,0%
	3458,8
	100,0%


Source: Rosstat, Customs statistics

Table 3.1.2 Growth indices of market volume of cosmetics in 2007-2009, %

	
	2008
	2009

	Import
	19,2%
	-14,7%

	Production
	6,3%
	2,1%

	Export
	5,3%
	-3,2%

	Domestic consumption
	6,7%
	3,8%

	Total market
	15,5%
	-9,7%


Source: Rosstat, Customs statistics
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Figure 3.1.1 Market volumes of cosmetics in 2007-2009, mln.USD
[image: image20.emf]70,6%

72,9%

68,8%

29,4%

27,1%

31,2%

0%

20%

40%

60%

80%

100%

2007 2008 2009

Import volume Domestic consumption
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Figure 3.1.2 Import shares in total market volume (in money terms) in 2007-2009, %
3.2 Market Characteristics

Russia is the country with some peculiarities – geographical, political and cultural. Russia is located on the territory from Poland to Japan. It occupies the territory that is much more bigger than all European countries in general. So for companies that are working here it is very difficult to monitor the situation on such a huge territory. 

Russia is on the sixth place by market volume after Germany, France, Great Britain, Italy and Spain. The average annual expenses of Russian customers on cosmetics are estimated at about 30-36 USD that is much lower than in Europe or in the USA (expenses in these areas exceed 100USD). Such a low rate is determined by sex and age structure of consumption. In Europe practically all population is taken into account, while in Russia the lion's share of consumption falls at women from 16 to 55 years old, who spend on cosmetics 12-15% of salary volume. 97% of Russian women at the age from 16 to 55 uses make up range regularly, and 76% of them do it every day.

Main part of consumers of perfumery and cosmetics are the people who live in large cities and adjoining areas. They consume almost 45% of the total sales volumes.

Proportion of imported and domestic production for the market as a whole is 70 and 30% respectively (in terms of money). This proportion varies depending on the market segment.

According to the estimations of the market specialists the largest share of the market falls on hair care products sector (around 19%); make-up products have 16% of the market volume; 14% of the market is on the account of skin care products.

From the beginning of nineties the Russian perfumery-cosmetic market showed one of the highest rates of growth in Europe and the world as a whole. Since the beginning of the century growth rates had been varying within 10-15% until the world crisis broke out. Cosmetics and perfumery industry showed 15,5% growth in 2008 with total value 3,8 bln.USD. Rising purchasing power, entry of large international cosmetic giants, favorable consumer behavior and well-established distribution network have transformed the cosmetic industry geography in Russia over a period of time.

In general the Russian market of perfumery and cosmetics is expected to show some growth in 2010, but growth rate won’t exceed 10%. At present many leading international producers point out at decrease in sales volumes of their production. According to the specialists, luxury and premium segments are the first to feel this decline.

Annual expenses on cosmetics per capita in Russia are expected grow to 100 USD in 2014.
Over the last years the development of the Russian perfumery and cosmetic retail chains was very extensive, primarily with regional expansion. However, recession in the Russian economy made amendments in retail development strategies: many companies have reduced the number of new stores to be opened in 2009 and declared to close unprofitable outlets. It means that strategy of specialized retail chains will undergo serious changes and will be marketed at a survival, rather than at regional expansion.

In conclusion it would be desirable to pay attention that the crisis will render also positive influence on the perfumery-cosmetic market; for example in new conditions loyalty of end users to products, brands will rise. 

a. Reasons of preferences of local production

In terms of sales volumes foreign producers are leading in all segments of cosmetics market. However a rather large share (30%) is occupied by domestic production (generally skin-care products and hair cosmetics). In some segments (for example, decorative cosmetics and perfumery) foreign producers are indisputable leaders; level of credibility of Russian production of this sort is very low.

Purchasing of Russian products can be motivated by:

1. Price. Major part of Russian products belongs to low price segment that is why customers prefer Russian cosmetics, who pays attention on cheapness of purchase. Most popular Russian cosmetics brands are “Black pearls” and “Pure line” (Concern “Kalina”), which are in the TOP10 ratings. There is regional differentiation of demand in terms of price on Russian market. In St. Petersburg and Moscow consumers prefer more expensive foreign brands while in other regions domestic production is much more popular.

2. Loyalty to domestic products, consumer's habits. Both consumers from older generation whose habits were formed before Russian conversion to the market economy in the context of strictly limited choice, and younger women who prefer to “support domestic producer” can have such motivation. Major part of Russian companies has been working in the market for several decades, is well known by consumers and has its own group of loyal ones.

3. Naturalness and quality. Russian cosmetics are known as one traditionally produced of natural ingredients. For broad spectrum of customers label “Made in Russia” means guarantee of minimum percentage of synthetic components. Besides, some producers use formulations of well-known traditional skin-care remedies. It makes their cosmetics emotionally closer to customers and guarantees effectiveness.

4. Successful promotion strategy (positioning, advertising, packaging). For some Russian consumers modern component of purchase is very important, that is why imported products are preferred. However in recent years some brands, which are very successful in the context of promotion, have appeared (e. g. Mirra Lux, Faberlic, Green Mama).

b. Market segmentation and income levels

According to the international classification cosmetics products are divided into three price brackets: mass-market, middle-market and lux (luxury); some specialists include in the last premium segment. Borders between middle-market and luxury products are indistinct. It can be explained by growing prices on many middle-market goods. What is more, innovation technologies and newest scientific research results are used in production of middle-market cosmetics. Several years ago it was inherent to lux only.

Mass-market includes cosmetics with so wide price range that specialists divide it into three subgroups: high, medium and low mass market. It is a common practice to use retail price of lipstick for reference. Following brands belong to the high mass-market in the segment of decorative cosmetics: Bourjois, L’Oreal, Max Factor, Pupa. Following brands belong to the medium mass-market: Faberlic, Lumene, Maybelline New York, Nivea etc. To the low mass market belong Ffleur, Ruby Rose and Fennel.

As market players explain, to classify brands it is important to pay attention not only on price but also on other indicators: positioning, volume of advertising, tone of communication, type of POS promotion etc.

Customs Committee of the Russian Federation suggests following segmentation of brands (Appendix 2 to litter SCC RF from 21.10.2003. 01-06/41651):

Group 1 (Lux)

Alessandro Dell’Acqua, Alfred Dunhill, Angel Schlesser, Anna Sui, Armand Basi, Axis, Azzaro, Balmain Balman, Bobby Jones, Boucheron, Brooksfield, Bvlgari, Cacharel, Cameo Unik Colours, Caroll, Cartier, Celine, Cerruti, Chanel, Chaumet Parfums, Chevignon, Chopard, Christian Dior, Christian Lacroix, Comme De Garcon, Dog Generation, Dupont, Eger, Elizabeth Arden, Ella Mikao, Escada, Estee Lauder, Etro, Ezegna, Fendi, Ferre Shine, Franck Olivier, Gerani, Ghost, Gian Marko Venturi, Gianfranco Ferre, Giorgio Armani, Givenchy, Gli Eitmenti, Gucci, Guerlain, Helena Rubinstein, Hermes, Hugo Boss, Ingrid Millet, Iceberg Parfums, Issey Miyake, J.P.Lazartique, Jean Paul Gaultier, Jil Sander, Kanebo, Kenji Tanaka Parfums, Kenzo, Lagerfeld, Lalique, Lancaster, Lancetti, Lancome, Lanvin, Laura Biagiotti, Leonard Parfums, Les Copains Parfumery, Lolita Lempicka Parfums, Luciano Pavarotti Parfums, Maquins, Matsaki Matsushima, Mauboussin, Mont Blank, Mugler, Nina Ricci, Octane, Oscar de la Renta, Paco Rabanne, Paloma Picasso, Paul Smith, Paul Zileri, Ralph Lauren, Rene Lezard, Roberto Verino, Rochas, RogeR& Gallet, Salvador Dali, Salvatore Ferragamo, Shiseido, Sisley, Sonia Rykiel, Strenesse Gabriele Strehle, Sergio Tacchini, Ted Lapidus, Thierry Mugler, Tomb Raider, Tommy Hilfiger, Torrente Trussardi, Ungaro, Valentino, Valmont, Van Cleef& Arpels, Versace, Westwood, Yohji Yamamoto, Yves Saint Laurent

Group 2 (Middle-market)

Accessandro, Acqua Di Parma, Annayake, Annick Goual, Aqualina, Aramis, Aromi Di Haroman, Biotherm, Burberry, Bubchen, Chloe, Carita, Calvin Klein, Carolina Henera, Caudalie, Celine Dion, Chicco, Christian Breton, Cindy Crawford, Clau De Peau, Clarins, Clinique, Clive Christian, Creed, Darphin, Davidoff, Debon Decleor, Diesel, Dolce&Gabbana, Donna Karan, Gant, Gabriela Sabatini, Guy Laroche, Hugo Boss, Jennifer Lopez, IsaDora, Korff, Kusado, La Colline, La Prairie, Lacoste, Lambarghini, Marc 0" Polo, Mariella Burani Parfums, Matis, Mercur, Montana, Moschino, Moltobene, MEXX, Nail Accessories, Naomi Campbell, Nuxe, Oilily Kids, Peter Justesen, Princesse Marina de Bourbon, Phytomer, Rene Furterer, Revlon, Sergio Nero, Strenesse, Swiss Line, Talgo, Talika, Van Gils, Yllozure 

Group 3 (Mass-market)

Addidas, Antonio Banderas, Armand Basi, Artist(e), Assia Cosmetics, Astor, Avon, Bathrobes & towels, Baylis & Harding, Beauty Professional, Bell, Betty Barely, Bone Bon, Bourgois, Cameo Unik Colours, Chamber, Christian Lavoisier Parfums, Cjlony, Cliven, Cofinluxe, Coty, Covergirl, Culture, Delia cosmetics, Dismette, Eveline Laboratorium, Florence Billon, Franck Oliver, Freeman, Gillette, Green Mama, Halston, Herbina, Japanese shampoo, Jean Couturier, Jean Luc Amsler, Keanove, Kiki, La Nordica, Laboratories Gamier, Lady Rose, Londa, L’Oreal, LoriAnne, Lumene, Madar, Mary Key, Mavala, Max Factor, Maybelline, MEXX, Miraculum, Miss Sporty, Modelline, Monika Klink, Naturelle, Nivea, Nivea Beaute, Oriflame, Paglieri, Parfums des Champs, Parfums Parour, Photo Frames, Pierre Cardin, Prestige SA., Pullana, Pupa, Quiz, Rachell, Revillon, Rimmel, Rivoli, Royal Cosmetik France, Sally Hansen, Schwarzkopf, Tabac Man, Ulric de Varens, Viki Laboratories, Vichy, Wella, Yanys, Yves Rocher.

Dependence of consumers’ income level and price bracket of cosmetics he/she buys is rather relative. It is logically to suppose that premium and luxury brands can be afforded only by consumers with above average income level, and low brands - by consumers with below average income level, but it is not exactly that way. Many women with low income used to buy lux-class cosmetics and spend a large part of their salary on it. On the other hand very wealthy woman can use, for example, hand cream made in Russia at a very democratic price. It can be explained by saying that majority of purchases on cosmetics market are impulsive, emotional; and loyalty to brands is rather low.

c. Consumer preferences

About 70% of products selling in Russia are imported that confirms the fact that foreign products are more popular than domestically produced.

In traditional distribution channel more than half of perfumery market volume belonged to three foreign companies: Procter&Gamble, L’Oreal and LVMH.

The majority of consumers of cosmetics in Russia are women. According to the company “KOMKON Group” expenses on cosmetics takes about 12% in the overall structure of expenses of Russian women. It is one and half or two times more than corresponding rate in USA and EU. It bespeaks both about different level of income and readiness of Russian women to spend considerable sums on beauty.

Typical portrait of consumers of decorative cosmetics – young woman at the age of 20-35 (75%), married (41%), childed (60%). The younger woman is the more decorative cosmetics she uses.

Customer preferences divided by segments:

In general Russian women spend more on decorative than on “white” cosmetics, paying more attention on make up than on skin care. Most popular market segments are hair care products, perfumery, decorative cosmetics, and products for oral hygiene, shower products and white cosmetics.

Customer preferences divided by brands:

· According to the data of research agencies the most popular mass-market brands are L’Oreal, Maybelline and Max Factor. Lumene, Bourjois, Pupa and IsaDora are worth mentioning too.

· The top brands in category “lux” are as follows: Christian Dior, Guerlain and Estee Lauder. Yves Saint Laurent, Givenchy, Lancome, Chanel, Clinique, Clarins, Yllozure are also in great demand.

· In the area of network marketing Oriflame, Avon, Mary Kay and Faberlic are the most successful.

· Bestselling brands of decorative cosmetics are Avon, Oriflame, Black Pearls, Max Factor, Nivea, Faberlic, L'Oreal Paris, Lumene, Ruby Rose and Bourjois.

Global financial crisis has changed consumers’ preferences. According to Nielsen Company research at present 16% of customers buy less face-cream than they used to, and 5% stopped buying it at all. From ones who buys less or refuses to buy 43% said that they had made such decision to save money. 6% said they were buying less shampoos. More than 70% of respondents aren’t going to change their habits. Only 12% of respondents who are still buying face-creams said that they had to switch to less expensive brands. But there is one interesting fact: 16% started buying more expensive creams.

Factors that influence consumers’ preferences:

· Price. This factor has a rather low influence on the customers from large Russian cities (especially from Moscow and St. Petersburg, where consumers prefer cosmetics of expensive brands.

· Quality. Conception of quality depends on market segment. In general cosmetics made of natural ingredients are preferred. Analysis of focus groups shows that speaking on skin care products customers pay attention on composition and its influence on skin. When they characterize quality of decorative cosmetics, they mention easiness of application, toughness and other characteristics of this kind. Additional advantages have cosmetics that unite characteristics of decorative and giving care (e. g. lipstick with vitamins). 

· Service. First of all it concern direct marketing, branded shops and Extra Lux cosmetics where quantity of purchases depends on service level and consultants’ qualification.

· Package, design, odour. Polling shows that important role in making choice plays aesthetic appeal of goods, prestigious looks and quality of fragrance components.

· Image, advertising. Many cosmetics purchases have trendy profile. Price is not so much important as brand. That is why advertising and brand positioning plays huge role. Russian consumer used to believe in advertising promises. This tendency is increasing in proportion to distancing from Moscow.

· Country of origin. Russian women pay attention on country of origin of goods. Traditionally France has big credit of trust. This country is a priori considered to be a guarantee of high quality and prestige. At different times explosion of interest to other countries (e. g. Italia, Japan, India) could be observed.

· Place and method of sales. In 2009 sales through catalogues and specialized shops were most popular methods. Sales through pharmacy are growing (pharmacy makes emotional effect of “curative cosmetics”, more effective and qualitative).

· Economic feasibility. Cosmetic units two-in-one, big packages and specials like “second is for free” have become very popular.

d. Prospects and domestic market tendencies

The cosmetic industry will witness a slight slowdown in its growth level due to contracting purchasing power in 2009. The shift in consumer preference from luxury and branded products to medium and mass-market segment products will rescue the industry from negative growth and demand contraction. Consumers will diversify their single spending on luxury products to multiple mass-market products and will still continue with their preference for cosmetic products despite the declining purchasing power.

The industry is expected to recover by the beginning of the second half of 2010, driven by economic recovery, rising consumption levels and positive outlook on consumer purchasing power. Despite the slower growth level forecasted for the next one year, Russia is still one of the favorable destinations for cosmetic industry investments among the emerging cosmetics markets worldwide, which gives positive outlook for industry in long terms.

The main factor influencing all the tendencies of cosmetics market is the world financial crisis. But it affected the price segments in a different way.

The perfumery of lux segment suffered most of all. Demand for luxury perfumes declined in 2009 by 30% comparing to 2008. One of the key reasons for it was the price rise. 

The volumes of sales of decorative cosmetics and care products in the mass-market category showed a quite good tendency – growth in physical units and some decline in money terms that confirm the shift of consumer’s preferences to cheaper products within this segment. According to Nielsen Russia retail sales of shampoos in cities increased by 8% in money terms, and at the same time decreased by 5% in natural units; body care product sales drew by 5% in money terms and declined by 4% in natural units; facial care cosmetics sales demonstrated 8% growth both in money and in natural terms.

The tendency in medium segment is quite the opposite: the sales volumes of hair care, body care and facial care products increased by 10% in money terms and declined by 8% in units; that was caused mainly by price rise.

Thus in general the wish to safe money remains a natural one in crisis time that is why it is possible to forecast the following strategies of consumer behavior change in the market:

· Reduction of purchase frequency;

· Purchase of goods of the same brands as before, but in lower quantities;

· Refuse of accustomed brands and switching to the cheaper ones;

· Purchase in advance in large packages;

· Change of purchase place in favour of sale channels offering lower price;

Price. The experts forecast the price rise of cosmetics and some fall of demand.

Professional home-cosmetics. Women always want to look their best and to care for themselves on the salon level, but in conditions of crisis it can be rather expensive for them, that is why nowadays the strongest trend is professional cosmetics for home use. Women buy such products in large fairs or in special shops / Internet shops.

Two-in-one. A wish to safe and to treat oneself results in growing popularity of multi-purpose means, or so-called “2-in-1” (for example combination of anti-age and solar protective cream, regenerate and antiphlogistic serum etc). Almost 25% of novelties in 2009 were such tandems.

Private brands vs. giants. Private labels and cheap brands are capturing the leadership on the market. It is the result of customer’s search of less expensive products. In accordance with many researches the volumes of sales of luxury products decreased by 3-5% in Russia. In general the consumption of perfumery and cosmetics declined 10-15% by the beginning of 2010.

“Lipstick effect”. Perfume and cosmetics market is one of the prospective in the world in general and in Russia in particular. Even within the after crisis conditions it is possible to forecast some growth in premium and luxury segments. The specialists call this the “lipstick effect” that usually shows up in response to negative situations. It mostly concerns the Lux segment of decorative cosmetics. 

Growth in direct sales. One of the key tendencies in the Russian cosmetics market is the increase in direct sales through catalogues (Oriflame, Faberlic, Mary Kay), which at present amount to 30% of the total sales volumes. It happens mainly because of active expansion of the companies into regions, where popular retailers is represented very poorly. Taking all of this into account, it is possible to predict further development of the distribution and dealer network and consequently the growth of the role of regional markets of perfumery and cosmetics.

3.3 Market access

a. Customs tariff

According to the Customs Code of the Russian Federation
 the territory of the Russian Federation composes the united customs territory of the Russian Federation. The customs territory of the Russian Federation also includes those locating in the exceptional economic zone of the Russian Federation and in the continental shelf of the Russian Federation artificial islands, installation and construction, above which the Russian Federation achieves jurisdiction in accordance with the legislation of the Russian Federation. Customs boundary coincides with the state border of the Russian Federation, with exception of the limits of territories. The goods, placed in the territory of special economic zones, are considered as being located out of the customs territory of the Russian Federation for purposes of the application of customs duties, taxes, and also prohibitions and limitations of economic nature, established by the legislation of the Russian Federation about the government control of foreign trade activity, with exception of the cases, determined by the present code and other federal laws.

Russian customs legislation currently consists of the Customs Code (which came into force on January 1, 2004), the Russian Law “On Customs Tariff,” other federal laws, resolutions of the Russian government and many other regulations. Changes in Russian customs legislation are aimed at bringing the system into conformity with international principals and standards and making customs regulation transparent and predictable for importers/exporters. 

Nevertheless, implementation of customs rules in practice may be connected with the difficulties, which may arise for companies beginning foreign trade activities, as well as with companies having sufficient experience in import/export operations. It should be also noted that customs risks connected with non-compliance with the Russian customs legislation are quite broad – both direct (e.g. collection of customs duties and taxes payable, including penalties for late payment, administrative fines and/or confiscation of goods with the subsequent possibility of sale by administrative order, etc.) and indirect (e.g. additional transportation expenses due to delayed customs clearance, breach of contractual terms, reputation risks, etc.).

Considering the above, a company, which will be involved in regular import operations, for risk management purposes, should track changes in the customs sphere constantly. This requires much effort and not only legal but also specific knowledge of customs regulations and practical experience in applying customs’ rules.

The import tariff for perfumes (HS number 330300), make-up and skin care products (HS number 3304) hair care products (HS number 3305), dentifrices (HS number 3306) and pre-shave, shaving or after-shave preparations (HS number 3307) is 15 percent of customs value.

According to the current Russian customs legislation importation of goods into Russia entails obligation to pay the following customs payments:

· Customs duty;

· VAT (Value-added tax);

· Excise tax (if any);

· Customs clearance fees.

Calculation basis for customs payment for target group of products = Customs duty (15%) + VAT (18%) + Excise tax (if any) + Customs clearance fee (0.15%).

In the instance of goods importation, import duties and taxes should be disbursed not later than within fifteen days from the day said goods were presented to the customs authorities for inspection at the point of entry to the customs territory of the Russian Federation or within fifteen days from the day of completion of the goods domestic customs transit procedure in case goods were not declared at their point of entry.

It is strongly suggested that exporters arrange to have their products imported by an experienced Russian importer as regulations in the Russian Federation are subject to change quite frequently, as well as to ensure that shipments have all their required documentation.

b. Customs taxation of Brazilian production

According to the country of origin, custom duty could be as follows:

· Minimum (for goods from countries that have regime MFN "most-favoured-nation treatment", for example, Belarus, Kazakhstan),

· Maximum (for example, Germany, USA, England, France),

· Preferential (for example, Brazil, Albania, Algeria, Angola Republic, Argentina, Bulgaria, Venezuela, Guinea, Dominican Republic etc.).

Brazil is included in the list that could use System of Preferences of the Russian Federation as a developing country, which means that the custom payment for goods produced on its territory is 75% from basis rate.

c. Taxation bases

INCOTERMS 2000 are internationally accepted commercial terms defining the respective roles of the buyer and seller in the arrangement of transportation and other responsibilities and clarify when the ownership of the merchandise takes place. They are used in conjunction with a sales agreement or other method of transacting the sale.

In the analyzed period there were several key sales terms: 

· DDU (Incoterms 2000 Group D – Arrival) Delivered Duty Unpaid (named destination place). The seller delivers goods to the buyer to the named place of destination in the contract of sale. The goods are not cleared for import or unloaded from any form of transport at the place of destination. The buyer is responsible for the costs and risks for the unloading, duty and any subsequent delivery beyond the place of destination. 

· CIP (Incoterms 2000 Group C – Main carriage paid) Carriage and Insurance Paid (To) (named place of destination). The containerized transport/multimodal equivalent of CIF. Seller pays for carriage and insurance to the named destination point, but risk passes when the goods are handed over to the first carrier.

· CPT (Incoterms 2000 Group C – Main carriage paid) Carriage Paid To (named place of destination). The general/containerized/multimodal equivalent of CFR. The seller pays for carriage to the named point of destination, but risk passes when the goods are handed over to the first carrier.

· EXW (Incoterms 2000 Group E – Departure) Ex Works (named place): The seller makes the goods available at his premises. The buyer is responsible for all charges. This term may be the easiest to administer, however may not be in the seller's best interests. There is no control over the final destination of the goods. It may be possible for the seller to negotiate better freight rates than the buyer. A vehicle arriving to take delivery of the seller's goods under EXW may not be suitable for carriage.

In the analyzed period the major part of the total volume of cosmetics was imported under the terms: DDU, CIP, CPT and EXW. In 2009 the shares of these delivery terms in total import volume (in money terms) were 26%, 24%, 20% and 15% accordingly. Around 15% of the import volume in money terms was shipped with appliance of the other schemes.

d. Preferential modes

Russia enjoys preferential treatment of the same sort as many developing countries do (the so-called General System of Preferences). Russia is in the list of countries that accept Form A for the purposes of the generalized system of preferences (GSP).

Basic rates of duties are not constant and may vary depending on the country of origin of the goods. Countries are classified into five groups for the purposes of charging import duties:

· Group Duty;

· Favored nations Basic rates of duty apply;

· Developing nations 75 percent of basic rates apply;

· Least developed nations Exempt from import duties;

· CIS countries Exempt from import duties;

· Non-preferred trading nations Double the basic rates.

As a developing country Brazil may use this System of Preferences.

e. Customs and non customs restrictions

As it was mentioned earlier, from January 2010 compulsory certification of perfumery and cosmetic products was cancelled. There is no licensing and no quotas on importation.

The following products are not imposed charges: perfumers and cosmetics in tanks of 100 ml volume with a volume ratio of ethanol to 80% included, and (or) the perfume and cosmetic products with a volume ratio of ethanol to 90% included in the presence of spray bottle, not more 100 ml (Federal Statute #282 “On introduction of changes into Part Two of the RF Tax Code” of 25, 2008).

According to the Russian legislation the production activities, transportation, storage and sale alcohol-containing products subject to licensing. A list of perfumery and cosmetics products containing alcohol, which are not subject to licensing, is presented in the table below (Annex No1 to the RF Government Decree of 25 June 2007 #401).

Table 3.3.1 Perfumery and cosmetics that are not subject to licensing 

	Perfumes and cosmetics name
	The maximum amount of consumer packaging  (packing), ml

	Essential oils (containing or not containing terpenes)
	25 

	Perfumes and Toilet Waters
	150 

	Beauty or make-up preparations and preparations for the care of the skin (other than medicaments), including sunscreen or suntan preparations; manicure or pedicure preparations
	250 

	Preparation for use on the hair
	500 

	Preparations for oral or dental hygiene 
	300 

	Pre-shave, shaving or after-shave preparations, personal deodorants, bath preparations, depilatories and other perfumery, cosmetic or toilet preparations, not elsewhere specified or included; prepared room deodorizers, whether or not perfumed
	250 


For some perfume and cosmetic products cost control (SCC) is exercised. Letter of SCC 21.10.2003 01-06/41651 of 21.10.2003 established the classification and estimated the value of goods:

For commodity headings 3303

Estimated prices of perfume (in terms of U.S. dollars, hereinafter USD) are as follows: 

· Class "middle-market" - from 25 USD / kg;

· Class "mass market" - from 10 USD / kg;

· Unknown brand produced in Western and Eastern Europe, Baltic countries, South-East Asia, Middle East, and CIS countries - from 5 USD / kg.

Estimated prices of perfumed and toilet water are as follows:

· Class "middle-market" - from 10 USD / kg;

· Class "mass market" - from 5 USD / kg;

· Unknown brand produced in Western and Eastern Europe, Baltic countries, South-East Asia, Middle East, and CIS countries - from 3 USD / kg.

For commodity headings 3304 

The price of cosmetics may vary depending on its purpose, capacity and type of packaging (glass, plastic, metal). The most expensive cosmetics are “luxury” class. 

Estimated prices of cosmetics are as follows: 

Class "middle-market": 

· Lipstick and make-up preparations - from 25 USD / kg;

· Face Powders - from 15 USD / kg;

· Manicure or pedicure preparations - from 12 USD / kg;

· Other cosmetic preparation - from 12 USD / kg.

Class "mass market": 

· Lipstick and make-up preparations - from 15 USD / kg;

· Face Powders - from 8.10 dollars / kg;

· Manicure or pedicure preparations - from 8.10 dollars / kg;

· Other cosmetic products - from 8.10 dollars / kg.

Estimated prices of cosmetics products under unknown brands produced in Western and Eastern Europe, Baltic countries, South-East Asia, Middle East, and CIS countries – not less than 3-5 USD / kg (more expensive goods are Lipstick and make-up preparations).

For commodity headings 3305 

The least-cost product is hair shampoos, their costs are 1,1-4 USD / kg. The various additives, including pharmaceutical components has an effect on price of shampoos. The price of these shampoos may reach 5-13 USD / kg.

More expensive goods are hair dyes; their value ranges from 2 to 8 USD / kg. Price depends on the brand and country of production (cheaper products are made in Bulgaria, Turkey, CIS countries, South-East Asia). 

Cost of sprays and lotions for hair are 3,7 USD / kg. Preparations for hair under well-known brands, which can be classified as "luxury" are usually imported in small quantities; their price may vary from 5 to 15 USD / kg. Within this group of commodities, among the cheapest goods can be mentioned shampoos; among more expensive ‑ lotions, sprays and other hair preparations (for example, fragranced veil for hair, the cost of which can amount to 30 USD / kg).

For commodity headings 3306 

Preparations for oral or dental hygiene are imported to Russia mainly from the UK, Germany, Poland, Brazil, Turkey, the USA, Bulgaria, Romania, India, China, and CIS countries. Their estimated prices vary from 1,5 to 5 USD / kg. At the same time in these countries preparations for oral or dental hygiene are produced both under unknown brands and under well-known brands of international companies, this fact accordingly affects the price.

The cost of preparation for teeth also depends on their components. In particular, the low-cost toothpastes are made on the basis of cretaceous and may contain calcium and fluoride. 

Toothpastes “middle” class, besides calcium and fluoride, contain extracts of herbs. 

“High” class toothpastes are mitigated being made on the abrasive basis and contain antibacterial ingredients (such as triclosan) and other additives. They are more expensive than those made on the cretaceous basis (not less than 2 times). 

For commodity headings 3307 

This group includes creams and shaving gels, containing soap or other organic surface-active substances, after-shave lotions, deodorants and antiperspirants, preparations for bathing, for epilation. Prices of this group are estimated at the following levels:

· Preparation for bathing - from 1,5 to 7 USD / kg;

· Preparation for shaving - from 2 to 15 USD / kg;

· Deodorants and antiperspirants - from 1,5 to 10 USD / kg.

Price for given products can vary depending on composition, volume and type of packaging etc. For example, among deodorants and antiperspirants aerosols and roller deodorants are the cheapest; antiperspirants, made with gel or cream base are the most expensive. 

f. Sanitary and Phytosanitary norms

The Sanitary-Epidemiological Conclusion Certificate (or Hygienic Certificate) confirms that products, activities or technical conditions conform to applicable hygienic standards and sanitary regulations in the Russian Federation.

According to the letter of Federal Customs Service of the Russian Federation from March, 27 2008 N 01-11/11534 “On list of commodities for which Sanitary-Epidemiological Conclusion Certificates or State Registration Certificates must be obtained” perfumery and cosmetics production of commodity groups 3303, 3304, 3305, 3306 and 3307 must have Sanitary-Epidemiological Conclusion Certificates or State Registration Certificates for customs clearance.

Sanitary-Epidemiological Conclusion Certification Schemes:

1. Product – certification of products assures that their characteristics, whether they are made locally or imported, to be sold or used within Russian territory, comply with Russian hygienic standards.

2. Type of Activity – certification for types of activity to be carried out within Russian territory confirms that these activities comply with Russian sanitary standards.

3. Technical solutions – certification for technical solutions confirms that the product to be manufactured on the Russian territory will be produced in compliance with Russian hygienic and sanitary standards.

Manufacturers can request inspection of their production facilities for the issuance of a hygienic certificate for all of their manufactured products. Manufacturing conditions, quality control with regard to raw materials and technological processes and also safety and sanitary parameters of the final goods will be the focus for the inspectors.

Procedure

Sanitary-Epidemiological Conclusion Certificates are issued by the Russian Federal Service for Supervision in the Area of Consumer Rights and Welfare Protection or Rospotrebnadzor
 (formerly Gossanepidnadzor).

Two independent organizations, both part of Rospotrebnadzor, are involved in hygienic certification:

1. Center of Hygiene and Epidemiology – test protocol analysis and other documentation;

2. Territorial Office of Rospotrebnadzor – issues final certificate based on the expert conclusion drawn by the Center of Hygiene and Epidemiology provided that the product conforms to the compliance of the goods to the Russian Hygienic Standard. 

Certificate Validity

A Sanitary-Epidemiological Conclusion Certificate is valid for 1 or 5 years depending on:

· Type of product and associated risks to human health;

· Shelf life;

· Validity of previous hygienic certificates if there are any.

g. Certification of import products

The following documents must be produced for passing the process of certification of imported perfumery and cosmetics production delivered under the contract:

· Certificate of Registration with the Tax Authorities (INN);

· Primary State Registration Number (OGRN);

· Company charter (first 3 pages and the last one);

· Contract with specification on delivery of perfumery and cosmetics production;

· Raw Material Composition;

· Safety data sheets;

· Certificate of Producer (ISO or any);

· Marketing Authorization (for cosmeceuticals only).

The necessary documents for passing the process of certification of imported series-produced perfumery and cosmetics (by foreign producer) are as follows:

· Raw Material Composition;

· Safety data sheets
 (are to contain the following information: product description, raw material composition, precautionary measures, application method); 

· Certificate of Producer (ISO or any);

· Application with an indication of the name and address of producer;

· Marketing Authorization (for cosmeceuticals only).

Certification procedure of cosmetics is carried out in phases:

· First Hygienic certificate, Conformity certificate and Records on certification tests are to be formalized;

· Product samples and necessary documents are to be presented to the Certification center (for laboratory test 3 samples of each product type must be provided);

· After receiving the record on laboratory, physic-chemical and microbiological tests (its number will be put into Sanitary-epidemiological conclusion and Conformity certificate) an applicant can obtain Sanitary-epidemiological conclusion (for 5 year period);

· The next step supposes the formalizing of Conformity certificate on the basis of the documents mentioned above (such a document has a period of validity 1-3 years)

Types of certification schemes: single shipment vs. serial production

Depending on the annual export volume, there are different types of Certificates of Conformity determining the evaluation procedure:

1. Single shipment certificates. The Consignment Certificate of Conformity is a trade document valid for one consignment only, i.e. for a certain quantity and type of product. This kind of certificate is advisable if the company exports to Russia sporadically. It can be issued only if the company is able to prove the availability of customer/importer in Russia by means of a contract or an invoice.

2. Certificates for serial production. The Serial Production Certificate of Conformity is a trade document whose validity can vary from 12 months to 3 years depending on the nature of the products. Such a document enables the company to export unlimited times and quantities of heterogeneous goods produced during the validity period of the certificate. This type of GOST R certificate is especially suitable for a company with regular export activities and a wide product range. To ensure the compliance of products to Russian standards after the certificate has been issued, an annual inspection by accredited Certification Body is required.

Price of applying for product certification

Price of obtaining the documents required for the GOST R Declaration of Conformity depends on particular characteristics of product itself, other obtained certificates for the certifying goods and details of lab tests.

In order to obtain precise information about the prices for obtaining this declaration, contact accredited companies for certification; they will provide a quick and detailed answer.

The price of certification services depends on several key factors:

· Specificity and type of product.

· Availability of earlier received certificates.

· Set of tests.

· Amount of goods (a batch, certain quantity according to the contract, serial production) and its specific features.

· Complexity of laboratory tests norms or recipes.

For business estimation it is better to know the sunk normative of certification costs.

Table 3.3.2 Sunk normative of certification costs
	Activity
	Sunk normative cost

	Preparation of conclusions (inquiry) for customs inspection
	0.5 MMW


	Translate and approve documents
	8 MMW1

	Control the batch of goods: customs value (CV) up to RUR 10,000
	0.15% CV

	Control the batch of goods: customs value (CV) RUR 10,000 to RUR 50,000
	RUR 15+0.1% CV, which is in excess of RUR 10,000

	Control the batch of goods: customs value (CV) RUR 50,000 to RUR 500,000
	RUR 55+0.07% CV, which is in excess of RUR 50,000

	Control the batch of goods: customs value (CV) RUR 500,000 to RUR 1,000,000
	RUR 370+0.05% CV, which is in excess of RUR 500,000

	Control the batch of goods: customs value (CV) more than RUR 1,000,000
	RUR 620+0.03% CV, which is in excess of RUR 1,000,000


Example of using Table 3.3.2: if customs value (CV) is 30,000 RUR, a company has to pay 15 RUR + 0.1* (30,000-10,000) RUR = 15 RUR + 0.1*20,000 RUR = 15 RUR + 2,000 RUR = 2,015 RUR.

h. Technical specifications

The major part of cosmetics is produced in Russia in accordance with Technical specifications (TU). These are the documents worked out by the company-producer itself. Though such documents do not contradict with Russian legislation Russian customer is usually more loyal to the goods produced as directed by the State standards (GOSTs).

The standards for perfumery and cosmetics of type “General specifications” (OTU) cover the most products manufactured at present and they are as follows:

· GOST R 53427-2009 Aerosol packaged cosmetics. General specifications

· GOST R 53426-2009 Shave cosmetics. General specifications

· GOST R 51579-2000 Liquid cosmetics. General specifications

· GOST R 52952-2008 Cosmetic gels. General specifications

· GOST R 52701-2006 Cosmetics for nails care and make-up. General specifications

· GOST R 52345-2005 Cosmetic hygienic washing stuffs. General specifications

· GOST R 52344-2005 Powdered and compact cosmetic stuffs. General specifications

· GOST R 52341-2005 Decorative cosmetic stuffs on emulsive basis. General specifications

· GOST R 52342-2005 Decorative cosmetic stuffs on fatty and waxy basis. General specifications

· GOST R 52343-2005 Cosmetic creams. General specifications

· GOST R 52344-2005 Powdered and compact cosmetic stuffs. General specifications

· GOST R 52345-2005 Cosmetics hygienic washing stuffs. General specifications

· GOST R 52022-2003 Glass containers for food liquids and cosmetic products. Marks of glass

· GOST R 51781-2001 Glass containers for perfumery and cosmetic products. General specifications

· GOST R 51391-99 Cosmetics products. Information for consumer. General requirements

· GOST 28303-89 Perfumery and cosmetics. Packing, marking, transportation and storage

· GOST 27429-87 Liquid perfumery and cosmetics. Packing, marking, transportation and storage

· GOST 29188.6-91 Perfumery and cosmetics. Method for determination of ethyl alcohol by gas chromatography

i. Documentation and customs formalities

Customs procedures are quite bureaucratic in Russia, which has a negative effect on the overseas suppliers. 

Choice and Change of the Customs Procedure

1. Importation of goods to and their exportation from the customs territory of the Russian Federation requires their carriers to subject such goods to one of the customs procedures specified in the present Paragraph and observe Customs procedure.

2. A person has the right at any time to choose any customs procedure and change it for another one in accordance with Customs Code.

Subjecting Goods to the Customs Procedure

1. Goods are subjected to a customs procedure upon the permit of the customs authorities issued in accordance with Customs Code.

2. The customs authorities are obliged to issue a permit for subjecting goods to the declared customs procedure provided a person observes the requirements of the declared customs procedure as well as of the other terms stipulating the release of goods.

3. The day of subjecting goods to a customs procedure shall be the date of the goods release by customs authorities.

Documents and Information Confirming Observance of the Customs Procedure

1. Permit for subjecting goods to a desired customs procedure will be granted by a customs office upon submission by the applicant of the documents and information confirming observance of the terms and conditions set forth in the present Paragraph stipulating undergoing of goods under said customs procedure. 

2. The customs authorities have no right to request submission of the documents and information other than those, which may be required for confirming the observance of the terms and conditions stipulating placement of goods under the declared customs procedure and observance thereof in accordance with Customs Code.

Guarantees of Observance of Customs Procedures

Upon issuance of permit for subjecting goods to a customs procedure whose terms involve complete or partial exemption of goods from customs duties and taxes, or reimbursement of the earlier paid amounts, and/or non-application of the economic restrictions and prohibitions of stipulated by the Federal Law of the Russian Federation on the State Regulation of Foreign Trade Activities, the customs office has a right to demand from the applicant to grant a guarantee for requisite dutiable payments, submit a liability to export the temporarily imported goods, as well as the other guarantees of proper fulfillment of the liabilities set forth by the provisions of the present Paragraph.

Liability to Confirm to the Observance of Terms and Conditions pursuant to Subjecting Goods to the Customs Procedure

The applicant shall be responsible for confirming to the observance of the terms and conditions pursuant to subjecting goods to a customs procedure whose terms involve complete or partial exemption of goods from customs duties and taxes, or reimbursement of the earlier paid amounts, and/or non-application of economic restrictions and prohibitions stipulated the Federal Law of the Russian Federation on the State Regulation of Foreign Trade Activities.

Documents and Information Confirming Observance of the Customs Procedure

1. In case goods, which are subject to a customs procedure, are confiscated due to a lawsuit brought against applicant on charges of an administrative offence in the field of the customs system, the term of application of this procedure with regard to said goods should be suspended.

2. If the ruling enacted with regard to said administrative offence in the field of the customs system does not involve any withdrawal of goods subject to a customs procedure, the term of application of this procedure with regard to said goods should be reinstated.

Upon reinstatement of a customs procedure, the interest, whose charging and disbursement are stipulated in this Section, shall not be charged or paid for the period of suspension of said customs procedure.

3. If a person who is held responsible for an administrative offence is charged with non-observance of the terms and conditions stipulated by the selected customs procedure and said non-observance precludes further application of Customs procedure, it ought to be terminated according to this Section within 15 days from the date of entry into force of the ruling with regard to the lawsuit on the administrative offence.

Supplier’s Documents

Supplier exporting goods into Russia should prepare the following documents:

1. Invoice ‑ this is the main document declaring the value of the goods for customs clearance and containing the following:

· Number and date;

· Supplier, Forwarder and Importer’s names;

· Contract number and date;

· Number and type of vehicle;

· Delivery terms;

· Payment terms;

· Goods titles;

· Index of Goods for Foreign Economic Activities information (named “TN VED” in Russia);

· Country of origin;

· Unit and total weight of the goods;

· Number of cargo places and marking information if possible;

· Unit and total price of the goods;

· Goods packing;

2. Packing List - Supplier prepares that for more detailed information on the quantity, packing and volume of the goods, which is the basis for declaring the goods in accordance with the Index of Goods for Foreign Economic Activities in Russia;

3. Certificate of Conformance or any other certificate - Supplier prepares it to confirm the country of origin of the goods as well as for certification of goods in Russia;

4. Certificate of Product Origin – is issued by Chamber of Trade and Commerce in the Supplier’s country;

5. Sanitary Certificate;

6. Price list and/or a copy of the Export Declaration Form;

7. Documents, needed for the confirmation of the value of the goods;

8. Insurance copy (for CIP and CIF delivery terms);

9. Shipping documents:

· CMR (International Carriage of Goods by Road);

· Bill of lading;

· TIR (Transports Internationaux Routiers);

· Documents for control of the shipment of the goods (named “DKD” (in Russian language “Dokument kontrolja za dostavkoj tovarov”) in Russia, used in Russia only);

· Air waybill or railway shipping documents (Russian or international ones).

Importer’s Documents

For customs clearance a Russian Importer should prepare the following documents:

1. A letter of attorney with copies of the labor contract for the person, mentioned in the letter of attorney;

2. Passport copies of the Importer’s CEO (named “General Director” in Russia), CFO (named “Chief Accountant” in Russia) and the person the letter of attorney is issued to;

3. A copy of Supply Contract with all the additions and amendments with the Importer’s seal and signature on each page. It should contain the following:

· Document number and date;

· Complete and precise names of the contract Parties as well as their countries of origin;

· Information on the product, which should be the same as in the shipping documents, certificates and other documents, needed for proper customs clearance;

· Contract value;

· Complete appellation of the transaction currency;

· Delivery terms;

· Payment terms;

· If a Russian Party make an advance payment for the goods, there should be a paragraph in the Contract, imposing penal fees on the foreign Party in case it violates the terms of the Contract;

· Last transaction date in accordance with the Contract (it is the latest out of the two following dates: last day of the customs clearance of the last lot of goods, imported into Russia in accordance with the Contract, or the last payment in accordance with the Contract;

· The requisites (legal address) of the Russian Party should contain the following: complete name, location, date of state registration, number according to the Russian Classifier of Enterprises and Organizations (named “OKPO” in Russia), tax payer identification number; requisites of the responsible bank, which should prepare the Transaction Passport (needed for overseas operations in Russia) with the currency account number, which will be used for the payment processing in accordance with the Contract;

· The requisites of the foreign Party should contain the information on the goods Supplier even if the payment is transferred to a different company. There should also be the information on the legal form (LLC/JSC etc.), date of registration, location and banking details;

· Supply Specification Sheet copy, sealed and signed by the Importer on each page. It is an unalienable part of the Contract, which details the supply and contains the following:

1. Supply value;

2. Payment terms;

3. Name of the Importer;

4. Destination point/bonded warehouse (named “SVH” in Russia);

5. Unloading/storage place;

6. Means of transportation;

7. Quantity and weight, kind of packing and unit price;

8. Specification on whether the packing is included into the goods weight or not.

9. Russian translation of the Invoice, Contract and other documents at the customs request –copies with  Importer’s corporate seal and signature;

10. Transaction Passport - original document and its copy, signed and sealed by the Importer;

11. Prepayment confirmation (bank slip or a bank order) with the exact transfer sum - copies signed and sealed by the Importer;

12. Bank order to cover advance customs payments (customs duties, value added tax, fees etc.) - original document with a bank seal;

13. Certificate of Conformance (this is the main document confirming the safety of imported goods) or the confirmation from State Standardization Agency, named “GOSSTANDART” in Russia that the goods are not subject to mandatory certification. If the goods are subject to  mandatory certification, the Importer should prepare a notarized certificate copy or a copy with the seal and signature of the organization which issued the document;

14. Hygiene Evaluation if the goods are subject to such;

15. Veterinary certification, Form 2 or the Protocol of phyto-sanitary control in case of flora and fauna importation;

16. Other permits for customs clearance depending on the goods index in the Index of Goods for Foreign Economic Activities (named “TN VED” in Russia): 

· Department of economic development and trade licenses (for the import, subject to non tariff regulations) as well as other permits from the customs bodies of the Russian Federation (when declaring certain customs procedures); 

· Permits from other state bodies (Interior, Agriculture, Health, Communication and Cultural departments); 

· Certificates of Product Origin. 

Confirmation of Product Value

To avoid further customs value corrections, customs bodies request from an Importer, documents confirming the goods value, which include:

1. Shipping and insurance documents, if available, depending on the delivery terms;

2. Shipping bill or a signed and sealed calculation of the shipping cost if it was not included in the Invoice;

3. Supplier’s Declaration Form, sealed and signed by the Supplier;

4. Importer’s orders for similar purchases;

5. Supplier’s catalogues, specifications and price lists;

6. Supplier’s calculation of the goods value if the Supplier agrees to submit that to the Importer in Russia;

7. Commercial, customs and payment documents, used in the transactions with similar or identical goods, including all kinds of bills, cost calculations, and Supplier’s price list;

8. Other documentation that could be used for the confirmation of the information, declared in the Declaration Form.

Please note: If the product is new to the market, one should enclose all kinds of information on it: technical specifications, booklets, samples, images etc. All the copies should be sealed and signed by the Importer.

j. Special import modes

According to the Article #155 of the Tax Code of the Russian Federation the following customs procedures have been established for goods with a view to ensuring observance of customs regulations:

1) Principal Customs procedures (release for domestic consumption; export; international customs transit);

2) Customs Economic Procedures (Inward processing procedure; Processing for domestic consumption; Outward processing procedure; Temporary importation; Bonded (Customs) warehouse; free customs zone (free warehouse));

3) Completion Customs Procedures (Re-import; Re-export; Destruction; Rejection in Favour of the State);

4) Special Customs Procedures:

· Temporary exportation;

· Duty-free trade;

· Movement of stores;

· Other special customs procedures.

For cosmetics imported to Russia only one special customs regime is applied ‑ it is Duty-free trade, under which this product group is sold at retail stores located at border crossings. In 2007-2009 around 4,5% of the total import volume of cosmetics (in money terms) was distributed through these special duty-free shops.

Retail trade in such shops is carried out under the control of Russian customs. Sales at such locations are not subject to payment of duties or taxes, and are not subject to the application of any economic restrictions and prohibitions (except for prohibited goods). In addition, goods placed under this regime are exempt from domestic taxes. After goods are placed in duty-free shops, customs duties and taxes previously paid for their import are reimbursed. Only a Russian legal entity can own a duty-free shop, and only this entity can declare the goods as placed for duty-free trade.

3.4 Distribution Structure

a. Distribution channels

Distribution is the key to success in the Russian market. The general distribution system of cosmetics in Russia consists of three levels and various kinds of distribution channels (Figure 3.4.1).
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Figure 3.4.1 Distribution structure
Level 1 of distribution

At the first level imported or domestically produced cosmetics is distributed among Major Distributors, Wholesale-retail companies, duty-free shops, company outlets. At present direct sellings from producer to final customer is becoming very popular. Producer / importer can also directly supply on-trade and off-trade business with its production.

Major distributors. Such companies distribute products in the regions through their network of regional branches. They usually run distributor centers in several regions. 

In the Russian cosmetics market there are three access channels to final customer:

1. Direct access without an agent. This channel considers trade through Duty-free shops, Company outlets and Direct sales. Direct sales provide the third part of the total sales volumes (the best-selling brands – Avon and Oriflame). This type of sales supposes the distribution of cosmetics through catalogues and usually by way of two main delivery variants either by post or through a consultant.

2. Through operators of the second distribution level (major wholesale and wholesale retail companies). Almost all large producers (except those who use direct sales only) sell their production through dealers and distributors. This is connected with the large territory of the Russian Federation and consequently with high expenses for product delivery into regions of the country.

3. Passing wholesales companies through the third distribution level. Such a way can be chosen either because of the specific character of a product or because of a producer’s strategy. The example of the former is a company that manufactures the product by order for hotels or salons; the example of the latter is Concern “Kalina” that work both with wholesalers and retailer.

There are five types of Direct Client of Producers/Importers and Major Distributors: wholesale-retail companies, retail chains and shops, open markets and on-trade companies
.

At present more than 1300 companies (including individual entrepreneurs) import perfumery and cosmetics into Russia. Majority has the headquarters in Moscow or St. Petersburg. Most importers have established trading houses that serve as wholesalers and distributors.

Level 2 of distribution

At the second level Wholesale-Retail Companies operate. They purchase from Major Wholesale Companies and Producers (importers) to resell wholesale and retail. These large group of companies unites different types of sellers, which can operate either through their network in a few regions or in one particular region. They usually don’t operate in big cities because retailers always have opportunity to work directly with producer / importer and thus purchase cosmetics products without extra charge These firms can supply with perfumery and cosmetics on-trade/off-trade companies as well as sell the product directly to final consumer.

Level 3 of distribution

Finally, on the third level of distribution system there operate several types of companies that sell cosmetics directly to consumer. They may purchase goods from producer (importer), wholesale and wholesale-retail companies.

Specialized retailers. They are large specialized retail chains  that occupy almost a third part of the market (Ile de Beaute, Douglas Rivoli, L’Etoile and Rive Gauche provide over 60% of sales volumes through this channel); and so-called drogerie – small chains of perfume and cosmetic shops “near one’s home”. Specialized perfumery and cosmetic retail chains provide little more than 30% of the total sales volumes; but their turnover growth rates have significantly slowed down comparing to the previous years.

Non-specialized retailers. They are supermarkets, retail chains etc, for which cosmetics and perfumery are not the profiled commodities and are usually presented in a limited line.

Open markets. Some years ago this group of retailers provided around 16% of total sales volumes, but their number has decreased recently. The great majority of such markets are still operating in regions; it should be noted that main part of counterfeit products are being sold and it almost impossible to estimate the volumes of sales flow through this channel.

Internet-shops. On-line sales can be done by the representatives of all distribution levels. The highest credibility belongs to Internet-shops of producers and of retail chains. Considerable amount of counterfeit and illegal cosmetics and perfumery are sold through some Internet-shops.

Drugstores. The popularity of this distribution channel is growing along with increasing popularity of “cosmeceuticals” (cosmetics with curative effect allowed for sale only through drugstores). Though the common cosmetics are presented in Russian drugstores as well. The sales volume of cosmetics through this channel is estimated at 4-5%.

Duty-free shops. This type of shops sells cosmetics directly to final customers. They purchase its production from producers and also can be direct importers. The volume of sold foreign products through this channel is around 4,5% of the total volume of imported cosmetics in money terms.

Company outlets. Some large companies that produce or import the target group of products have their own retail outlets in Russia where customer can buy cosmetics directly.

On-trade sector is represented by beauty salons, hotels, fitness-centers etc. Many of them can sell either certain perfumery or cosmetics or the product as a part of some provided service.

It should be mentioned that at present relations between suppliers, distributors and retailers in the Russian cosmetics market are becoming tougher. Not least of all this is because the Russian perfumery and cosmetics market has already reached some degree of development. Retailers become more significant market players, they start dictating their terms to producers and distributors. Now it is much more convenient for retailer to work with producers directly, especially as many foreign producers have opened their representative offices in Russia.

b. Recommended channels for distribution of Brazilian products

There are many possible distribution channels for selling cosmetics in Russia and every single producer has rights to select its own way of the product distributing, but for efficient business it must be a competent and rational choice. Decision about the most favourable channel depends on many factors such as type of product, its price and attributes, etc. and of course it depends on the characteristics of the producer itself and the target group of customers of the product. 

The main factor that influenced the formation of the distribution scheme in Russia is its large territory. International companies try to be presented not only on the markets of Moscow and St.Petersburg but in regions. For this purpose all international and Russian large producers (except for those who work as direct sellers) have to cooperate with dealers and distributors in regions. Considering the facts that Russian market is saturated with import production and Brazilian cosmetics awareness is not very high, entering the market, brand positioning and building of distribution scheme without support from such companies will involve heavy capital outlays. Therefore for increasing sales volumes and expansion into Russian regions we recommend Brazilian companies to contact with dealers and distributors .

If a company works as direct seller in mass-market segment the best way for operating in the Russian market is establishing of own representative office or a subsidiary in Moscow and/or in St.Petersburg and thus work through the distribution channel “Importer/Producer ‑ Final customer”. For further expansion the additional offices in Russian regions should be open. The organization of such a business is of high-cost, requires considerable human resources and a rather serious budget for advertising. The popularity of direct sales in Russia is growing, but the saturation of this segment in Russia is rather high.

Entering the mass-market segment in the area of indirect sales is more realizable. The optimum way to enter the market is cooperation with large specialized retail chains, where the presence of a brand is some kind of advertising itself and quality assurance (distribution channel “Importer/Producer – Specialized retailer ‑ Customer”). The negative side of this channel is high concentration of such chains in Moscow and St.Petersburg and a very slow expansion into regions ‑ all this can narrow trading area. Another way is a work through a large distributor, which can distribute production both in big cities and in regions and in addition promote the product (channel “Importer/Producer – Wholesale company ‑ on-trade / off-trade ‑ Customer”).

For operating in the segment of luxury cosmetics we recommend to work with specialized large retailer chains and/or to open own shops, because for consumer of such cosmetics it is very important a trendy constituent and an exclusive service (distribution channels “Importer/Producer – Specialized retailer ‑ Customer” and “Importer/Producer – Company outlet ‑ Customer”).

For distributing of cosmeceuticals it is advisable to work through drugstores especially large well-known chains (distribution channel “Importer/Producer – Drugstores ‑ Customer”).

For the professional production it is important to use the intermediate consumers, i.e. beauty salons, fitness-centers etc.

We advise not to sale cosmetics and perfumery through open markets and shady Internet-shops that are likely to form some negative impression about brand and company.

c. Sales promotion and advertising editions

Choosing of promotion method of every product type depends on the product type, its price-segment, and also on the company budget and its strategy. The most popular ways of cosmetics promotion are as follows: 

TV and radio advertising ‑ the most efficient and expensive way to advertise; it informs consumers about a new product in the shortest time and form company image.

Advertising in press ‑ for this purpose mostly women’s glossy magazines are used; press advertising is cheaper than advertising on TV and can say a lot about product characteristics. In the table below the most popular specialized publications and the contact information are presented.

Tester in magazines ‑ this is a very effective promotional way for perfumes, preparations for hair, creams and other cosmetics, the effect of which is visible after first application. 

Street / underground billboards ‑ as a rule this type of promotion is used in big cities and for well-promoted brands, that help a company to attract consumer’s attention all over again. At the same time original billboard can also raise interest to a completely new product. 

BTL-promotion. As a rule, such actions are carried out in large specialized chains and shopping malls. It is important for Russian consumer not only to see the product, but also to get something tangible: testers, souvenirs etc.

Exhibitions. This method of promotion is very advisable for producers of medical and professional cosmetics. Participation in exhibitions and fairs gives the opportunity to find suppliers and distributors of the product; in addition it is a way of raising customer’s awareness of the product and its properties.

Table 3.4.1 Specialized advertising publications in Russia

	Name
	Phone
	E-mail
	Web

	Beauty & Health
	(495) 797-8840, 797-8854
	reklama@d-mir.ru
	www.kiz.ru

	Cosmetics & Medicine
	(495) 777-54-67
	info@cmjournal.ru
	www.cmjournal.ru

	KOSMETIK international
	(495) 937-13-18/19
	reklama@ki.ru
	www.ki-online.ru

	Beauty Health Fitness
	(812) 785-3719, 785-3558
	fit@extrabalt.com
	www.kzfspb.ru

	Les Nouvelles Esthetiques
	(495) 981-94-91, 981-94-90
	info@cosmopress.ru
	www.cosmopress.ru

	Nail Service
	(495) 981-94-91, 981-94-90
	info@cosmopress.ru
	www.cosmopress.ru

	Esthetic Medicine
	(495) 228-70-71, 228-70-72, 228-70-74
	info@cosmopress.ru
	www.cosmopress.ru

	Beautiful Business
	(495) 412-09-18, 775-92-55
	reklama2@krasivo.biz 
	www.krasivo.biz

	Cabines
	(495) 609-2826, 609-2962, 978-3763
	reklama@cabines.ru
	www.cabines.ru

	BEAUTYTIME
	---
	bt-reklama@beautytime.ru
	www.beautytime.ru

	SOFW
	---
	info@cmjournal.com.
	www.cmjournal.com


d. Exhibitions and fairs

Women World 2010

Place: Arkhangel’sk

Period: 02.03.2010 - 05.03.2010

Periodicity: Annually

Exhibition contractor: LLC “Pomorskaya Yarmarka”

Web: www.pomfair.ru
E-mail: info@pomfair.ru
Silver Lily of the Valley - 2010

Place: Nizhniy Novgorod

Period: 19.03.2010-22.03.2010
Periodicity: Annually

Exhibition contractor: Nizhniy Novgorod fair

Web: www.yarmarka.ru
E-mail: sofronova@yarmarka.ru, tikhomirova@yarmarka.ru
The World of Beauty & Health 2010

Place: Rostov-on-Don

Period: 25.03.2010 - 28.03.2010

Periodicity: Annually

Exhibition contractor: Exhibition company "Dialcom" Ltd

Web: www.dialcom-expo.r
E-mail: pismo@dialcom-expo.ru
Charm 2010

Place: Samara

Period: 25.03.2010 - 28.03.2010

Periodicity: Annually

Exhibition contractor: Expo-Volga

Web: www.expo-volga.ru
E-mail: charm@expo-volga.ru
Ideal of Beauty

Place: Krasnoyarsk

Period: 15.04.2010 - 18.04.2010

Periodicity: Annually

Exhibition contractor: Krasnoyarsk Fair Exhibition company

Web: www.krasfair.ru
E-mail: filatova@krasfair.ru
INTERCHARM PROFESSIONAL 2010

Place: Moscow

Period: 22.04.2010 - 24.04.2010
Periodicity: Annually

Exhibition contractor: CosmoPress

Web: www.intercharm.net
E-mail: expo@intercharm.ru
N.I.C.E. / IDEAL BEAUTY 2010

Place: Saints-Petersburg

Period: 13.05.2010 - 16.05.2010

Periodicity: Annually

Exhibition contractor: Restec Exhibition Company

Web: www.restec.ru
E-mail: main@restec.ru
Spring Charm 2010

Place: Krasnodar

Period: 13.05.2010 - 15.05.2010

Periodicity: Annually

Exhibition contractor: The Exhibition Center "KrasnodarEXPO"

Web: www.krasnodarexpo.ru
E-mail: admin@krasnodarexpo.ru
Sibperfume. Siberian style. 2010

Place: Novosibirsk

Period: 01.06.2010 - 04.06.2010

Periodicity: Annually

Exhibition contractor: World Trade Center - Novosibirsk

Web: iserve.wtca.org/wtc/Novosibirsk_contacts.html
E-mail: welcome@sibfair.nsk.su
Beauty & Grace

Place: Sochi

Period: 10.06.2010 - 13.06.2010

Periodicity: Annually

Exhibition contractor: Sochi-Expo, Chamber of Commerce of Sochi

Web: www.sochi-expo.ru
E-mail: krasota@sochi-expo.ru
Art Beauty 2010

Place: Pyatigorsk

Period: 23.06.2010 - 25.06.2010

Periodicity: Annually

Exhibition contractor: Exhibition Center “Artex”

Web: www.artex1.com
E-mail: artex1@artex1.com
Cosmetology.  Optics 2010

Place: Sochi

Period: 24.06.2010 - 27.06.2010

Periodicity: Annually

Exhibition contractor: SOUD – Sochi Exhibitions

Web: www.soud.ru
E-mail: soud@sochi.ru
Charm Profi 2010

Place: Samara

Period: 23.09.2010 - 26.09.2010

Periodicity: Annually

Exhibition contractor: Expo-Volga

Web: www.expo-volga.ru
E-mail: charm@expo-volga.ru
Spa&Beauty-2010

Place: Moscow

Period: 24.09.2010 - 26.09.2010

Periodicity: Annually

Exhibition contractor: Cabines International

Web: www.spa-and-beauty.ru
E-mail: pr@spa-and-beauty.ru
The Industry of Beauty 2010

Place: Omsk

Period: 06.10.2010 - 08.10.2010

Periodicity: Annually

Exhibition contractor: International Exhibition Center “Intersib”

Web: www.intersib.ru
E-mail: fair@intersib.ru
INTERCHARM 2010
Place: Moscow

Period: 28.10.2010 - 31.10.2010

Periodicity: Annually

Exhibition contractor: LLC "Rid-SK"

Web: www.intercharm.ru
E-mail: intercharm@reedexpo.ru
Kosmetik Expo - Ural 2010
Place: Ekaterinburg

Period: 01.11.2010 - 01.11.2010

Periodicity: Annually

Exhibition contractor: UralExpoCenter

Web: www.uralex.ru
E-mail: uralexpo@uralex.ru
e. Marketing consultation

At present a lot of firms in Russia provide marketing and consulting services. Among them there are the largest international companies that offer such services, the list of which can be seen below.

Pricewater-house Coopers

White Square Office Center, 10 Butyrsky Val, 125047, Moscow, Russia

Phone: +7 (495) 967-6000

Fax: +7 (495) 967-6001

Web: www.pwc.com/ru
Deloitte & Touche

5, Lesnaya Str., 125047 Moscow, Russia

Phone: +7 (495) 787-0600

Fax: +7 (495) 787-0601

Web: www.deloitte.com
Ernst & Young

Sadovnicheskaya nab. 77, bld. 1, 115035, Moscow, Russia

Phone: +7 (495) 755-9700

Fax: +7 (495) 755-9701

Web: www.ey.com
KPMG

Naberezhnaya Tower Complex, Block C, 10 Presnenskaya Nab., 123317, Moscow, Russia

Phone: +7 (495) 937-4477

Fax: +7 (495) 937-4499

E-mail: moscow@kpmg.ru
Web: www.kpmg.ru
McKinsey and Company

Lesnaya Str., 5, build. “C”, 125047, Moscow, Russia

Phone:  +7 (495) 424-8000

Fax: +7 (495) 424-8001

E-mail: zapros@mckinsey.com
Web: www.mckinsey.com
GFK Ryazanskiy prospekt 8а, 109428, Moscow, Russia

Phone: +7 (495)  937-7222 

Fax: +7 (495) 937-7233

E-mail: mail@gfk.ru 

Web: www.gfk.ru
PART 4.  HELPFUL INFORMATION ON BUSINESS DEALING TO RUSSIA, CONCLUSIONS AND RECOMMENDATIONS FOR BRAZILIAN COMPANIES

4.1 Trading customs

a. Negotiating process

Russian business customs tend to be formal. Introductions are respectful, business cards are exchanged and suits are worn. If you attend a meeting with a traditional Russian entity, the same level of people should be represented on each side of the table, i.e. Vice President from X and Vice President from Y, Deputy Director from X and Deputy Director from Y. Agendas are often circulated in advance as a courtesy. The handshake is used both during the meeting and during the leave, mostly among men. Dealing with public and state officials can sometimes be time-consuming and requires patience and perseverance.

Russians value patience and politeness. You are expected to be on time for all meetings, yet you will also be expected to be patient enough to wait for your Russian counterpart to arrive. Expect loud conversations and even shouting or storming out of the meeting during business negotiations. This is how many Russian businessmen negotiate. Final offers are a negotiating strategy.

For participating in business negotiations it is always necessary to prepare so-called commercial offer. In there you should formulate laconically the purpose of the project, duties of the interested parties, possible economic or organizational effect. On total volume a text must not exceed 2/3 pages; this offer is also suggested to be visually pleasing.

b. Use of catalogues and samples

Catalogues and samples are widely used in Russian business processes as they help to a salesman to show its range of products «alive», and to a buyer ‑ to evaluate their quality and properties through first-hand experience. The followings variants of presenting of catalogues and samples are possible:
· During business negotiations;

· On the specialized exhibitions (optimum for the “professional” segment of Cosmetics);

· Delivery by mail into company offices (There is a practice of sending by mail not only booklets but also samples of products, especially if producer (dealer) does not have opportunity of direct contacting with a potential partner).

For novelties in Russia there is a practice of product supplying «on consignment»: a producer (dealer) can advance a trial lot or catalogues to a retail or wholesale merchant, to beauty salons and other potential partners, ‑ if a commodity please its consumer, a supplier is likely to make a regular contract.

c. Visits and other forms of contacts

Besides negotiations in a company office or during business (working) lunch the following forms of business contacts are acceptable: public-call negotiations, correspondence both traditional and with the use of e-mail. Presently such negotiation types as videoconferencing or conference through IP-telephony are gaining popularity.
In addition, the law of the Russian Federation allows to sign agreements remotedly through an electronic digital signature (FL #258-FL «About electronic digital signature»).

Nevertheless it is necessary to take into account that substantial points are traditionally discussed at personal meetings only.

d. General conditions of import contracts 

The general conditions of import contracts in the Russian Federation are determined by clause of Vienna Declaration on Contracts for the International Sale of Goods from April 10 1980; by the general norms of civil legislation of the Russian Federation and delivery terms systematized and published by the International Chamber of Commerce (ICC) (Paris) «INCOTERMS-2000». 

An agreement is usually made in the Russian and foreign languages. Double interpretation of formulations is not allowed, the articles of contract must not contradict with each other. The delivery terms of «INCOTERMS-2000» are advisory; the contract terms may be changed at wish of both parties. At the same time for Russian companies pointing the delivery terms in a foreign trade contract and Customs Cargo Declaration (CCD) in accordance with INCOTERMS is obligatory.

At signing of an agreement between Russian and Brazilian companies it is necessary to take into account possible divergences in legislation of the countries. To avoid disagreements it is preferable to be oriented on the norms of international law or have recourse to the help of legal expert.

Generally a standard agreement contains the following parts: 

· Preamble (contains: Contract Name, Contract Number, Place & Date of Signature, Contract Parties);

· Subject of the Contract;

· Price and total amount of the contract;

· Terms of delivery;

· Terms of payment;

· Packing and Marking;

· Acceptance of the Goods;

· Quality and Warranty;

· Claims;

· Force-major;

· Other terms;

· Annotation;

· Legal address and Bank Requisites of the Parties;

· Signature of Parties, Date of Signature.

A sample of foreign trade contract is represented in Appendix (page 87).

e. Insurance and freight

Insurance

In Russia insurance activity is regulated by the Civil Code, Federal laws and Government orders. 

The freight insurance market in Russia is less developed that in Europe and the USA: such kind of services is provided by only 35% of insurance companies; it is related to the crisis tendencies in the economy, decreasing of the volume of freight turnover and low degree of belief to insurance companies. However insurance of export-import transactions reaches 100%, as it is the obligatory requirement of importers. Though insurance of import in Russia is not settled legislatively, its absence can become a reason of forbidding of transporting of the goods through customs border of the Russian Federation.

Key market players operate mostly in Moscow and Saint Petersburg, however for clients’ convenience some companies open their offices near customs borders of the Russian Federation.

Internal transportations on Russia are considered to be high-risky, not all foreign companies offer services in insurance of goods transported over the territory of Russia; otherwise they set too high tariffs. Therefore the row of importers operates under the following scheme: transporting to the customs border of Russia is insured by a foreign company, on territory of the country – local company, which is better acquainted with the specificity of work and offer lower tariffs.

As a rule for export-import transactions companies insure either goods or liability of carrier, or risk of losses from entrepreneurial business due to nonfulfillment of contract terms by either party.

It is necessary to remember that in case of liability insurance of carrier the cargo owner will get the insurance compensation only with proved guiltiness of the insured person. As a rule the guilt can be establish only in court, therefore we recommend that goods should be insured. 

There are three types of insurance of goods in Russia:

1. With liability of insurer for all risks; 

2. With liability of insurer for total loss or damage to cargo; 

3. Free of particular averages.

According to the statistics the most losses fall at theft and cargo shortage – it should be taken into consideration at insurance choice. Generally a cargo can be insured for all risk types. 

In accordance with the Civil Code of the Russian Federation, the following cases are not admitted as loss events and are not supposed to be compensated: the impact of a nuclear blast, radiation or radioactive contamination; the hostilities, and also exercises and other military undertakings; the civil war, popular unrest of any kind of strikes; for the losses sustained owing to the seizure, confiscation, requisition, attachment or destruction of insured property according to the orders of state bodies.

The key points at insurance agreement completion:

· Insurance is drawn up on the person interested in safety of goods, but naming of assured party is optional;

· At insurance registration the beneficiary party, as a rule, fills a standard form, where he specifies the necessary information (information about insures, goods, transport, terms and delivery dates etc.), however it is possible to register the insurance on the basis of oral statement;

· Insurance company has rights to conduct examination of the insured property;

· Assured party must inform the insurer about all known circumstances being important in determination of risk degree of loss (damage) of goods; otherwise an agreement can be annulled;

· Insurer must give to assured an decisive elucidation about all substantial terms of negotiated contract: information about cargo, which is subject to insurance; insurance risks (insurance events) covered by insurance; size of a policy; term of insurance contract, etc;

· Policy value accounts individually and depends on the cargo type, its volume, packing, price, and route for the shipment, type of transport, presence of guard, statistics of events insured and amount of deliveries. On the average in 90% cases a policy value makes 0,08-0,3% of the total value of load.

Freight

Freight is a payment to transport owner for services in transportation of goods. The concept of Freight is used to various types of transport (marine, motor, air, train), however it is more widespread in marine transportations. 

In Russian legislation substantive provisions about chartering are fixed in the “Merchant Marine Code of the Russian Federation”, the key points of which are as follows:

· All payments due to carrier are paid by sender or freighter;

· Freight size is set by the agreement of parties;

· If freight size of loaded goods exceeds one indicated in contract, the freight size is due to increase accordingly. If freight size of loaded goods is less than one set by the agreement, the freight covered by the agreement is paid.

· Freight is not chargeable for the goods lost during its transportation and is due to be returned in case it was prepaid. 

· For a load lost or damaged because of his natural properties or circumstances depending on its sender, the freight is paid in full.

· Carrier is liable materially for load safety, except for the cases when damage to the load was inflicted due to circumstances beyond carrier’s control.

Detailed information on freight charge, liability of parties, delivery terms and time of delivery is stated in an agreement.

Russian freight companies work in accordance with two schemes:

1. Linear shipment are of regular character, i.e. call at certain ports with certain frequency;

2. Tramp operations – non-regular/one time operations.

There are a lot of international companies worked in the Russian market as insurance and freight agents. The largest players function in accordance with international terms; we recommend cooperating with companies with good business reputation only.

f. Customs clearance

Main documents required for undergoing customs clearance:

1) Foreign Trade Contract;

2) Invoice, proforma Invoice;

3) Specification and Packing List;

4) Goods and transport documents (Bill of Lading, CARNET-TIR, International motor waybill (CMR), House Bill of Lading, Air waybill, Rail consignment note (international or house));

5) Documents required for undergoing Currency control and confirmation of customs value of goods (Passport of transaction, carriage, insurance and payment documents).
The additional information is presented above (chapter 3.3 Market access, page 55).

g. Agents appointment

When the volume of products is high and the distribution of products is geographically dispersed, consideration may be given to identifying an effective distribution agent to carry out marketing and distribution functions. With this method, the vendor can negotiate with the distribution agent as to the scope of its services. One of the important services, which the distribution agent is likely to carry out, is marketing. The agent can either be a retail chain of well-located stores or a distribution company with a diversified and effective distribution network.

On choosing of an agent a supplier should consider its business reputation, experience, and its working area. 

But for strengthening and keeping its market position a foreign company is advised to set up a wholly foreign owned trading enterprise in Russia.

h. Trading disputes and arbitration

There is a special institution that assists in settling of international disputes in Russia – it is the Chamber of Commerce and Industry of the Russian Federation and particularly its department the Center of Arbitration and Mediation at the Chamber of Commerce and Industry of the Russian Federation, which includes the International Commercial Arbitration Court at the RF Chamber of Commerce and Industry, Court of Arbitration for Resolution of Economic Disputes, Maritime Arbitration Commission and Panel of Mediators in Conciliation Proceedings at the Chamber of Commerce and Industry of the Russian Federation.

The main tasks of the center are as follows:

· Promoting arbitration and mediation procedures in every way it can, including holding conferences and workshops, publishing materials of court practice, and compiling and disseminating informational and advertising materials; 

· Arranging and holding arrangements to improve and develop activities of the CCI’s arbitration institutions and Panel of Mediators and cooperation among them in the field of international arbitration, arbitration, mediation, and the Association of Average Adjusters, and to help arbitrators to upgrade their skills; 

· Studying and summarizing  experience in practical work and dispute resolution by foreign arbitration centers and arbitration courts in CIS member countries, and also organization and maintenance of activities on summarizing and publishing practical dispute settlement cases of the arbitration institutions of the CCI; 

· Handling of legal proceedings documents connected with disputes brought to the ICAC, MAC, the Court of Arbitration for Resolution of Economic Disputes, the Court of Arbitration for Sport, the Panel of Mediators, and the Association of Average Adjusters operating at the CCI, each under its own Rules, regulations, guidance and instructions, using customized computer software and hardware; 

· Arranging for meetings of panels of arbitrators and mediators to discuss selected cases, coordination of hearing dates, replacing of arbitrators, reporters, and mediators, where required by respective rules of procedure, and planning of schedules of hearings. Assistance to ad hoc arbitration; 

· Drawing up development plans and holding events aiming to improve the performance of the Chamber’s arbitration institutions and Panel of Mediators, and to adopt new organizational and technological methods for use in hearings, including those based on specialized hardware and software; 

· Undertaking efforts to enhance the image of the Chamber’s arbitration institutions and the Panel of Mediators in the business community, including, holding conferences and workshops devoted to international commercial and maritime arbitration, arbitration and mediation; 

· Analyzing and reviewing practices of dispute resolution, compiling and disseminating in the media, including the Internet, informational, analytical, statistical, and advertising materials on the Chamber’s arbitration institutions and Panel of Mediators; 

· Interaction with the media on arbitration and mediation; 

· Working out and perfectioning of the Rules of Procedure and also of regulations applying to the financial aspects of dispute settlement.

i. Payment forms

Mutual payments at foreign trade operations are regulated by FL of the Russian Federation «On Currency Regulation and Currency Control», by instruction of the Central Bank of the Russian Federation (TsB RF) «On the order of realization of currency control after justification of payments of imported commodities by residents» and the Statute «On non-cash payments in the Russian Federation».

Almost all imported contracts are made on a pre-paid basis. Post-payment is possible only for the well known clients, after long-term working relationships.

According to the Russian Federation legislation all the payments on import-export transactions are carried out by non-cash transfer and strictly with transaction certificates, through authorized banks only, that confirmed such certificates.

There are four possible types of non-cash settlements:

· Settlements by payment orders;

· Payment by a L/C (letter of credit);

· Check payments;

· Settlement in the form of encashment.

Payment order is the most common form of cashless transfers – it means instructing a servicing bank to remit prescribed amount of money from the account. As a rule payment orders are in effect during 10 days from the date of drawing. Settlements by orders can be as follows: payments in due course, advanced and deferred payments.

Payment by a L/C is the most secure method of payments at cooperation with new partners, since the processes of goods shipping and funds transfer are under control of servicing bank. But it is expensive and sometimes difficult to arrange, so this is not a favored payment method. In Russia letter of credit can be used for payments with only one supplier and can’t be readdressed. Cash payments of L/C are not allowed.
Check payments are not common in Russia, since the legislation imposes a lot of restrictions on such type of settlements: 
· Check issued by Russian bank is in circulation on the territory of the Russian Federation;

· Check is to be presented for payment within 10 days;

· Check indorsation is not allowed;

· It is obligatory for check drawer to make pre-transaction fund depositing on a special account.

Check is convenient in the following in the following cases: when payer don’t want to make payments before receiving of goods and supplier want to have security for payment before sending the products; when seller is unknown in advance.

In Russia settlements in the form of encashment are usually applied when international trade rules don’t stipulate other payment forms for the trade of certain goods.

Except enlisted payment forms there are several rarely used types of settlements: settlements by payment requests, bank clearing, inter-bank settlements. 

In general type and order of payments are chosen on mutual agreement of parties and described in contracts. Special attention should be paid to:

· account bank assign; it is advisable to give preferences to large international banks, that have departments both in your and in receiver countries in order to all the payments are made through the single bank;

· correct drawing up of document;

· agreement on transactions currency and currency rates;

· consider possible differences in requirements set by assign banks and legislations of the countries

4.2 Comments on Brazilian production

In the Russian market of perfumery and cosmetics, the Brazilian production enjoyed a rather low level of consumer awareness. Major share of Brazilian import till 2008 was occupied by the company L'Oreal (mascara "Maybelline") and Colgate-Palmolive (toothpaste). In 2008 after stopping of supplies of these goods Brazilian share in total import volume plummeted several times.

At present Brazilian producers may face certain difficulties in case of entering the Russian market; the main weaknesses of Brazilian production and challenges in the Russian market are as follows:

· High saturation level of the market and low loyalty of Russian consumers to brands as a whole; 

· Almost zero awareness of Russian consumers about Brazilian cosmetics; 

· Manufacturing and transportation cost of Brazilian production may be higher than the one of other producers, and Russian mass-market segment (the largest one) focuses mainly on price; 

· Only two Brazilian brands are represented in the Russian market, they are BioAge and Bonyplus; the production under these brands are presented in Russia in a very limited line (mostly in some beauty salons and Internet-shops).

· Entering the market all Brazilian producers will have to form the image of their products from the ground up.
Considering the position of Brazilian cosmetics on the Russian market and main characteristics of the market itself the key advice for Brazilian products can be given:

· To pay particular attention to pricing policy. Long transportation, working through intermediaries, the high expenses of promotion can greatly increase the cost of goods for final consumers. We recommend organizing a system of marketing so that the cosmetics that is in mass segment in Brazil would not be marketed as a luxury one in Russia.

· To emphasis the naturalness of the production. Russian consumers prefer cosmetics made on the basis of herbal extracts; this was proved by many companies (Green Mama, Clean Line, Oriflame) the key to success of which was the production made of ecologically friendly and natural products.

· To pay more attention to the segment of anti-age cosmetics – this group of cosmetics is becoming more popular in Russia substituting the universal care products.

· To raise awareness of Brazilian cosmetics among Russian customers through participation in fairs and exhibitions, advertisement in press etc.

· To use in advertising and in brand positioning the formed image of the country. In general the Russians formed a positive image of Brazil; the main associations to the country are as follows: the Brazilian carnival, football, serials, coffee, and Amazonian forests. The use of these stereotypes can assist to make the Brazilian cosmetics brands more accessible for perception and to increase attractiveness of the production.

· To contact with more numbers of importers for increasing import volumes; to use their opportunities of products distribution, etc;

· To pay attention of means of prior attraction of customer (design, packing).

4.3 Cooperation with Brazilian companies

A producer of perfumery and cosmetics can work on the territory of the Russian Federation through several forms of cooperation. 

Contract manufacturing – manufacture of products by order at an independent manufacturer’s facilities. This form of cooperation is used by many foreign and Russian companies producing cosmetics; for example the production of company Faberlic partially is produced in the factories Intercos (Italy), Fiabila (France), Faber Castel (Germany), Brivaplast & Zignago Vetro (Italy). 

At present many companies in Russia are offering such contract manufacturing services.

Production facilities of Russian companies abroad. Russian largest companies that operate in the cosmetics market can buy or open their own factories abroad. As a rule this happen if a company plans to enter foreign markets; for example, concern “Kalina” owns the company Dr. Sheller (Germany), the company Green Mama owns two factories in France.

Factories of foreign companies in Russia. This situation is quite the opposite to the previous one: having large market share or planning an active expansion foreign companies open their own production in Russia (e.g. at the beginning Avon products were imported in a full volume, later with increasing market share the intermediate production was imported and packed in Russia, now the company has established its own production).

Scientific cooperation. Russian companies extensively cooperate with international research laboratories and carry out joint development with them (e.g. Faberlic and Japanese laboratory Nikko-Chemical).

Moreover, it is possible to use such forms of cooperation as procurement of raw materials, foreign experts engaging (perfumers, designers), foundation of sole agencies etc.

4.4 Industrial associations

The Association of Perfumery, Cosmetics and Household Chemistry Manufacturers (APCoHM)

www.apcohm.org
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The Association of Perfumery, Cosmetics and Household Chemistry Manufacturers (APCoHM) represents the leading domestic and international manufacturers of products, raw materials, and packaging. Market shares of the APCoHM members are 60-90% of the Russian market in each product category. APCoHM's primary goals are: to work for bettering perfumery, cosmetics and household chemistry business environment; to assist each Association Member; to provide the Association Members with up to date information related to their business.


The Perfumery and Cosmetics Association of Russia (PCAR)

www.pcar.ru
The Perfumery and Cosmetics Association of Russia (PCAR) represents a non-government non-profit organization as a professional federal-level union.

PCAR main goals are: to render information and legal assistance to entrepreneurs on the Russian cosmetics market and to maintain and support the operators of the perfumery and cosmetic branch.
The Direct Selling Association (Russia) (DSA)

www.rdsa.ru
The Direct Selling Association (DSA) is the national trade association of the leading firms that manufacture and distribute goods and services sold directly to consumers. The mission of the Association is "To protect, serve and promote the effectiveness of the member companies and the independent business units they represent. To ensure that the marketing of products and/or the direct sales is conducted with the highest level of business ethics and service to consumers."


The Eurasian Union of Manufacturers and distributors of products for your health

Euro Alliance - a non-profit organization, established December 13, 2005 by the group of powerful companies and institutions - the developers, manufacturers and distributors of products for health (dietary supplements, food products and cosmetics). The headquarters of the Union locates in Novosibirsk. The purposes of establishing the Union: corporate support for the protection of producers and distributors; participation in the quality control of production; creation and active implementation of joint programs for health support of the nation. Today, the Union has established and effectively implemented dozens of recreation programs, a system of voluntary certification of producers of dietary supplements, etc. 

4.5 Conclusions and recommendations

Conclusions

The volume of the Russian market of cosmetics in 2009 accounted at around 3,5 bln.USD, that is 9,2% lower than in 2008.

Total market volume of perfumery and cosmetics along with production volumes is expected to grow at 5-10% in 2010.

In 2009 the volume of domestic production of cosmetics in Russia amounted to 1,4 bln.USD, that exceeds the index in 2008 at 2,1%. The volume of domestic production of cosmetics is expected to grow.

The Central and Ural Federal districts are the leaders in production volumes of Cosmetics – around 80% of total volume of Cosmetics in money terms are produced there.

Around 23% of total volume of locally produced perfumery and cosmetics is exported. In 2009 the volume of exported cosmetics was around 279,7 mln.USD (fall rate 3,2%). 

In 2009 the import volume of perfumery and cosmetics declined 15% and went down to 2,3 bln.USD. In 2007-2009 the import production occupied in average 70% of the total perfumery and cosmetics market volume in money terms.

The most attractive regions for cosmetics import are Moscow and St. Petersburg, because the largest importers of the product are located there.

More than 1300 companies were engaged in perfumery and cosmetic import in 2009 in Russia. They provide the supply of the production from over 70 countries. The majority of companies-importers in Russia are the branches of the world leading producers of perfumery and cosmetics that import only their production. The leading position during 2007-2009 period kept JSC “L’Oreal”, LLC "Oriflame Cosmetics" and LLC "Procter&Gamble Distribution Company" – the value of supplied production in 2009 amounted at 727,7 mln.USD, that is the third part of the total import volume.

France is the permanent leader by import volumes; in 2007-2009 this country provided around 30% of total import supplies.

The distribution system of cosmetics in Russia consists of three levels: Importer, Major distributors, Wholesale companies, Wholesale-retail companies, Specialized and Non-specialized stores and chains, Company outlets, Duty-free shops and on-trade companies. Around 30% of the total sales volumes fells on direct sales channel. Specialized perfumery and cosmetic retail chains provide little more than 30% of the total sales volumes.

An average Russian woman spends 12% of her income on cosmetic products, which is 1,5-2 times more than an American or European woman.
Recommendations

The main recommendations for Brazilian producers on the Russian cosmetics market are as follows: 

· Regardless of availability or absence of own representative office (RO) in Russia, it is preferable to have well-established contact with a Russian importer, which becomes especially important if the exporter operates without an RO. Having a local partner in Russia significantly widens business opportunities, as there is no need for establishing direct contacts with large number of retail chains. Besides, a local Russian partner could help in solving different problems, as often business at the Russian market depends on personal relationships. Moreover, local Russian partners help the importer understand local market conditions, for better decision-making, etc. The best location for a RO is Moscow, where a significant number of retail companies and representative offices are concentrated.
· It is advisable to cooperate with more importers for increasing import volumes, for using their opportunities of products distribution, etc;

· In case of having its own importer in the country a producer should use the shortest way to deliver its products to final customer (not for companies working as Direct sellers). For this purpose the best distribution channels are: “Importer – Specialized retail chain ‑ Consumer” (for Moscow, St.Petersburg and other large cities) and “Importer/Producer – Wholesale company ‑ on-trade / off-trade ‑ Customer” (for regions). The preferable operators on the third level of distribution are specialized retail chains. Also for distributing of cosmeceuticals it is advisable to work through drugstores especially large well-known chains (distribution channel “Importer/Producer – Drugstores ‑ Customer”).

· Every foreign producer should have its site in the Internet translated into Russian. This site is to represent the company and its products to final customers and potential partners and it serves as specific “business card”. Such a site should contain the information on the company itself, on the products range, on the quality of the products etc. 

· Brazilian producers of cosmetics should raise awareness of variety and quality of their products among Russian customers through participation in fairs and exhibitions, advertisement in press and indoor etc.

· The priority task for producers of cosmetics and perfumery is to gain favour of the customers and to hold them. It can be achieved by creating a recognizable product (brand) and means of primary attraction of customer (design, packing).

· And finally it is strongly suggested that foreign companies arrange to have their products imported by an experienced Russian importer as regulations in the Russian Federation are subject to change quite frequently, as well as to ensure that shipments have all required documentation.

 Appendix

Sample of Foreign Trade Contract

	Контракт № 

Москва                  «_____»________200_г.

Компания «____________», зарегистрированная по адресу____________ в дальнейшем именуемое "Продавец" в лице _________________, _________________, действующего на основании устава, и ООО "_______", именуемое в дальнейшем "Покупатель" в лице__________________– генерального директора, действующего на основании устава, подписали настоящий контракт о нижеследующем:

1. Предмет контракта
Продавец обязуется отгрузить, а Покупатель – купить на условиях (базисные условия поставки) согласно Инкотермс-2000 товары, номенклатура которых приведена в Приложении 1 к настоящему Контракту, являющемся неотъемлемой частью контракта, на общую сумму __________ (________________) долларов США в срок до _________________.

2. Цены по Контракту и общая стоимость Контракта

2.1. Все цены на товары оговариваются в предложениях Продавца и обозначаются в долларах США. Продавец имеет право изменять цены при условии оповещения Покупателя о предстоящем изменении не менее чем за две недели.

2.2. Общая стоимость настоящего Контракта ____________ (______________________) долларов США и остается неизменной, даже если Продавец изменяет цены в течение срока действия Контракта. 

2.3. Все расходы, включая таможенные, после подписания и исполнения Контракта уплачиваются сторонами на территориях своих стран.

3. Условия поставки

3.1. Условия поставки: базисные условия поставки.

3.2. Поставка Товара осуществляется партиями, сформированными на основании заказов Покупателя и наличия Товара на складе Продавца.

3.3. Заказ считается принятым к исполнению, если Продавец выставил Покупателю предварительный инвойс.

3.4. Инвойс вступает в силу с момента подтверждения Покупателем согласия на оплату по этому инвойсу.

3.5. Продавец обязуется в течение 5 дней с момента подтверждения Покупателем согласия на оплату по выставленному инвойсу отгрузить Товар со склада Изготовителя. 

Продавец обязан известить Покупателя о факте отгрузки Товара в кратчайшие сроки,  сообщив следующие данные: дату отгрузки, номер Контракта, наименование средства доставки, номер товаросопроводительного документа, описание, количество и вес отгруженного Товара.

В случае если Продавец не произвел отгрузку товара в течение 5 дней с момента подтверждения Покупателем согласия на оплату по выставленному инвойсу, он обязан уплатить покупателю 0,1% от стоимости заказа за каждый день задержки.

В случае если Продавец не произвел отгрузку товара в течение 30 дней с момента подтверждения Покупателем согласия на оплату по выставленному инвойсу, Покупатель вправе отказаться от заказанного товара.

3.6. Право собственности на Товар переходит к Покупателю в момент ___________(согласно базису поставки).
4. Условия оплаты

4.1. Покупатель оплачивает 100% суммы, указанной в инвойсе,  в течение 90 календарных дней по завершению оформления документов по таможенной очистке груза.

В случае просрочки платежа, Покупатель должен уплатить Продавцу пени в размере 0,1% от просроченной суммы за каждый день просрочки.

Авансовые платежи возможны по согласованию сторон. В случае непоставки товара Продавец возвращает сумму авансового платежа не позднее 90 дней со дня аванса.

4.2. Все платежи по настоящему контракту осуществляются в долларах США банковским переводом.
5. Упаковка и маркировка

5.1. Товары должны быть упакованы в соответствии с требованиями к каждому виду Товара.

Внешняя и внутренняя упаковка должны обеспечивать защиту от порчи, повреждений и атмосферных воздействий.

Ящики, в которые упакован товар, должны быть отмаркированы с трех сторон: верхней и двух противоположных друг другу боковых сторон. Все сопроводительные документы (упаковочные листы, спецификации) так же, как маркировка и техническая документация, должны быть составлены на английском языке. 

6. Приемка

6.1. Товар считается доставленным Продавцом и принятым Покупателем:

по количеству - в соответствии с сопроводительными документами;

по качеству – в соответствии с сертификатом качества Продавца.

6.2. Окончательная приемка выполняется в стране Покупателя. Товары принимаются:

по количеству мест - на момент получения Товара от Экспедитора (Перевозчика);

по количеству содержимого в упаковке - не позднее двух недель после получения Товара, а также на момент вскрытия упаковки;

по качеству – не позже месяца после вскрытия упаковки.

6.3. Приемка выполняется уполномоченным представителем Покупателя с приглашением при необходимости представителя Торговой палаты (по выбору Покупателя) с оформлением акта приемки.

7. Качество и гарантии

7.1. Качество Товара должно находиться в полном соответствии с Сертификатом качества производителя.

7.2. Для Товара, качества которого требуют специальных гарантий, устанавливается гарантийный срок 12 месяцев со дня поставки.

7.3.Если в течение гарантийного срока Товар, поставленный Продавцом, проявит дефекты или несоответствие условиям Контракта, Продавец обязан устранить дефект или заменить дефектные компоненты за свой счет. Доставка дефектных товаров при возврате выполняется за счет Покупателя.

8. Претензии

8.1. Покупатель может выдвинуть Продавцу претензии по количеству и качеству Товара в течение двух недель со дня приемки.

Для Товара, обеспеченного гарантийным периодом, претензии по качеству могут быть выдвинуты и в течение месяца после истечения гарантийного срока при условии, что Покупатель обнаружил дефекты в течение гарантийного срока.

8.2. Претензии подтверждаются Сертификатом нейтральной компетентной экспертной организации.

8.3. Продавец должен удовлетворить возникшую претензию в течение 20 дней с момента ее получения.

9. Форс-мажор

В случае обстоятельств, делающих невозможным частичное или полное выполнение Контрактных обязательств любой из сторон, а именно: пожар, стихийные бедствия, война или боевые действия, эмбарго дата исполнения Контрактных обязательств изменяется в соответствии с продолжительностью воздействия таких обстоятельств.

Если такие обстоятельства продолжаются более трех месяцев, каждая из сторон имеет право отказаться от дальнейшего исполнения Контрактных обязательств, и в этом случае ни одна из сторон не имеет права требовать возмещения понесенных убытков.

Сторона, находящаяся под воздействием обстоятельств, делающих невозможным исполнение Контрактных обязательств, должна информировать другую сторону о наступлении или окончании таких обстоятельств в течение пяти дней. Документы из Торговой палаты стран Продавца и Покупателя, соответственно, будет подтверждать очевидность вышеупомянутых обстоятельств, их наличие и продолжительность.

10. Прочие условия
10.1. Продавец имеет право передачи Контрактных обязательств третьей стороне и должен уведомить об этом Покупателя сообщением по факсу.

10.2. Настоящий Контракт может быть изменен или расторгнут только с оформлением письменного соглашения сторон. 

Любые изменения и дополнения к настоящему Контракту являются его неотъемлемой частью и действительны только в случае, если они письменно оформлены и заверены подписями уполномоченных представителей обеих сторон. 

10.3. После подписания Контракта все предыдущие переговоры и относящаяся к ним переписка аннулируются и становятся недействительными. Настоящий Контракт составлен в 2 экземплярах, русский и английский вариант имеют одинаковую юридическую силу.

10.4. Срок действия контракта: контракт вступает в силу с момента его подписания сторонами и действует до ______________.

11. Аннотация

С целью высокой эффективности в решении текущих проблем, связанных с этим Контрактом, стороны заявляют, что посланные факсом документы действительны до момента получения оригиналов, но не более 180 календарных дней, по истечении которых подлинники документов должны быть предоставлены другой стороне. Продление срока действия документов извещением по факсу не допускается.

12. Юридические адреса и банковские реквизиты сторон

В случае изменений банковских реквизитов любой из сторон другая сторона должна быть поставлена об этом в известность в письменном виде, и в течение 10 дней надлежит составить подписанное обеими сторонами Дополнение к настоящему Контракту с вновь установленными банковскими реквизитами.

Покупатель (BUYER): 

_______________________ 
	Contract # 

Moscow                   «____»________ 200_

Company «________________» registered ___________________________ (hereinafter referred to as the “SELLER”), represented by_________________, ______________, due to the power of the statement on the one hand, and OOO “_______”  (hereinafter referred to as the “BUYER”), represented by _______________, General Director, due to the statement on the other hand, have concluded the Present Contract  on the following:

1. Subject of the contract
The SELLER is to ship and the BUYER is to buy products (hereinafter referred to as the “GOODS”) on terms delivery basis (Incoterms-2000) in accordance with the specification given in SUPPLEMENT #1 attached to the Present Contract and constitute an integral part thereof, for the whole amount ____________ (________________) USD up to  _________________.

2. Price and total amount of the contract.
2.1. All the prices are specified in the SELLER’s proposals and fixed in US dollars. The SELLER has a right to change prices in case of informing the BUYER two weeks before these changes.

2.2. The total amount of the Present Contract is         ______________ (________________________) USD and is to be firm and not subject to any alterations even if the SELLER changes prices for the duration of the Present Contract.

2.3. After signing and fulfillment of the Present Contract all the expenses, including custom dues, are paid by the parties on their own territories.

3. Terms of delivery
3.1. Delivery terms: delivery basis.

3.2. GOODS are delivered in lots formed in the assortment, based on BUYER’s orders and availability of GOODS in the SELLER’s stock. 

3.3. The order considered to be implemented if the SELLER makes out a pro forma invoice to the BUYER.

3.4. Invoice comes into power after the BUYER confirms its payment.

3.5. The SELLER shall ship the GOODS from manufacturer warehouse within 5 days after BUYER’s confirmation of the invoice.

The SELLER shall inform the BUYER of the fact of shipment as soon as possible and shall provide following information: Date of shipment; Contract No.; Name of Vessel, No. of Document of Title, Description, Number and Weight of the GOODS.

In case the GOODS are not shipped within 5 days after BUYER’s confirmation of the Invoice, the SELLER is to pay the BUYER the fine 0,1% of the cost of non-shipped GOODS.

In case the GOODS are not shipped within 30 days after BUYER’s confirmation of the Invoice, the BUYER has a right to refuse these GOODS.

3.6. The right of ownership for the GOODS shall pass to the BUYER at the moment of ___________ (according to the delivery basis).
4. Terms of payment

4.1.The BUYER shall pay 100% of the Invoice within 90 calendar days after executing records on customs clearance is completed.

If failing to pay on time, the BUYER is to pay the SELLER the fine 0,1% of the Invoice, which was not paid on time.

Payments in advance are available if both parties have agreed. In case of non-delivery SELLER is to reimburse the amount of the payment in advance not later than 90 days from the day BUYER made the payment.

4.2. All payments under this Contract are made in US dollars by bank remittance to the SELLER’s account.

5. Packing and Marking

5.1. The GOODS shall be packed and marked in accordance with the demands of each kind of the GOODS.

Internal and external packing shall secure full safety of the GOODS and protect them against any breakage and damage as well as atmospheric effects. 

Each carton used for packing the GOODS shall be marked three sides: top one and two opposite to each other side sides. All the covering documents such as Packing and Specification Lists as well as Marking and Technical Documentation shall be written down in English.

6. Acceptance of the GOODS

6.1. The GOODS are considered as delivered by the SELLER and accepted by the BUYER:

as to number of packages - according to shipment documents;

as to quality - according to the Quality        Certificate issued by the SELLER.

6.2. Final acceptance is to be made in the territory of the BUYER.
The GOODS are being accepted: 

as to number of packages - on receipt of the GOODS from a Forwarder (Carrier);

per quality of items - not later than two weeks after receiving the GOODS and the moment of opening the package;

as to quality - not later than one month after opening the package.

6.3. Acceptance of the GOODS shall be made by the official representative of the BYUER in the presence of, if necessary, the official representative of the Chamber of Commerce (at BUYER’s discretion) with the execution of the report of acceptance.

7. Quality and Warranty

7.1. The quality of the GOODS shall conform to the Quality Certificate issued by the supplier. 

7.2. For the GOODS being in need of special warranty, the warranty period is fixed within 12 months from the date of delivery.

7.3. Should the GOODS within the guarantee period prove to be defective or not corresponding to the Terms and Conditions of the Present Contract, the SELLER shall eliminate defects or replace defective parts. The costs on the delivery of defective parts back to the SELLER are covered by the BUYER. 

8. Claims
8.1. The BUYER can claim the SELLER for quantity as well as for quality within two weeks from the date of acceptance.

For the GOODS ensured by a warranty period claims can be made 30 days after warranty period expires in case if the BUYER has found defects within this warranty period.

8.2. The claims must be proved by the Certificate drawn up by a competent independent expert Organization.

8.3. The SELLER is to examine and fulfill the claim within 20 days on receipt of the claim.

9. Force-majeur
If in the case of the Force-majeur circumstances, namely fire, natural calamity, blockade, embargo on exports or Imports, or some other ones not dependent on the Parties, the full or partial execution of this Contract becomes impossible by any of the participants, the period of the obligations execution is extended in correlation with the time frame of the Force-majeur circumstances.

If such circumstances and their consequences should continue for more than three months each of the Parties in this Contract shall have the right to reject all future obligations stipulated in the Contract.  Neither Party shall have the right to claim compensation for damages related to these circumstances from the other Party.

Either Party who finds it impossible due to such circumstances to accomplish their obligations according to this Contract shall immediately inform the other Party by both electronic means and registered mail of the Force-majeur circumstances. A certificate issued by the Chamber of Commerce of an appropriate geographical entity, related to either the SELLER’s or BUYERS' countries, shall serve as proper proof of the existence of a Force-majeur and its duration.

10. Other terms

10.1. The SELLER is entitled to transfer its Contract obligations to a third party after the BUYER is to be informed about it by fax.

10.2. The present Contract can be changed or annulled only after both parties’ written consent.

All amendments and additions to the Present Contract are its inherent parts and valid only if they are made in writing and signed by both parties.

10.3. After signing the Present Contract all previous negotiations and correspondence between the parties in connection with it shall be considered null and void. The present contract exists in two copies. All of them (Russian and English) have equal juridical validity.

10.4. The Duration of the Present Contract: The Present Contract comes to power from the moment of being signed and is valid until ______________.

11. Annotation

In order to make this Present Contract work more effectively, both parties announce that documents sent by fax are valid till the original documents arrival, but not longer than 180 calendar days, after 180 days being over, the original documents are to be presented to the other party. Extension in validity by fax is not allowed.

12. Legal address and Bank Requisites of the Parties

In case of bank requisites being changed by any of the parties, the other party shall be informed about it in writing and within 10 days an ADDENDUM to the Present Contract with new Bank requisites is to be made and signed by both parties.

SELLER (Продавец):

 _____________________ 








� detailed information concerning current tendencies of the market is presented in the 3rd PART of the report


� in-country legal address, and if this physical location does not coincide with its legal address, the label should provide the producer's address(es)


� The data does not include volumes of production exported into Belarus. As agreed between the republic of Belarus and the Russian Federation commodity exchange is conducted without filling out the declarations, that makes impossible to carry out the detailed analysis of import/export operations. Therefore in this report the detailed analysis of foreign economic activity of the Russian Federation will be presented without the data on foreign trade with the republic Belarus. The figures concerning to this country will be shown in the total volume of Russian market of cosmetics only.


� The data does not include volumes of production imported from Belarus. As agreed between the republic of Belarus and the Russian Federation commodity exchange is conducted without filling out the declarations, that makes impossible to carry out the detailed analysis of import/export operations. Therefore in this report the detailed analysis of foreign economic activity of the Russian Federation will be presented without the data on foreign trade with the republic Belarus. The figures concerning to this country will be shown in the total volume of Russian market of wine only.


� in-country legal address, and if this physical location does not coincide with its legal address, the label should provide the producer's address(es)


� The data includes volumes of production exported into and imported from Belarus.


� Full text of the Customs Code of the Russian Federation in English language is available at � HYPERLINK "http://www.customs.ru/tk_en/" ��http://www.customs.ru/tk_en/�


� Rospotrebnadzor - 127994, Moscow, Vadkovskijalley, 18/20, � HYPERLINK "http://www.rospotrebnadzor.ru/" ��http://www.rospotrebnadzor.ru/�. Local offices split by regions are presented at � HYPERLINK "http://www.rospotrebnadzor.ru/federal_service/structure/subject/" ��http://www.rospotrebnadzor.ru/federal_service/structure/subject/�.


� Must be translated into Russian


� MMW – Minimum Monthly Wage varies depending on the region of the country


� Hotels, Beauty salons, fitness-centers etc.





_______________________________________________________________________________________________________________________________________________________________

A Customizable Report with Periodic Update Options

Contact service@directinfo.net or +7 (495) 745-4020 for more information


