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Bankruptcy under the new rules

ESSENTIAL AMENDMENTS TO THE
BANKRUPTCY LAW ENACTED

Starting from 29 January 2015, the rules
of the Federal Law "On insolvency (bank-
ruptcy)" shall be applied to the bankrupt-
cy procedures as amended by the Feder-
al Law of 29 December 2014 No. 482-FZ.
It is noteworthy that some amendments
are going to change substantially the prac
tice on insolvency proceedings. In particu-
lar, the provisions were revised concerning
the right to apply to court for bankruptcy,
the rules on appointing the interim receiv-
er in case of the debtor's bankruptcy, the
pledge lenders' rights. In broader terms,
the law is restricting the debtors' rights for
the creditors' benefit, special privilege be-
ing extended to some creditors against the
others. The following is the spotlight of the
most essential amendments made by the
said Federal Law.

BANKS ENTITLED TO INITIATE BANKRUPTCY
WITH NO JUDICIAL RULING

One of the key amendments is to entitle
the banks to apply to arbitration court to
adjudge the debtor bankrupt without any
final and binding judicial ruling to recover
the money from the debtor. Therefore, the
banks obtain special privilege against other
bankruptcy creditors, who shall first obtain
the judicial ruling on the debt recovery in
order to be entitled to address to court
with a bankruptcy petition.

Under the new rules, the lending institu-
tion can address to court with a bankruptcy
petition if the debtor fail to meet its liabili-
ties within three (3) months, provided that
a prior notice of such intention is given to
the debtor and all the creditors known to
the applicant. Up to 1 July 2015, a written
notice shall be deemed proper if given not
later than thirty (30) calendar days before
taking legal action. Starting 1 July (or ear-
lier if there is technical capacity), a notice
is considered proper if published no less
than fifteen (15) calendar days in the Uni-
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No term is stated in the Law for establishing such procedure.

fied Federal Register of Economic Events of
the Legal Entities.

It appears that the banks' duty to notify
all the debtor's creditors they are aware of
is not an effective method to secure the
creditors' interests. It can be rather cum-
bersome to prove the bank's awareness of
some creditors in practical terms.

NEW RULES FOR THE DEBTOR TO APPLY
WITH A BANKRUPTCY PETITION

The debtor is losing its right to choose
independently the interim trustee or the
self-regulatory organization from which it
should be appointed. The procedure for de-
termining the self-regulatory organization
(by random selection) shall be established
by the authorized governmental agencyl.
Before that, such self-regulatory organiza-
tion shall be determined by the court while
the application filed by the debtor.

Moreover, the debtor is obliged to notify
in advance all the creditors known to it of
its intention to apply for bankruptcy. Such
notice shall be given in the same time and
manner as established for the notice to be
given by the lending institution of its inten-
tion to file a petition for bankruptcy of its
debtor.

As a result, one of the means for the debt-
or to retain control over the bankruptcy
procedure, that is, initiating the bankruptcy
procedure by the debtor itself, is excluded.
The remaining one, which is the controlled
bankruptcy upon the amicable creditor's
application, is undoubtedly behind the first
one in efficiency as the final and binding
judicial ruling on the debt recovery is re-
quired in order to file such bankruptcy ap-
plication.

THE AMOUNT OF LIABILITIES ENABLING

TO INITIATE THE BANKRUPTCY INCREASED
The amount of liabilities in order to apply
with a bankruptcy petition of a legal entity
was increased from 100'000 to 300'000
Rubles, while for bankruptcy of strategic
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enterprises and organizations or natural
monopolies it was increased from 500’000
to 1'000'000 Rubles.

ANCILLARY RIGHTS FOR PLEDGE LENDERS

Bankruptcy creditors whose rights are se-
cured with the pledge over the debtor's
property (pledge lenders) obtained the
right to vote on the following issues: to
choose the receiving trustee or the self-
regulated organization from members of
which he is appointed; to address to court
with a petition to suspend the insolvency
receiver; to cease the bankruptcy adminis-
tration and transit to receivership. Before-
hand, they used the right to vote solely in
the course of the supervision procedure
or during financial rehabilitation and re-
ceivership in case of abandonment of the
pledged property. In a point of fact, pledge
lenders were disabled to substantially af-
fect the procedure unless their claims
were put on the list of creditors by the
date of the first creditors' meeting, as well
as in case of bankruptcy of the debtor to
be dissolved. The pledge was supposed
to be the adequate guarantee securing
their interests, while now they are able
to vote on the most important issues.

If the debtor's assets are replaced (one
or more joint stock companies established
on the base of the debtor's property), the
pledged property of the pledge lenders
shall be replaced under the new rules —
the pledge of the right to the shares in the
new joint stock companies occurs instead
of the pledge of the debtor's property.

In addition to it, pledge lenders obtained
the right to define the starting purchase
price for the pledged item, the procedure
and terms for the bidding process, the
procedure and terms for safekeeping the
pledged item. Only if there are any disputes
and differences with the insolvency receiv-
er or other creditors, they shall be subject
to settlement by court.

Now, a pledge lender is entitled to with-
old the pledged item in the course of the
tender on sale of the debtor's property by
means of public offering in case there are
no bids, which is a supplementary remedy
to secure its interests.

OTHER CHANGES

It is also important to accentuate the fol-
lowing changes: vesting the bankruptcy
creditors with the right to declare omis-
sion of the limitation period during con-
sideration of the reasonability of the other
creditors' claims; vesting the insolvency re-
ceiver with the right to request more in-
formation of the debtor and its controlling
parties and imposing the duty to provide
such information on the wider range of
persons. The Law shall also establish the
time limit for the head of the company
to notify its owners of occurrence of the
signs of bankruptcy (10 days) and the li-
ability for non-observance of this obliga-
tion (fine ranging from 25'000 to 50'000
Rubles or disqualification for the term from
6 months up to 2 years). The administra-
tive liability for wrongdoings in bankruptcy
has been increased. The new requirements
have been established as to the report of
the interim receiver (which shall contain the
expert opinion of the presence or absence
of the grounds for contesting the debtor's
transactions) as well as some other amend-
ments have been made.

IMPACT OF THE AMENDMENTS ON THE CUR-
RENT BANKRUPTCY PROCEDURES

The provisions of the Federal Law “On in-
solvency (bankruptcy)" are applied to the
bankruptcy proceedings initiated prior to
enactment of the amendments as in force
by the time when the current procedure is
finalized (supervision, financial rehabilita-
tion, receivership, bankruptcy administra-
tion, voluntary settlement), while the next
procedure will be subject to the new rules.
The exception to this shall be the rules ex-
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panding the rights of the insolvency receiv-
ers to request information of the debtor's
acts, which are applicable to the pending
bankruptcy procedures as well.

CONSEQUENTLY, THE AMENDMENTS TO THE BANK-
RUPTCY LAWS ARE MOSTLY DESIGNATED TO PRO-
TECT THE CREDITOR'S INTERESTS, BANKS IN THE
FIRST PLACE. THEY WILL OBTAIN FROM THE LEGIS-
LATOR AN EFFECTIVE INSTRUMENT OF THE DEBT
MANAGEMENT EXPECTING THE NON-PAYMENT
CRISIS. IN THIS CONTEXT, ONE SHOULD EXPECT THE
BANKING SECTOR TO APPLY MORE EXTENSIVELY THE
BANKRUPTCY PROCEDURES WHEN WORKING WITH
TROUBLED BORROWERS.
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