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Investment Legislation Analysis

of the Far Eastern Federal District Constituent Entities

The article focuses on analysis of regulatory acts governing investment activity in the Far Eastern constituent entities. The article outlines the major forms of the state support of investors, influencing the increase of investment activity in the regions, investigates a decision-making procedure by the government authorities of the constituent entities of the Far Eastern federal district on granting an investor status of a business entity receiving the right for state support. The issue is raised as there is a need to improve the investment climate in the regions by means of streamlining and developing regulatory and legal framework.
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According to the major provisions of the strategy of Russia’s development till 2020, bodies of government authorities should concentrate their efforts on elaboration of clear-cut and transparent legal environment for the transition of the Russia’s economy to the innovation-based development. 
One of the most important prerequisites for the above-mentioned economy modernization is the development of an investment-friendly climate, providing incentives to the business community to make large-scale investment in processing industry, knowledge-intensive and high-tech production. At that, development of qualitatively new investment policy focused on targeted support of the most promising businesses, streamlining existing sectoral development disproportions is of paramount importance.
Investment realm is the most dynamic and sophisticated from the standpoint of regulatory management in the today’s economy. Legal enforceability – of the investment activities in the constituent entities of the Russian Federation – is of great importance for the ensuring the development outlook for socio-economic growth and improvement of population standard of living in the regions.  
Federal government of Russian Federation is in charge of investment legislation development; constituent entities of the Russian Federation translate federal regulations into regional ones and identify practical mechanisms for their implementation in cooperation between regional government authorities of the Russian Federation and investors.
Legislative and executive authorities of the constituent entities of the Far Eastern Federal District of Russian Federation take an active part in the development of regulatory acts, targeted at ensuring investment activity, elaborate long-term programs for investment attraction, provide support to the constituent entities in their investment activities at the project implementation stage, conduct analysis of the investment attractiveness of the regions and effectiveness of the regional investment programs.
Assigned investment attraction tasks put on an agenda the critical issue of the analysis of the methods regulating investment activity of the business entities, contained in the regulatory acts of the constituent entities of the Russian Federation.
Regional investment regulations are based on general principles formulated by Russian Federation legislation: investors’ equality of rights for conducting investment activities, free choice of investment objects, independent investment activity (capital assessment and investment area), protection of the investors’ rights and interests, investment protection (from legislation changes and from illegal government authorities actions).
Range of options for regional rulemaking targeted at fostering investment activities is limited by federal legislation, however even existing opportunities are not fully utilized.
Regulatory legal acts of the constituent entities envisage the following vehicles of the federal support of the investment activity:
· provision of the budget investments on a repayable and non-repayable basis (including budgetary credits);
· provision of an investment tax credit;
· provision of federal guarantees;
· concessional taxation;

· bond flotation;

· provision of property units belonging to the Russian Federation constituent entities to investors for lease on a preferential basis, reduction in the scale of land use fees and natural resource fees;
· provision of grants;

· provision of consultations, information and organizational support.

Currently, for the purposes of the investment promotion in the constituent entities of the Russian Federation there is a practice in place focused on development and approval of regional investment programs, lists of new construction projects, technical upgrade and retrofit of business entities, provision of federal guarantees on the basis of competitive bidding for investment projects at the expense of federal budget of the Russian Federation; creation of the investment funds with the support of the executive authorities of the Russian Federation constituent entities.
Organizational activity of the government authorities is a considerable factor promoting investment activities; it significantly impacts the volume and structure of the investments, in the long run this is a measure of the regional investment activity efficiency.  
Prior to January 1, 2002, article 7 of the Russian Federation law as of December 27, 1991 “On Corporate Profit Tax” envisaged an income tax relief for investors. After chapter 25 of Russian Federation Tax Code entered into force, this and other tax incentives on profit were revoked, however the regional authorities have the right to reduce the tax rate for some categories of the taxpayers but not more than 4%.
Analysis of the regional passed statutory acts indicates that investment policy tends to the system-based improvement of the federal title documents, however acting within the scope of regional authorities’ competence.
Despite the fact that common principles are applied for developing regional legislation of separate Far Eastern federal district constituent entities, there are certain unique peculiarities in region.
Singularity of the legislation managing investment activities is determined by unique character of natural, socio-economic factors, financial opportunities and economic interests of each region. 
Regional legislation, of practically all constituent entities of the Far East, stipulates the investment projects selection strategy managed by regional authorities for state support provision in the form of tax preferences and budgetary support.
In Republic of Sakha (Yakutia), Investment project selection for state support is conducted in accordance with the government of republic Sakha (Yakutia) regulation № 274 (as in force on June 30, 2005) dated May 11, 2001 “On Bidding Rules and Investment Tendering Process”.  According to item 9 of article 9 Republic of Sakha (Yakutia) law № 347-3 N 709-III as of May 30, 2006 (as in force on October 18, 2007) “On Investment Activity of Republic Sakha (Yakutia)” on the basis of a decision of granting state financial guarantees of Republic Sakha (Yakutia), an agreement is struck between government of Republic of Sakha (Yakutia) and a business entity conducting investment activity on guarantee commitments, that should incorporate a guarantee type, a procedure for settlement of disputes, conditions and terms governing default termination of agreement and inappropriate execution of agreement by the business entity conducting investment activity, its commitments in the process of the investment project implementation. 
Amur region’s law № 125-O3 dated December 27, 1996 “On Investment Activities in Amur region” (as in force on May 27, 2005) defines types of government support of investment activity.  An investment agreement (contract) is signed with each investor – a recipient of state support for investment activity. According to the law of Amur region № 107-O3 as of October 10, 2008 “On Targeted Tax Benefits for the year 2009” it is envisaged to reduce corporate profit tax, including overseas business entities implementing investment projects and having signed a tax agreement in accordance with the government established procedure. 
Government of Khabarovsk Territory decree № 13-pr dated July 10, 2003 “On Khabarovsk Territory Investment Policy” (as in force on October 06, 2005) defines the guidelines of the investment policy of Khabarovsk Territory Government for the period of 2003 – 2006 and up to the year of 2010, as well as the list of measures targeted at implementation of the Guidelines. 
Head of the Administration of the Khabarovsk Territory regulation № 315 dated July 26, 2001 approves Regulations on Investment Board that reviews investment projects. In case the project is awarded a priority status it receives state support in the form of tax concessions. 
Sakhalin region Governor’s regulation № 20 as of January 19, 1998 “On Investment Projects Evaluation of Sakhalin region Administration” appoints a commission on investment projects appraisal, develops Regulations on procedures for evaluation of investment projects requiring state guarantees or regional government participation in project funding. State unitary enterprise “Center for Investment Projects and Programs Development” is the compulsory expert for investment project evaluation. 
Kamchatsk Territory law № 129 as of September 22, 2008 “On State Support of Investment Activity in Kamchatsk Territory” envisages tax concessions, rent exemption for lease of land lots (which is territory property) among a set of measures for financial support of investors.
Having analyzed regulatory background of the largest constituent entities of the Far Eastern federal district with high growth potential, as well as the considerable experience in attracting investors one can draw a conclusion that the most widely used measure to support the investors is the provision of tax benefits.  Tax benefits are usually granted to investors for the actual payback period of the investment project, but no longer than designated period (usually not more than 3 – 5years) established by specific law of each constituent entity of the Russian Federation.  At that regional law usually envisages additional binding set of conditions for each investor in order to obtain tax concessions among them: minimal investment amount, mandatory investment project endorsements by regional governments in order to get a “priority” status for the project or negotiation of a separate investment agreement with the region, observance an agreement of on-going salary, revenue and product; allocation of the savings obtained as the result of tax concessions for the purposes negotiated by an agreement. 
According to the Amur region law # 94-03 as of November 29, 2005 “On Targeted Tax Concessions in Amur region in the year 2006”, the profit tax goes down 4 per percentage points off the amount transferred to the constituent entity budget for the business entities attracting investments for output expansion, upgrade and conversion for development and production of new products for the period of time not more than 3 years, in case an investment project is implemented via revitalization of the existing facilities – the grace period is 2 years long from the moment of facility commissioning. 

The Khabarovsk Territory law № 308 as of November 10, 2005 “On Regional Taxes and Tax Concessions” states that  business entities engaged in investment activity, including leasing companies, implementing investment (innovation) projects involved in development of production facilities, the regional profit tax goes down by 4% down to 13.5%, property tax for business entities is reduced by 50% down to 1.1%
Benefits for the investors are provided if the investment (innovation) project is approved by the Government of Khabarovsk Territory and recognized as the priority project for the development Krai economy and municipal entities of Krai. Profit tax benefits are provided for the payback period of the investment project but not more than five years since investments are made, property tax is granted for the period of time not more than 3 years since the moment of commissioning of fixed assets. 
In order to create a favorable investment climate and attract investments in the region the following has been done: apart from tax concessions, the Foundation for Financial Support of Khabarovsky Krai industry. The Foundation takes part in funding the programs targeted at development of business entities, increasing production output, introducing state-of-the-art technologies, developing new products.  The Foundation appropriates funds on a competitive and revolving basis.
As long as there are priority sectors of economic activity in some constituent entities, the state support is focused on those priority sectors of economic activity. 
According to Primorsk Territory law № 82-K3 as of January 28, 2003 “On Property Tax”, tax concessions are granted to fishing organizations that possess property within the Krai, given the fact that property tax concessions are transferred in full for construction of fishing fleet at Primorsk Territory shipbuilding yards. Property tax concessions, for property belonging to agricultural enterprises and utilized for agricultural production, are granted for the total amount of assets targeted during the tax period for capital development of manufacturing facilities, technical retrofit of the agricultural facilities and procurement of pedigree livestock, but not more than total tax amount that is due for the taxation period, given the fact, that revenue of those organizations from the production activity, processing and sales of agricultural output is not less than 70%. 
There are certain limitations for foreign investment attraction in the Far Eastern regions. They are connected with the peculiar characteristics of climatic natural conditions, remoteness from domestic markets and as the result high transportation overheads, considerable energy tariffs, absence of properly developed infrastructure, and paucity of population at some regions of the Far East. Above-mentioned factors deteriorate investment climate and call for additional measures to improve investment appeal of the eastern regions. 
Existing regional investment legislation allows ensuring the regional economy thanks to investments made by Russian regional and national business entities, as well as international businesses. According to research, ongoing regional investment legislation development improves constituent entity’s ranking. Comparative analysis of Khabarovsk Territory and Primorsk Territory and Republic of Sakha (Yakutia) based on the materials of ranking agency “Expert RA” allows to arrive at the conclusion - the higher is the legislation ranking of the constituent entity the higher is the volume of attracted investments. Existing legislation levers influencing investment activity promotion cannot be eternally utilized with ever-increasing efficiency. Apart from that regional authorities’ capabilities, focused at the enhancement of the investment appeal of the regions, are limited first of due to budget scarcity. 
Therefore it becomes a hot topic to explore and implement new forms of impact on the investment processes. In this context the opportunity of implementation of various forms of public private partnership at regional level is of interest. This opportunity is actively explored by federal authorities.
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