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1 Sub-topic 1 «Credits from the state»

1.1 Funds for small business support, credits from the state

1.1.1 Amend the Federal Law “On non-commercial organizations” in respect of establishment of FSES by federal executive bodies and the respective bodies of RF entities.

According to the Federal Law “On non-profit organizations” passed in 1996, the latter can not be established at the expense of making investments into their charter capital. They are rather created thanks to the donations of property and assets, which is contradictory to the contents of the Federal Law №88 “On state support of small entrepreneurship in Russian Federation”. According to Article 8 of this Law, “…a fund for small business support is a non-profit organization created at the expense of accumulating budget means, revenues from privatization of state and municipal property, incomes from its own activity, voluntary donations of individuals and legal entities, thereof foreign ones, revenues from the issue and placement of bonds and securities and from the interests on preferential credits granted on a tender basis to small economic operators”. The Budget Code of Russian Federation that came into force does not envisage any investment of assets, thereof for the purposes of creating a small business support fund, as a way of displacement of the budget means. Thus, this proposal aims at removing this revealed contradiction, which is linked with the procedure of establishing small business support funds by federal executive bodies and the executive bodies of RF entities.

1.1.2 Modify the Budget Code of Russia (see below):

· Define a FSES as a budget beneficiary,

In the opinion of the ST experts, some forms of SEO’s support, i.e., budget investments, credits, subsidies and subventions, are possible only through the assistance of small business support funds, which, in turn, demands for the adequate amendment of the Budget Code of Russian Federation. 
· Include contributions to the charter fund of the FSES in the list of budget expenditures,

· Provide for the return of both the principal and the interests of the credits to the FSES.

Should the money be returned to the budget, its subsequent retrieval back to the small business support fund for the crediting purposes will be very complicated. Should the credits be reimbursed to another operator rather than to the small business support fund, then the essential idea of the fund operation is ruined, considering that it is the fund that should both issue credits and trace their targeted utilization.

Modify and amend the Federal Law “On state support of small entrepreneurship” №88 as to the creation of the state FSES:

· Instead of saying “the participation of the Russian Federation, RF entities and municipal institutions in the charter capital makes no less than 50%” it should say: “the constituent contribution of the Russian Federation, RF entities and municipal institutions makes no less than 50%”.

This proposal aims at removing the contradiction between the Federal Law “On non-profit organizations” and the Federal Law №88 “On state support of small entrepreneurship in Russian Federation”.

1.1.3 Pass the Federal Law on FSES – as an alternative to Item 1 above

This proposal was made as an alternative to Proposal 1 above. According to it, this new Federal Law would govern in full all the issues related to the creation and the activity of the fund, thus removing all the existing contradictions.

1.2 IRO Tacis opinion

Fully respecting the right of the ST experts for their own opinion regarding the questions studied, we still reserve the right to disagree with the above-mentioned proposals regarding credits from the state. In our opinion, the legal possibility of creation of a FSES as a stand-alone legal entity available today according to the procedure envisaged by the civil legislation allows to effect the state support for small entrepreneurship through such a fund in full. The confirmation to this is the example given by the ST experts during the workshop on the practices of Yekaterinburg region, where fifteen (15!) funds of the kind have been created and are in operation today. Thus, the state support of small businesses through the funds – legal entities may be implemented in the following formats:

1) Budget investments as a donation of state (municipal) property and/or assets into the fund being created. Any budget investments should be incorporated into a program annually approved.
2) Budget credits to the fund. It is necessary to consider, though, that in this case the problem of securing credits by quick assets arises. This security is a must – according to Article 76 of the Budget Code of RF;
3) Subsidies and subventions to the fund. The targets for granting subsidies and subventions from the regional budget should be clearly stated by targeted programs.
Besides, in the opinion of some other experts who also studied the issue of credits from the state, all the formats of granting budgetary means can be effected with no involvement of the fund, i.e., directly to the beneficiaries of the money, represented by small businesses. All the subsidiary functions of the fund, i.e., collection of information on small entrepreneurship in the region, drafting long lists of potential beneficiaries of budget credits, investment programs development, etc., may be implemented by the Department of Entrepreneurship, Small and Medium Business at the regional Administration. In their opinion, the creation of a go-between structure, represented by a fund, will unreasonably make the transition of financial flows more complex and, consequently, will bring in problems of how to efficiently control their targeted use.

2 Sub-topic 2 “Commercial crediting”

2.1 - Credits from the banks

2.1.1 Define the state policy in respect of government sureties (to pass a Program for support);

2.1.2 Amend the legal system of a RF entity in respect of extending government guarantees;

2.1.3 Establish a state surety fund to secure credit relationships with the bank for small enterprises;

2.1.4 Provide for tax preference to the banks on their crediting of small businesses;

2.1.5 Develop financial risks insurance system.

These proposals will allow in the opinion of the experts to increase the efficiency of the banking credits to small enterprises through having created he environment profitable both for the bank and for a client entrepreneur. Today neither small enterprises, nor private entrepreneurs represent any sufficient interest to banks as potential clients due to risks, which are high for the absence of the assets to be pledged, and minimal profit resulting from necessarily small credited amounts.

2.2 Non-banking credits, thereof credit unions

2.2.1 Include the interests on a loan into operating costs of services (thereof in respect of simplified taxation system);

The implementation of this proposal will relieve the burden of loan reimbursements, thus assisting to the development of small businesses.

2.2.2 Develop the system of mutual crediting and sureties.

The proposal aims at legislatively consolidating this type of crediting, which the experts deemed to be the most realistic possibility of investments into small businesses today.

3 Sub-topic 3 “Leasing”

3.1.1 Amend draft Article 25 Part 2 of the Tax Code, and the Federal Law “On leasing” according to the proposals studied at the parliamentary hearings of the State Duma of Russian Federation on this issue in October, 2000.

During the parliamentary hearings conducted in the State Duma on October 3, 2000 on “Basic trends of leasing development in Russia” the problems have been identified which arise when executing leasing operations, together with the ways of their possible solutions. 

The participants of the workshop supported these proposals mentioned in the report delivered by Director of a specialized leasing company “Business Park” Vladimir Snegirev, and deemed them necessary to remove the abundance of problems and contradictions of the legal environment of leasing deals.

For instance, it has been noted that the practical implementation of the Chapter “On the tax on profit (income) of the organizations” of the Tax Code of RF, has the danger of making leasing in Russia extinct. This Chapter contains a regulation, canceling the right of the parties to the leasing agreement to use the accelerated depreciation factor below 3, envisaged by Article 31 of the Federal Law №164 “On leasing” and fixed in public legal acts.

Amend the Customs Code of Russian Federation in agreement with the Federal Law “On leasing”, which grants the right to leasing companies to pay customs duties by installments in agreement with the leasing payment plan.

This proposal is aimed at removal of the revealed contradiction in the contents of legal regulations, for the Federal Law “On leasing” attempts at regulating customs issues, whereas the latter should according to the legislative practice be governed by the respective customs legislation. Thus, the State Customs Committee issued the letter “On implementation of the Federal Law “On leasing” of May 24, 1999, whereby it is stated that Article 34 of the law on the procedure of making customs payments related to leasing assets imported into Russia, is not in conformity with the tax legislation. The letter says that this Article is not recognized by the customs officers and customs bodies, which will keep using the provisions of the existing tax and customs legislation.

3.1.2 Envisage within both federal and regional budgets the possibility to allocate funds for target guarantees to leasing companies for the attraction of long-term credits, thereof foreign ones, to conduct leasing deals.

This proposal aims at creating the environment favoring the development of leasing operations in the territory of Russia.

4 Sub-topic 4 “Foreign investments”

4.1.1 Simplify and limit in terms of time frame the registration procedure for companies with foreign investment, thereof for investing individuals, with the relevant public bodies. 

Today when registering enterprises with foreign investments there exist a lot of difficulties, which hinder the development of this sphere of entrepreneurship. In particular, the list of documents necessary for an individual foreign investor to get registered, is not specified by the current legislation. To obtain the registration certificate, an investor needs to produce the number of his (her) settlement account, whereas banks require a registration certificate to open a settlement account.

The proposal aims at removing the obstacles of the kind and also includes the necessity to govern the issues of registration for companies with foreign investments not govern by the current legislation (the Federal Law “On enterprises with foreign investments”).

4.1.2 Study the possibility of granting realistic tax and other preferences and give guarantees to foreign investors.

This proposal aims at attracting foreign investors into the economy of Russian Federation.
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