
Chapter 3. 
Creating Favorable Environment 
for Investors: Methodological 
Aspects Employed 
in the Novgorod Oblast 

The Novgorod regional and local authorities develop the investment legislation in the direction of systematic improvement of stipulations of the federal normative acts as allowed by their jurisdiction and the available means. At present, the region has the investment legislation, which is a guideline for many other country’s regions. 
The regional legislation may be classified in three groups: guarantees for investors, tax benefits, measures aimed to increase the investment attractiveness of the region. 

The executive authorities facilitate investment activity by setting up a system of guarantees for foreign investors. 

The system of guarantees developed by the administration comprises the following: 

· A guarantee fund created in accordance with Article 39 of the regional law “On the regional budget for 2001” (Rub. 100 million - about US $ 3.5 million); 

· Free information services for potential investors; 

· The monitoring of prospective projects by the Regional Administration, which assists in solving problems including those concerning federal authorities. 

Investment promotion aimed to attract investors is carried out along three different, but mutually complementary avenues: 

· 1) Improvement of the region’s image in the view of the investment community as a favorable location for investment (image forming activities); 

· elaboration and publication of advertising and informational leaflets, often in cooperation with foreign organizations, describing the investment climate in the Novgorod oblast in English and Russian; 

· publications on the investment environment in the region (articles by or interviews with oblast leaders) in domestic and foreign mass media (“Ekonomika i zhizn,” “Economist,” “Wall Street Journal Europe,” “New York Times,” “Christian Science Monitor,” etc.); 

· organization of direct mail marketing campaigns (mailing information about the Novgorod oblast to embassies and consulates of foreign countries and offices of large foreign companies); 

· setting up and development of a Web site of the regional administration, which includes information about the Novgorod oblast, investment proposals of local manufacturers and service providers, description of the investment climate, and other useful data. 

· general informational seminars on the investment capacity of the region; 
· participation in investment seminars in Russia and abroad. 

· 2) Direct attraction of investment (measures directly aimed to attract investment); 

· participation in the Investment Project Exchange BORITECH 95 and 96; 

· organization of visits of investment missions to the region (Korea, the Netherlands, Poland, etc.); 

· establishment and maintenance of contacts with foreign organizations, agencies, and companies (correspondence and visits of their representatives to Novgorod the Great and the Novgorod oblast); 

· creation of databases with regard to investment proposals of Novgorod regional enterprises and vacant industrial sites. Potential partners are granted free access to this information; 

· elaboration and implementation of the “Integrated plan of measures aimed to stimulate domestic and foreign investment in the economy of the Novgorod oblast.” 

· 3) Rendering of services for prospective and existing investors (activities aimed to render investment services): 

· consultations in the area of investment; 

· assistance to obtain licenses and permits; 

· rendering of post-investment services. 

This avenue of activities is related to the work on the legislation and to a considerable extent supports this legislation by increasing its effectiveness and sending the most important signal for a foreign investor – the favorable attitude of the authorities.

The attraction of investment in the Novgorod oblast was facilitated by the approval of regional legislation aimed to grant investors tax breaks and benefits for the implementation of investment projects. 

The legislation was worked out in cooperation with leading foreign consulting companies. The methods of calculation of the full offsetting period of projects were elaborated by the world known consulting company Arthur Andersen and fixed in a law. 

Enterprises investing own or borrowed funds in the implementation of projects on the Novgorod oblast territory are exempted from 50 per cent of the total amount of taxes. 

In general, an enterprise investing on the territory of the Novgorod oblast pays 30 per cent taxes due to budgets of all levels and extra-budgetary funds less than in other Russia’s regions. 

Administrations of the region, towns, and districts have set up the practice to monitor prospective investment projects. Administrations facilitate the implementation of such projects, assist in solving different problems, among those related to the federal authorities. Project coordinators chosen among the regional and local officials are appointed, who work with investors since the moment of decision on the implementation of a project, from the registration of an enterprise till the beginning of its operations, and in some cases even longer in order to optimize the processes of establishment of an enterprise; however, these officials do not interfere in the “internal” operations of respective companies. 

Among the advantages offered by the Novgorod investment legislation in comparison with the new federal law “On foreign investment in the Russian Federation” there are the following: on the territory of the oblast it is guaranteed that conditions existing at the moment an investment project is started by a domestic or foreign organization as determined by regional normative acts will be preserved for the full offsetting period regardless of the amount of the project. At the same time, the federal law guarantees that initial conditions will be preserved only for seven years and this stipulation may be applied only to organizations with a share of foreign capital exceeding 25 per cent, or those engaged in priority investment projects. 

The Novgorod oblast strives to compensate, to the extent of its competence and available financial resources, the flaws in federal normative acts and changes in the federal legislation, which worsen the conditions for investors. 

For instance, in the case the tax benefits relating to an investment project are reduced, the region prolongs the term of tax grace period and guarantees that the starting conditions will be preserved for the whole estimated offsetting period of the project.  

The region actively worked out policies for attraction of investment thanks to the technical assistance of international and foreign organizations. 

In fact, the secondary land and real estate market has been created in the oblast. The process of privatization and transformation of enterprises in joint stock companies in the region is practically completed. 

Privatized enterprises have a right of buying out their land sites on favorable terms. Land can be leased with the right of further buyout. 

Any investor can expect positive decisions with regard to purchase and use of land and real estate, since the region has in place a flexible system of settlement of these issues. 

At present, in cooperation with the group of companies “Invest In,” a number of territories of the region prepares lists of vacant industrial sites ready for investment for potential investors.

The recommended strategy and tactics of development of investment attractiveness of RF subjects may be implemented taking into account the Novgorod oblast experience along the following guidelines.

In order to create investment climate: 

· the region has approved the law “On non-worsening of the legislative conditions of enterprises’ operations existing at the moment the decision on investment was taken”; 

· The local government provides investors with every support by means of guaranteeing assistance to investors. A Guarantee Fund was created within the regional budget. 

· A wide choice of vacant production sites including all the necessary infrastructure (such as gas, water supply, electricity, refining systems and so forth) is offered to investors. There was set up the database “Vacant industrial sites,” which covers all towns and districts in the oblast. It is possible to purchase fixed assets of a bankrupt enterprise for one conventional Ruble regardless of their real value in case an investment project is presented. Factory debts are cancelled and the property, which is not currently in use, is exempted from taxes in the case a prospective investment project is carried out (the law “On conservation”). 

The special agency provides free information to potential investors. The region has elaborated a manual for business persons listing all local and federal organizations and indicating the concrete persons the investor will contact with in the process of organization of the enterprise, key issues of cooperation, and the applicable normative acts. 

The region cooperates with banks and insurance companies, which insurance risks associated with the implementation of investment projects. The Novgorod oblast involves commercial structures of large Russian financial centers, international and foreign financial and insurance institutions in this process. About ten investment funds and companies operate in the region. 

The assets, which are not currently in use, are exempted from the property tax in the case prospective restructuring projects associated with investment are presented; there was also set up a fund of non-liquid assets. 

It may be profitable to grant benefits to investors. In fact, the oblast also is an investor, since two thirds of benefits are in the jurisdiction of 
RF subjects. 

At the same time, it would be feasible to limit the grace period in order to prevent successful and profitable enterprises from using this benefit. 

In the case the region provides good conditions for businesses, a system of benefits, project monitoring and tax breaks, investment projects are implemented in the oblast. Therefore: 

· new jobs are created, wages and salaries grow; 

· unemployment decreases; 

· expenses of the employment funds decrease; 

· regional financial turnover intensifies; 

· producers have an opportunity to borrow from banks for implementation of investment projects, since the project related benefits in their working capitals suffice to pay the interest on credits; 
· auxiliary facilities and infrastructure servicing the operations of newly created enterprises (transport, agriculture, packing, related services, etc.) develop; 

· payments to extra-budgetary funds (pension, social insurance, employment) increase; 

· and, last but not least, the budget receives additional revenues related to the individual income tax.
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