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Special Economic Zones (“SEZs”) are defined assargaverned by one oversight
management body, which offers special trade ineestio firms who choose to physically
locate within them. Many countries employ their ovariations of these special enclaves,
and in doing so use their own terminology to démcthem. For example, Cameroon, and
Jordan have “industrial free zones,” the Philippiralls its “special export processing
zones,” and Russia has “free economic zones.” Despe differences in nhomenclature,
each SEZ operates to increase trade throughou¢stsective region by offering special
trade incentives to stimulate local and foreigrestments within the region.

The SEZs of Russian Federation are a large-scd&deproject aimed to bring in
investments and advanced scientific, manufactuangd, management technologies. There
are 4 types of SEZs in Russia:

* Industrial Zones
* Innovation Zones
» Tourist Zones
» Port&LogisticZones
With manufacturing facilities in an Industrial Zmncompanies can reduce cost to
make their products more competitive on the Russiarket.
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Considering the possibility of creation the spee@nomic zone of industrial type
in Krasnoyarsk we should assess advantages oégfent

Krasnoyarsk is close to rapidly developing coustoéthe Asia-Pacific region and
it creates the opportunity for rapid growth of #@nomy through increasing foreign trade
and cooperation. Economy of Krasnoyarsk Regionomudged on capital-intensive and
energy-intensive industries. The competitive adages of the region are:



* the posibility of cooperation with neighborg regionsand abroa;

« diversification of prodction;

« vertical integration of production through thevdlpment of local raw materie
and the organizationf @roduction of deep process;

« availabilityof innovative potential to create h-tech industries;

* maintaining longerm demand in the global commodity markets forgheducts
of the leading enterprises of the reg

Table 1 Krasnoyarsk's Largest Metallurgy Enterpri

RUSAL KrasnoyarskAiminiumSmelter One of the largest smelters in the wi

The plant for processing aluminum &

KrasnoyarskMetallurgicalPlant (KraM aluminum alloys irRussian Federati

One of the five largest global enterpri

GorevskyMining -ProcessingPla . .
mining lead-zinc ore

The Gulidov Krasnoyarsk N«+Ferrous

Metals Plant Precious metals refining plz

Source www.metaprom.r

Krasnoyarsk region is one of the most industridiyeloped Russian regions w
the powerful metallurgical compleCompanies oKrasnoyarsk Region are interestec
cooperation with foreign partners, searching forwnéechnologies, materials al
equipmenSEZ is the opportunity to simplify busin-processes and motive
entrepreneurs for modernizaticEvery entrepreneur intends teduce the costs and SE
the way to return some kinds of taxes beSEZs usually adoptgulations that establic
tax concession€ompanies establishwithin zone boundaries benefiiom:

* 0% property tax;

* 0% VAT and customs duties on import modern equipmenhto the SEZ

* 15,5% profit taxstandarcs 20%);

* Land tax 0%;

* The right to use double depreciation on fixecets

* Accelerated writeff on research and development expenditi

SEZ units are also benefited as im-export transactiondo not haveto face the
procedural hassles with the customs authu
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Figure 1 -Tax reductions for residents of SEZ in comparisath Btandard Tax:
Source: www.economy.gov




As a regional example of reduced tax benefits wented free margins for
Krasnoyarsk’s largest metallurgy enterprises (T&ble

Table 2 — Profit taxes free margins in case of SEZ

Plant

Profit taxes paid in  Profittaxes SEZ, Freemargin,

2012, RUR RUR RUR

RUSAL
K rasnoyar sk AluminiumSmelter 423436000 404381380 19054620
KrasnoyarskM etallur gical Plant
(KraM z) 129080000 123271400 5808600
GorevskyMining -
ProcessingPlant 42464000 40553120 1910880
The Gulidov Krasnoyar sk Non-
Ferrous Metals Plant 146831000 140223605 6607395
Total sum of free margin 33381495

Source: Authors’ calculations from Plant’'s Repasf<Cash Flows

The total sum of free margin implies alternativays of usage bankroll such as buying
new equipment, infrastructure modernization or aded training or re-trainingof staff. And
this is only one positive aspect of SEZ.

SEZ attracts foreigners and it is a contemporé&aifgrm for international professional
dialog. There are also benefits for foreign stafireign nationals belonging to the category of
highly qualified personnel employed by SEZ residesitall pay personal income tax at a rate
of 13% (Article 224 (para.3) of the Tax Code of Ressian Federation). Foreign nationals
who are not tax residents of the Russian Federatdnwork in territories other than SEZ pay
personal income tax at a rate 30%. Apart from thiatplified migration procedures are used
in respect of such individuals pursuant to provisiof the Russian legislation regulating the
legal status of foreigners.

Anyway, SEZ is one of the most effective moderncrmaconomic instruments to
attract investments in the economy.SEZ generatessiments from both domestic as well as
foreign sources and the majority of investments iaré¢he form of domestic sources.All
improvements within SEZ framework create the invesit climate which is the set of public
policies that shape the opportunities and incestifge firms to invest productively. Why
SEZs are so popular among investors? That is bed¢hayg offer up to 30 % of cost reduction
for investors (Figure 2).

In order to succeed in achieving their intendedicgoobjectiveseconomic zones
should not be used as a substitute for a counigrger trade and investment reform
efforts.The success of Economic zones dependsemxtent to which they create linkages
with the local economy thereby generating employnaemd increasing transfer of knows
how.A common element of many successful SEZs is téohnical competency of the
bureaucracy responsible for constructing and implging them. While this cautions against
targeting when government capacity is weak, se\etwh American countries have recorded
successes by relying on private sector ownershdpaamagement.
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Figure 2 - Investor preferences in SEZ
Source: JSC SPECIAL ECONOMIC ZONES, www.0a0-0€ez.ru

For instance, in the Dominican Republic, whereligund private zones coexist, there
are no clear differences in employment, investmentexports by zone ownership.But the
private zones generally offer higher-quality infrasture and more value-added services than
the government-run ones and, accordingly, chargfeehirents.

In circumstances where the government cannot g@eouiigh quality services
throughout Russia, it is easier to do it in someaar In Russia, SEZs will benefit if the
government does not repeat the experience of tlte90s. In 90s in free zones plants
practiced tax evasion, without developing productiBegional integration offers significant
opportunities for economic zones in terms of exjpamadnarket access. Linking regional
SEZs to infrastructure investments to create “ghoedrridors” may be a powerful new route
to competitiveness.

As SEZ programs continue to proliferate it isicat for policy makers to learn from
past experiences and anticipate the implicationth@femerging and potential issues. Future
SEZ program success will require adopting a maeitile approach to use SEZ instruments
effectively to leverage a region’s comparative adage and ensure flexibility so that the
zone program can evolve over time. Fundamentatlg approach will require a shift in
mindset away from the traditional reliance on fiSoaentives and wage restraint to instead
focus on facilitating a more effective businessiemment that fosters firm-level

Thus, a number of factors listed above, suggestptssibility of creating a special
economic zone of industrial type in the Krasnoyaeskon, but the final decision for the main
companies in the region is necessary to set proesdor evaluating the performance of SEZs
in the region.



