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ABSTRACT

The article is devoted to the problematic issues of tax incentives for Russian compa-
nies. The main prerequisite of the research is that the domestic practice of tax incen-
tives does not meet the interests of the state, since it is in clear contradiction with the
declared principles of economic development. The provided tax privileges should
promote the investment activity of business. However, tax incentives are often of-
fered to those enterprises that are not able to use them effectively. Justification of
tax benefits requires identifying enterprise’s investment activity factors, the level of
which is largely determined by the corporate life cycle stage and industry specificity.
Hypotheses about the importance of corporate age and economic activity, formulated
for the purposes of this study, have been empirically confirmed. It was proved that
the investment activity of Russian enterprises demonstrated different dynamics in
the conditions of the economic crisis. In the manufacturing industry, in particular,
most enterprises increased the volume of fixed assets, while in the spheres of petro-
leum products, dairy products, chemical products, communications on the basis of
wire technologies, there was a decline in investment activity. The change in invest-
ment activity in the period under study was due to various factors for both enter-
prises of different industries and enterprises of the same industry characterized by
different corporate ages. The results obtained let us conclude that a unified approach
to tax incentives for enterprises’ investment activity cannot be justified. In the opinion
of the authors, “targeted” tools of tax incentives are more efficient.
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HIGHLIGHTS

1. Tax incentives should meet the interests of the state, contributing to the development
of the economy. However, in Russia it is increasingly reduced to tax benefits, which
increase in volume, but do not bring the desired effect, including the fact that they do
not contribute to the growth of investment activity of enterprises

2. It was revealed that the investment activity of the enterprise depends to a significant
extent on the stage of the life cycle and industry specificity, which, in the opinion of
the authors, should be considered as the determinants of tax incentives. Accordingly,
the authors offer the hypotheses about the importance of the corporate age and the
sphere of financial and economic activity in shaping the factors of Russian enterprise
investment activity

3. Investment activity models for young, adult and old manufacturing enterprises, as
well as companies for the manufacture of coke and refined petroleum products, dairy
products, chemicals and chemical products, and communications based on wire
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technologies have been constructed. It is shown that these models have independent
significance, and the factors of investment activity really depend on the corporate age
and industry specificity

4. Thus, it is argued that the system of tax incentives in Russia requires development:
we should abandon unsystematic tax incentives in favor of target instruments that
take into account the financial characteristics of the taxpayer more flexibly
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AHHOTALWVA

CraTps IOCBSIIEHaA IIPOOIEMHBIM BOIPOCAM HaJIOrOBOTO CTMMYJIMPOBAHMS POC-
CUVICKVIX TIpeApusTiil. [T1aBHasI IPeIochlIKa VICCIIeNOBAHIS 3aK/TFOUaeTCs B TOM,
YTO OTeYeCcTBEHHasl IpaKTMKa HaJoroBOrO CTUMYJIMPOBaHNS He OTBeYaeT VMHTepe-
caM rocyIapcTBa, IIOCKOJIBKY BCTYIIAeT B SIBHOE IIPOTMBOPeUNe C IeKIapypyeMbIMIL
IIPUHIIMIIAM SKOHOMITYeCKOTo passuTs. Tak, mperocTassisieMble HaJIOTOBbIe JIbTOTHI
IOJDKHBI CIIOCOOCTBOBATh MHBECTUIIVIOHHOV aKTUBHOCTM OnsHeca. OIHaKo, HaJIoro-
BBI€ JIBIOTHI 3a9aCTYIO IIPEICTABIIIOTCS TeM IPEIIIPVSITIISIM, KOTOpbIe He CIIOCOOHBI
VICITIOJIb30BaTh nX 3pdexkTnBHBIM 00pasom. OG0CHOBaHME CICTEMBI HAJIOTOBBIX JIBIOT
TpeOyeT BhIABIeHNS (PaKTOPOB MHBECTUIIVIOHHOV aKTMBHOCTY ITPEIIIPUSATIUN, Y PO-
BeHb KOTOPOVI BO MHOTOM OITpeJIeJISIeTCS CTaIyert XXM3HEHHOTO IIMKIIa ¥ OTPaciIeBO
crrerycpmKoit. [ MIToTessl 0 3HaYMMOCTIM KOPIIOPATUBHOIO BO3pacTa 1 cepbl IKOHO-
MUYECKOT JIeSITeITbHOCTH, CPOPMYIIMPOBaHHBIE B I1eJIsIX HACTOSIIIETO VCCIIeIOBaHNAS,
TIOJIy9VUIN SMIIVIPITYecKoe IOATBep KIeH e, BbUIo TOKa3aHO, B YCIIOBMSX SKOHOMM-
YEeCKOTro KpM3vca MHBECTUIIMOHHAS aKTVBHOCTb POCCUTICKIMX TTPEIIPUSITIN TeMOH-
CTpUpOBaJIa PasHyIo AMHAMIUKY. B yacTHOCTM, B 0OpabaThIBaroIert IIPOMBIIIITIEHHO-
CTV OOJIBIIIVIHCTBO IIPEAIIPYSATII HapalllBaIo 0ObeM OCHOBHBIX CPEIICTB, TOra KaK
B cpepax IMpOM3BOLICTBA KOKCa 1 He(pTEIIPOIYKTOB, MOJIOYHOVI POy KLV, XVIMIde-
CKMX BEIIIECTB Y XMMWYECKMX ITPOJTyKTOB, CBS3M Ha Oase ITPOBOJIHBIX TEXHOJIOI M Ha-
Orrromasics criaft VHBECTUIIVIOHHOV aKTVBHOCTIAL. B TO Jke BpeMs M3MeHeHVie MHBEeCTH-
LIMIOHHOVI aKTUBHOCTY B VICCIIETyEeMOM IIep1ofie OOBSICHSIIOCh PasHbIMI (PaKTOpaMm
KaK IS IPeAIIPUATII PasHbIX OTpacIIeV, TaK M IPeIIPUSTUN OJTHOV OTpaciIn, Xa-
PaKTepU3YIOIIVIXCS Pa3sHbIM KOPIIOPATUBHBIM BO3pacToM. [loiydeHHbIe pe3yIbTaThl
ITO3BOJIVIIV CII€JIaTh BBIBOZ, O TOM, YTO YHV(UIIMPOBAHHBIV IIO/IXOI K HAJIOTOBOMY
CTUMYJIVIPOBaHMIO MHBECTUIIVIOHHOV aKTMBHOCTU IIPEIIIPUATUN Helb3s IIPU3HATh
onpasgaHHbM. [To MHEHVIO aBTOpOB, O0Iee 3(PPEKTMBHBI «I11eJIeBble» MHCTPYMEHTHI
HaJIOTOBOT'O CTUMYJIMPOBaHMsL. PeKOMEH/IAIINIL B 9TOM OTHOIIIEHNI MOTYT IIPeJICTaB-
JISITh VIHTEPEC [T OTeYeCTBEHHOTO 3aKOHOIATeIIs M TeX JINII, B chepy MHTePecoB KO-
TOPBIX BXOIUT MOHUTOPWHT VMHBECTUIIMOHHOro KInMara B Poccurickont @emeparty.

KJTFOUEBBIE CJIOBA
Hastorosoe cTmMysmipoBaHve, HaJIOTOBble JIBIOTHI, MHBECTUIIVIOHHAsI aKTVBHOCTD,
VIHBECTULIVY, XVM3HEHHBIV VKT OpTaHM3aINI
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OCHOBHDBIE ITOJIO>KEHWMI

1. HasoroBoe cTuMysiMpoBaHue JOJDKHO OTBeYaTh MHTEpecaM rocyIapcTsa, CIIo-
cobcTBys passuTHio skoHOMUKN. OmHako B Poccry OHO Bce GOJIbIIe CBOIMUTCS K
HaJIOTOBBIM JIBIOTaM, KOTOpbIe yBeJIMUMBAIOTCS B 00beMaX, HO He IIPUHOCIT XKe-
71aeMoro 3d@dekTa, B TOM UmciIe He CIIOCOOCTBYIOT POCTY MHBECTUIIVIOHHOVI aKTVB-
HOCTVI ITPEeIITPUSATHUI

2. BbIsiBII€HO, UTO MHBECTUIIVIOHHAs aKTMBHOCTD IPeIIPUATIS B CyIIeCTBeHHOM CTe-
IIeHV 3aBVICUT OT CTa IV XKVM3HEHHOT'O 1IMKJIa 1 OTPac/IeBOV CIIELVI(PVIKI, KOTOPBIE, 10
MHEHWIO aBTOPOB, [JOJDKHBI pacCMaTpUBaTLCA KaK JeTepMUHAHTBI HAJIOTOBOTO CTVIMY-
ymposaHmsi. COOTBETCTBEHHO, CPOPMYIIMIPOBAHBI TMIIOTE3EI O 3HAUMMOCTY KOpIIopa-
TVBHOTO BO3pacTa 11 cpepbl (PVHAHCOBO-XO3SVICTBEHHOV JIeSTETTLHOCTY B (DOPMIpPOBa-
HIM (PaKTOPOB MHBECTUIIVIOHHOV aKTVIBHOCTVI POCCUIICKIIX IIPEIIIPVISITII

3. ITocTpoeHbI MOV MHBECTUIIMOHHOVI aKTMBHOCTY [T MOJIOJIBIX, 3PEJIBIX ¥ CTa-
PBIX TIpeAIpUATHI 00pabaThIBAIOIIEl TPOMBIIIIEHHOCTY, a TakKkKe KOMITAHWW TI0
ITPOM3BOJICTBY KOKCa ¥ HedTeIIPOIyKTOB, MOJIOYHOV IPOAYKITHY, XVMIIECKUX Be-
ITeCTB Y XMMITYEeCKIX IIPOIYKTOB, CB3M Ha 6a3e MpoBOgHBIX TexHoIormi1. [TokasaHo,
UTO JJaHHbIe MOAEJIN MMEIOT CaMOCTOSATe/IbHYIO 3HaUMMOCTh, a (PaKTOPhI MHBECTU-
IIVIOHHOW aKTVBHOCTY IeVICTBUTEIHHO 3aBUCAT OT KOPIIOPaTMBHOTO BO3pacTa M OT-
pacteBov crierduKu

4. Taxum 06pa3oM, apryMeHTMPOBAHO, UTO CHCTeMa HaJIoTOBOTO CTUMYJIMPOBaHISA B
Poccuy TpeOyeT pa3BuTHsL: CJIe/lyeT OTKa3aThCsl OT OecCCTeMHBIX HaJloTOBBIX JIBIOT B
TTOJTB3Y I1eJIeBBIX MHCTPYMEHTOB, OoJTee TMOKO yUUTHIBAIOIIVIX (DVHAHCOBBIE 0OCOOeH-
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HOCTV HaJIOTOIlIaTeJIbIIIKa

Introduction

Tax incentives as the most important
direction of the tax policy include a set
of measures to reduce the tax burden for
taxpayers, encouraging them to “a certain
model of behavior that meets the interests
of the state” [1, p. 25]. Such a model for
modern Russia is an innovation-invest-
ment model that provides high rates of la-
bor productivity, outstripping the devel-
opment of certain sectors of the national
economy. Tax incentives are used as an
instrument of tax policy for the model im-
plementation. The Russian practice of tax
incentives for investment activity of orga-
nizations indicates a significant increase in
tax benefits provided both at the federal
and regional levels (Table 1).

By the end of 2016, almost a third of
the subjects of the Russian Federation
received less than 10% of revenues from
regional taxes and corporate profit tax
(in the part to be credited to the regional
budget)'. In addition, despite the tasks

! According to the report of the Ministry of
Finance of the Russian Federation on the results
of assessing the quality of regional finance man-
agement for 2016. Available at: https://www.
minfin.ru/ru/perfomance/regions/monitoring
results/monitoring_finance/.
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of gradual abolition of tax benefits at the
federal level?, the volume of falling rev-
enues of regional budgets associated with
the provision of benefits for regional taxes
and corporate profit tax for 2016 increased
compared to the same volume for 2015
in 57 subjects of the Russian Federation®.
Until now, the Russian Federation lacks a
unified system for monitoring tax benefits,
assessing the effectiveness, which would
allow making informed decisions as to the
appropriateness of using them to stimu-
late investment activity of enterprises.

Tax incentives as a tool for stimulating
investment activity

Tax benefits are a rather contradictory
instrument of state regulation, the conse-
quences of which are characterized by a
high degree of uncertainty. The negative
consequences are, in particular:

2 See, for example, The main directions of the
tax policy of the Russian Federation for 2016 and
the planning period of 2017 and 2018. Available
at:  http://www.minfin.ru/common/upload/
library/2015/07 /main/ ONNP_2016-2018.pdf/.

* According to the Ministry of Finance of the
Russian Federation, Analysis of tax privileges es-
tablished by state authorities of the subjects of the
Russian Federation for 2016. Available at: https:/ /
www.minfin.ru/ru/document/?id_4=119647/.



Journal of Tax Reform. 2018. T. 4, No 2. C. 125-141

ISSN 2412-8872

Table 1
Shortfall in profit tax, corporate property tax and transport tax in connection
with the establishment of the appropriate tax benefits for 2006-2016 by the laws
of the subjects of the Russian Federation

Indicator / Year

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

Revenue from profit tax in the
budgets of the subjects of the
Russian Federation, billion
rubles*

1,106

1,496

1,711

1,058

1,500

1,907

1,970

1,692

1,952

2,098

2,272

Shortfall in profit tax due to

the tax privileges by the laws

of the subjects of the Russian
Federation in accordance with
Clause 1 of Article 284 of the Tax
Code of the Russian Federation
(excluding residents of special
economic zones and participants
of regional investment projects),
billion rubles

34.7

27.9

415

38.4

50.7

63.7

63.0

53.1

77.8

88.5

61.9

Percentage of the amount of
revenue, % **

Revenue from corporate
property tax in the budgets
of the subjects of the Russian
Federation, billion rubles*

198.0

257.0

315.0

374.0

409.0

454.0

533.0

609.0

631.0

709.0

760.0

Shortfall in the corporate
property tax due to the estab-
lishment of tax privileges by
the laws of the subjects of the
Russian Federation in accor-
dance with Clause 2 of Article
372 of the Tax Code of the Rus-
sian Federation, billion rubles

93.7

120.0

1229

116.2

122.3

131.5

137.0

152.0

151.0

156.0

173.1

Percentage of the amount of
revenue, % **

32

32

28

24

23

22

20

20

19

18

19

Revenue from transport tax in
the budgets of the subjects of
the Russian Federation, billion
rubles*

247

36.4

45.9

49.1

56.0

66.2

82.3

99.0

113.2

135.0

1354

Shortage of the transport tax
due to establishment of the
tax privileges by the laws of
the subjects of the Russian
Federation in accordance with
Art. 356 Tax Code, billion
rubles

4.7

4.6

51

6.0

6.2

6.6

7.3

7.7

8.7

10.5

10.6

Percentage of the amount of
revenue, % **

16

11

10

11

10

TOTAL volume of tax benefits
granted in accordance with
the decisions of the state
authorities of the subjects of
the Russian Federation, billion
rubles

133.0

153.0

169.4

160.7

179.2

201.8

207.0

213.0

237.5

255.0

2455

Notes:

* Only receipts included in the budgets of the subjects of the Russian Federation (different from
receipts to the consolidated budgets of the subjects of the Russian Federation for the amount of revenues
to local budgets) are taken into account.

** The share of the shortfall is calculated as the ratio of the amount of shortfall in taxes to the
amount of received and underpaid taxes (a conditional value that expresses the amount of revenue in

the absence of tax incentives).

Source: compiled by the authors according to the Russian Federal Tax Service.
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- a decrease in the neutrality of the tax
system [2];

- dilution of the tax base, which leads
to limiting the possibility of reducing tax
rates [3];

- the complexity of regular monitor-
ing of tax incentive use [4];

- the possibility of legislative estab-
lishment of tax privileges in isolation from
the budgetary process [5];

- distortion of market decisions adop-
tion, including investment [6];

- generation of numerous schemes for
avoiding taxes and abuses [7];

- transfer of tax burden from some
categories of taxpayers to other categories
[8] or, in other words, an unfair distribu-
tion effect.

We should note that in the Russian
Federation the listed potentially negative
effects of tax incentives are supplemented
by an ambiguous interpretation of the con-
cept of “tax privilege”. In the Tax Code of
the Russian Federation “privileges on tax-
es and levies are recognized as the benefits
provided to taxpayers and payers of fees
by legislation on taxes and fees in com-
parison with other taxpayers or payers of
fees, including the possibility not to pay
tax or levy or pay them in less”*, which
makes it difficult to separate tax benefits
from other instruments of preferential tax
policy. Indication of the Tax Code of the
Russian Federation that “the norms of the
legislation on taxes and fees, which deter-
mine the grounds, procedure and condi-
tions for the application of tax and fee ben-
efits, cannot be of an individual nature”?,
raises a number of additional problems,
among which there are the problems of
stimulating investment activity corporate
sector. The key question in this respect can
be formulated as follows: how to ensure
effective stimulation of investment activ-
ity, keeping to a solid approach to grant-
ing tax benefits?

Attempts to assess the consequences
of tax incentives for companies’ invest-
ment activity have been made since the

* Art. 56 of the first part of the Tax Code of
the Russian Federation.

5 Art. 56 of the first part of the Tax Code of
the Russian Federation.
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second half of the 20th century both in
the framework of theoretical studies, and
with the use of empirical data. R. Hall and
D. Jorgenson became one of the first au-
thors who devoted their research to this
problem in opposition to the existing posi-
tion that “the effectiveness of tax policy in
altering investment behavior is an article
of faith among both policy makers and
economists” [9, p. 391].

R. Hall and D. Jorgenson substanti-
ated the positive impact of the tax policy
on accelerating and increasing the volume
of investments in the US using the case of
tax breaks 1954-1962 in the context of the
neoclassical approach. Theoretical studies
of these phenomena have been widely de-
veloped [10-12, etc.] simultaneously with
the widespread use of tax incentives to
stimulate investment in developed coun-
tries. An empirical analysis of these ben-
efits actual results has led to mixed con-
clusions. Macroeconomic estimations of
changes in investment activity based on
time series illustrated both the existence
of a connection with tax changes and their
absence (for more details see [13; 14]). Ob-
viously, the definition of interconnection
in this way is extremely complicated both
by the need to highlight the impact on
investment of precisely tax instruments,
and the averaged substantial differences
in the response to tax incentives of vari-
ous economic subjects. These points were
mitigated when assessing microeconomic
data for individual companies.

Against the background of theoreti-
cal discussions, J. Cummins, K. Haset and
R. Hubbard [15] considered the ongoing
tax reforms in the US as a natural experi-
ment. Based on the analysis of enterprises
panel data, the authors showed a posi-
tive increase in investments based on the
results of 13 episodes of tax reforms in
1962-1988, and the investment activity of
companies was higher when they received
larger tax breaks. Thus, the researchers
made the conclusion about the impact of
long-term changes in corporate taxation
on the level of investment in fixed assets.
The transfer of the methodology for as-
sessing investment activity based on the
results of tax breaks on tax reforms for the
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period 1982-1992 in fourteen countries
[16] has led researchers to not so unam-
biguous results: a statistically significant
positive response to investment in tax
incentives was identified only for twelve
countries.

In the following decades, microeco-
nomic studies of the reaction of compa-
nies” investment activity on tax incentives
continued (a detailed review: [17]), but
they got the greatest depth in recent years.
If the study of the tax reform consequenc-
es in the US in 1962-1988 by J. Cummins,
K. Haset and R. Hubbard [15] included
from 251 to 1,294 companies (depending
on the analyzed year), then similar estima-
tions for 2001-2010 were obtained on the
basis of panel data for 120,000 companies
[18]. The authors differentiated the effec-
tiveness of tax incentives to stimulate in-
vestment activity both in terms of the size
of companies (for small and medium en-
terprises it was higher than for large ones)
and by the nature of benefits (greater in-
vestment activity was ensured by benefits
that implied earlier savings on tax).

The work of E. Ohrne [19] was devot-
ed to the comparison of the consequences
of various tax methods to stimulate in-
vestments in fixed assets. He compares
the benefits associated with accelerating
the write-off of the value of fixed assets,
with a reduction in corporate profit tax
rates for certain areas of US companies.
E. Ohrne concluded that there is the same
efficiency of both tax instruments to stim-
ulate investment activity.

What difficulties do researchers face
when measuring the relationship be-
tween tax incentives and business invest-
ment activity using empirical data? And
why are their conclusions not always un-
ambiguous? We are listing the main con-
clusions below:

- itis important to correctly determine
the analyzed period, taking into account
the variability of the tax policy®;

¢ In particular, S. Mishchenko [20] writes
that as a result of the financial crisis of 2008-
2009, many countries temporarily limited
tax incentives programs for their companies,
including their investment activities, which, in
the author’s opinion, could adversely affect the
pace of economic growth in the future.

130

- there are objective limitations relat-
ed to the specifics of preparing and pre-
senting financial statements as the main
source of information about the analyzed
companies;

- it is difficult to exclude distortion of
data due to the growth of investment ac-
tivity in the periods of tax incentives due
to its artificial reduction on the eve of the
introduction of benefits and the potential
decrease after the abolition of benefits;

- certain external and internal con-
ditions of the companies’ activities are
able to have a significant impact on their
response to tax incentives, which also ap-
plies to investment activity;

- the behavior of decision-makers, in-
cluding financial managers of companies,
does not always correspond to theoretical
assumptions based on the assumption of
rationality.

In the second half of the twentieth cen-
tury the analysis of taxation instruments is
often supplemented by an assessment of
their perceptions [21; 22], including tak-
ing into account national peculiarities [23]
and economic conditions [24]. In 2008,
J. Jolie [25] co-authored a survey of com-
pany executives that were subject to and
not subject to a tax break stimulating in-
vestment and job creation in North Caro-
lina, the United States. Most executives in
both groups preferred a reduction in the
overall corporate tax rate to the introduc-
tion of tax incentives; while only 30% of
CEOs who were eligible for an investment
tax credit were aware of it.

As for detailing the characteristics of
companies to assess their response to tax
incentives for increasing investment activ-
ity, as already indicated, a separate con-
sideration of the investment behavior of
small and large business representatives is
common [18; 26]. Considering the remain-
ing parameters is undertaken quite rarely.

In this regard, we shall note an at-
tempt to include companies in the analy-
sis according to the industries for which
tax incentives are directed [19]. At the
same time, theoretical conclusions about
the different impact of tax incentives on
investment activity, depending on the
type of company activity, were made, in
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particular by A. Auerbach and Jr. Hines
[27]. E. Ohrne [19] also considers the in-
fluence of the company’s age on changes
in investment activity in connection with
tax benefits: the performance of 25% of
the oldest companies in the sample were
found to be statistically significant (they
showed an increase in investment activity
due to a reduction in the general tax rate
for profits, and less old companies reacted
more to tax benefits).

In our opinion, the duration of com-
pany existence really matters to stimulate
its investment in fixed assets. It is well
known that enterprises are interested in
increasing investment activity as long
as the capital return grows. In the future
their interest lies in maintaining the opti-
mal level of capital intensity. Accordingly,
the need for financial resources and ap-
propriate sources to finance investment
activity for both reaching the optimal level
of capital intensity and maintaining it will
vary significantly depending on the gen-
eral state of the economy and, not least, on
the stage of the enterprise’s life cycle.

The origins of scientific ideas about
the organizational life cycle (OLC) are
traced in the ideas of organicism, the peak
of interest in modern history falls on 1920~
1930 [28]. The formation of the OLC con-
cept occurs later — in the 1950-1960's, and
since the 1980s the concept is widely used
in corporate governance, forming one of
the main directions of the theory of orga-
nizational change management.

The research of the OLC can be system-
atized in various ways [29], for instance ac-
cording to the functions of corporate gov-
ernance, including financial management.
The most specific features of the OLC are
presented in the context of strategic finan-
cial decisions. Thus, E. A. Fedorova and
E. Yu. Persidskaya [30; 31] proved that cor-
porate age’ is a significant determinant in
capital structure management of Russian
companies. This conclusion correlates with

7 For the purposes of the study, the corpo-
rate age will be considered as an evaluation of
the enterprise’s life cycle stage (respectively,
young, adult or old). In this sense, the corpo-
rate age should be distinguished from the actual
(the life of the enterprise from the moment of its
foundation).
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the results of studies by foreign authors
testing factors that predetermine the capi-
tal structure of American and European
companies [32- 34, etc.]. Accordingly, the
stage of the life cycle must be taken into ac-
count in the management of the firm’s val-
ue, which in turn is confirmed by empirical
studies [35; 36, etc.]

Despite a great number of works on
the financial aspects of the OLC, this area
has significant development potential,
which fully relates to the issues under
study. It is impossible not to note the ob-
vious conventionality of financial mod-
els of corporate age estimation based on
cash flows [34; 37] or on financial ratios
[31; 36; 38]. In addition, the issues of tax
regulation of company investment activ-
ity, taking into account the OLC, whose
importance is mostly not questioned in
the “management of the taxation of an
economic entity”, are still little studied
[39, p. 173].

An important exception is the work
of Yu. B. Ivanov, characterizing the tools
of tax incentives depending on the stage
of the life cycle of the innovation process
(for example: [40, p. 499-507]). However,
according to the authors, the issue of tax
incentives can be put more widely. In par-
ticular, it is advisable to formulate and
verify a number of hypotheses regarding
the factors of investment activity in the
stages of the OLC, which determined the
methodology of the study.

Methodology

To reach the objectives of the research
we offered the two hypotheses:

Hypothesis 1. The corporate age (the
stage of the life cycle) is a significant factor
in the level of investment activity of the
enterprise.

Hypothesis 2. The effectiveness of tax
incentives as a tool to stimulate invest-
ment depends on the corporate age of the
enterprise.

The authors made a great number of
calculations to find out the factors of com-
pany investment activity among the enter-
prises of various industries in 2011-2016
assuming the relevance of the OLC. In
general, the following facts were revealed:
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1. First, in many industries there has
been a significant reduction in the number
of investment-active enterprises®.

2. Secondly, many investment-pas-
sive enterprises experienced an increase
in profit before tax compared with 2015,
which may reflect the presence of exter-
nal restrictions on investment activity.
This conclusion is correlated with Federal
State Statistics Service’s data, according
to which among the key factors limiting
the investment activity of enterprises, the
most significant in 2015-016 was the fac-
tor of economic situation uncertainty in
the country (Table 2).

Table 2
Distribution of organizations
in assessing the factors limiting
investment activity (as a percentage
of the total number of organizations)
200020102014 |2015 2016
10| 19| 23| 28| 27

Factors

Insufficient de-
mand for products
Lack of compa-
ny’s own funds

41, 67| 60| 61 61

High percentage 47| 31| 29, 56| 56

of commercial
loans

A complex 39| 15| 16| 42| 46
mechanism for
obtaining loans
for the implemen-
tation of invest-

ment projects
Investment risks

35
18

23| 30| 60

18

50
22

Unsatisfactory
condition of the
technical base
Low profitability
of investments
in fixed assets

11| 13} 22/ 20

Uncertainty of the | 49| 32| 34| 66| 61

economic situa-
tion in the country

Imperfect regula- | 36| 10| 11| 27| 27
tory framework
governing invest-
ment processes
Source: Federal State Statistics Service of

Russia.

8 For research purposes, investment-active
enterprises are those that have had an increase
in the value of fixed assets in the analyzed pe-
riod. Enterprises demonstrating other dynamics
of fixed assets are designated as investment-
passive.
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3. Thirdly, the economic crisis had a
different effect on the investment activ-
ity of enterprises in certain industries.
So, in 2016 in the manufacturing indus-
try, over 60% of enterprises remained
investment-active. At the same time, the
share of similar companies in the spheres
of manufacture of coke and refined petro-
leum products, dairy products, chemicals
and chemical products, communications
based on wire technologies did not ex-
ceed 40%.

The revealed differences correspond
with the principles of sector rotation, ac-
cording to which different industries re-
act ambiguously to the dynamics of the
business cycle (see, for example: [41]).
Thus, the hypothesis that the tools of tax
incentives for investments should be ad-
justed to the sectoral specifics was further
considered (Hypothesis 3).

This hypothesis predetermined the
principle of forming industry models of
investment activity. At the same time, de-
pending on the level of investment activ-
ity of the industry in the analyzed period,
different models of corporate age scoring
were used.

For investment-active industries
(with a share of investment-active en-
terprises over 60% in the analyzed
period), a corporate age assessment
model was used, based on the assump-
tion of a uniform distribution of the
company population over the life cycle
stages [42]. Thus, the characteristics
“low” / “young” was assigned to the en-
terprises, where the value of the analyzed
indicator corresponded to the interval
up to the 33th percentile; the character-
istics “middle” / “adult” corresponded
to the interval from 33 to 66 percentile;
“High” / “old” corresponded to the in-
terval from the 66th percentile.

Further, by analogy with other Rus-
sian studies in the field of financial aspects
of organizational change [31; 38], the au-
thors distributed the analyzed companies
by corporate age on the basis of three de-
terminants (Table 3).

The score characteristics of the stages
of the OLC is presented in Table 4.
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Table 3
Determinants
of enterprise’s corporate age
in the investment-active industry

MRETA MSG AGE Score
Low High Young 1
Middle | Middle Adult 2
High Low Old 3
Notes:

MRETA is the median of the ratio of retained
earnings to total assets, MSG is the median of the
growth rate of revenue, AGE is the actual age
since the moment of foundation.

Median values were estimated over 3 years,
including the year of the study.

Table 4
Score characteristics
of enterprise’s corporate age
in the investment-active industry
Score 3-4 5 6 7 8-9

The OLC |Growth| -
stage

Mature | - |Stagnant

Investment activity was estimated as
the growth rate of fixed assets:

FA,-FA, 4

CapEx, = TA
t

where:

CapEx — capital expenditure reflect-
ing investment activity;

FA — the book value of the compa-
ny’s fixed assets at the beginning (f-1)
and the end (f) of the analyzed period,
respectively.

One year is adopted for the base re-
porting period.

The most relevant indicators were
used as explanatory variables, namely:

- capital intensity of the compa-
ny — CI;

- capital productivity — CapProd;

- lag variable of investment activ-
ity — CapEx;_q;

- level of debt — Debt,.

ol FA
TA,
where:
TA — book value of total assets.

CapProd, = I;Z}t ,

t

where:

Rev — revenue.

The presence of a lagged variable of
investment activity will make it possible
to conclude that there continuity is or lack
of continuity in the implementation of in-
vestment activities.

FA, ,—FA
CapEx, ; =—1—12,
FA, 4
Debt, = L1P¢
TA,

where:

LTD — long-term debt.

For investment-passive industries
(with a share of investment-active enter-
prises of not more than 40%), the use of
the above corporate age assessment model
did not adequately distinguish the corpo-
rate age, since in the crisis conditions, the
overall performance of the sample dete-
riorated significantly.

On the one hand, this result reflects
an increased risk of premature termina-
tion of the organizational life cycle. On
the other hand, to admit that most of
them “grow old” during the crisis would
not be completely correct. This circum-
stance led to a more detailed approach
to the assessment of corporate age, aban-
doning the principle of uniform distribu-
tion, which is appropriate at other stages
of the business cycle. Thus, the corporate
age assessment model was revised on the
updated principles:

- firstly, it was further confirmed
that this model should not be limited
to financial characteristics, so the actual
age of the companies was still taken into
account;

- secondly, the financial characteris-
tics of the OLC stages was adjusted from
the position of analyzed indicators” dy-
namics;

- thirdly, revenue and financial
results indicators (and associated coef-
ficients) were more irrelevant, more ex-
posed to external factors than, for exam-
ple, the book value of assets. Thus, the
division of enterprises into the stages
of the OLC was carried out as follows
(Table 5).
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Table 5
Determinants of the corporate age
of enterprises in the investment-passive

industry
Growth of assets for | Actual age |Score
2016
More than 5% of the | From1yearto| 1
growth variation 10 years
across the sample
From 0 to 5% of the  |From 10.5 year | 2
growth variation to 20 years
across the sample
Negative growth More than 3
20 years

The score characteristics of the OLC
stages is presented in Table 6.
Table 6
Score characteristics of enterprise’s
corporate age in the investment-passive

industry
Score 2-3 4 5-6
The OLC stage | Growth | Mature | Stagnant

The model of enterprises’ investment
activity at the second stage of the research
was also modernized. As an indicator of
investment activity, the indicator of “fixed
assets growth” was used in 2016 as com-
pared to 2015:

CapExInc, = FA, - FA, 4,
where:

CapExInc — capital expenditure in-
crease reflecting investment activity in the
form of fixed assets growth.

The composition of the explanatory
variables was also changed. For the in-
crease in fixed assets the following ex-
planatory factors were used:

- profit before tax for the current pe-
riod — Profit;

- profit before tax for the previous pe-
riod — Profit;_q;

- long-term liabilities for the current
period — LTDebt,;

- long-term liabilities for the previous
period — LTDebt;_+;

- short-term liabilities for the current
period — STDebt,;

- short-term liabilities for the previous
period — STDebt,_.

The development of models was done
using the LSM method in the STATA soft-
ware package.
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At the first stage of the survey, the
sample included manufacturing com-
panies (hereinafter referred to as “Sam-
ple 17). The sampling process was based
on the following principles:

- we included enterprises with assets
of more than 10 million rubles at the end of
each reporting period (from 2011 to 2015);

- the date of registration of these en-
terprises should be no later than 2012;

- subsidiaries were excluded;

- enterprises with transitional stages
of the life cycle (scores of 5 and 7, see le 4)
were not taken into account.

Taking into account the adopted prin-
ciples and assumptions, Sample 1 was
2,290 enterprises-years (Table 7).

Table 7
Distribution of enterprises in Sample 1
Stage of |2011/2012|2013/20142015| Total
the OLC number

of enter-

prises
Growth 151| 123| 124| 128| 124 650
Mature 205| 157 180| 160| 171 873
Stagnant | 162| 148| 159| 153| 145 767
Total 518| 428 463| 441| 440 2,290
number of
enterprises

At the second stage of the study, the
sample included companies from the fol-
lowing spheres of economic activity: man-
ufacture of coke and refined petroleum
products, dairy products, chemicals and
chemical products, and also the compa-
nies in the field of communications based
on wire technologies’.

Given the dramatic change in the ex-
ternal business environment in 2016, it
was decided to abandon the principle of
combining data by years in a continuous
sample, as shown in Table 7.

In addition, only investment-active
companies with a non-zero positive in-
crease in the book value of fixed assets in

° We emphasize that the industries that
demonstrate a different degree of sensitivity to
changes in the economic environment has been
specially included into the sample. In particu-
lar, communication enterprises represented the
growth sectors, petroleum and chemical indus-
try enterprises — cyclical branches, dairy enter-
prises — protective industries (see the classifica-
tion of industries, for example: [30]).
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2016 as compared to 2015 were analyzed.
Accordingly, the models of investment
activity for the stages of the OLC were
constructed according to the data of Sam-
ple 2 (Table 8).

The system of professional market
analysis and companies “SPARK” was
used as a source of information.

Results

Following the results of the first stage
of the study, the following models were
built.

The model of investment activity of
the enterprises of Sample 1, explaining
75% of the dependence, at the growth
stage was as follows:

CapEx, =0.492 -1.099CI, , +0.672Debt, ,,

where:

CapEx — capital expediture;

CI — capital intensity;

Debt — level of debt.

From this equation one can see that
for extractive industry enterprises that are
at the growth stage, there is a basic level of
investment activity provided by their own
funds (growth rate of fixed assets is equal
to 0.492), which is adjusted by indicators
of the level of debt and capital intensity in
the previous period.

Moreover, if the level of debt burden,
which is primarily determined by the vol-
ume of long-term debt, positively affects
the investment activity growth of the en-
terprise (increasing the share of debt in
total assets by 1% leads to an increase in
the growth rate of fixed assets by 0.672%),
then the level of capital intensity is a de-
terrent. With the growth of capital inten-
sity in the previous period, the pace of in-
vestment in fixed assets in the next period
is declining.

At the stage of maturity, the model of
investment activity of the analyzed enter-
prises changes:

CapEx, = 0.086 +0.1992CapEx,_;.

From this formula one can see that at
the stage of maturity, the level of growth
in investment activity no longer depends
on the level of the debt burden or on the
capital intensity ratio. The basic level of
investment activity growth is 8.6% and is
adjusted mainly (at R* = 56%) by the re-
sults of the previous period (¢ - 1).

CapEx, =0.049 +
+ 0.18CapEx,_, - 0.00095CapProd,_,

where:
CapProd ,, — capital productivity of
the previous period.

Table 8
Distribution of fixed assets growth in 2016 by 2015
by groups of sampling enterprises and stages of the OLC
The number of enterprises Group number
1 2 3 4

Total number of enterprises, units; including: 262 1,464 3,084 3,809

enterprises with a positive increase in fixed assets 96 526 984 982

(Sample 2), units
Share of enterprises with positive growth of fixed assets, % 37 36 32 26
Number of enterprises according to the stages of the OLC
in Sample 2, units

Growth 36 197 349 414

Mature 42 165 391 401

Stagnant 18 164 244 167
The share of enterprises in the stages of the OLC, Sample 2, %

Growth 37 37 35 42

Mature 44 32 40 41

Stagnant 19 31 25 17

Note:

Group 1 — manufacture of coke and refined petroleum products.

Group 2 — manufacture of dairy products.

Group 3 — manufacture of chemicals and chemical products.
Group 4 — communications based on wire technologies.
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Table 9

Dynamics of Selected Financial Indicators of Sample 2

Average indicator | Communication | Manufacture of Manufac- | Manufacture of
increase in 2016, on the basis of | coke and refined |ture of dairy| chemicals and
rubles / Industry | wire technologies | petroleum products| products |chemical products

Fixed assets 25,533,481 2,491,212,833| 31,506,502 62,829,375
Revenue from sales -3,050,146 -663,101,281 7,180,017 -40,534,055
Profit before taxation 43,934,299 886,997,104| 2,756,053 67,517,084
Long term liabilities 33,821,561 1,595,209,948| 4,406,825 -95,950,303

As the stagnation phase begins, the
basic level of investment activity of the
sample enterprises decreases from 8.6% to
4.9%, the influence of the investment ac-
tivity factor of the previous period (from
0.1992 to 0.18) reduces, and the return on
capital ratio becomes the main deterrent
to investment. In other words, the rate of
decline in investment activity is propor-
tional to the growth of capital productiv-
ity in the previous period.

Thus, getting more significant rev-
enue, aging enterprises do not seek to
invest it, being satisfied with the avail-
able fixed assets. The additional revenue,
closely related to the increase in retained
earnings, after covering all necessary ex-
penses is used for other purposes.

In general, the first stage of the study
confirms the main hypotheses. First, cor-
porate age is important in the investment
activity of enterprises, reflecting various
significant factors. Secondly, the provi-
sion of tax incentives to enterprises at the
stage of maturity and stagnation will not
directly affect their investment activity,
while at the growth stage it will reduce de-
pendence on long-term borrowings and,
thereby, improve financial stability.

In the second phase of the study,
there were significant industrial differenc-
es in the available sources of investment
financing (Table 9).

As one can see from table 9, the enter-
prises of the sample engaged in the manu-
facture of dairy products, as well as coke
and refined petroleum products, had the
growth in long-term liabilities which al-
most doubled the increase in profit before
tax. Accordingly, the investment activity
in the period under review was mainly
dependent on long-term borrowings.

The situation is different with the in-
vestment activity of enterprises operat-
ing in the manufacture of chemicals and
chemical products. There was a significant
decrease in the volume of long-term li-
abilities, which significantly exceeded the
growth of profit before tax.

These differences are demonstrated
in the investment activity models summa-
rized in Table 10.

As one can see from Table 10, differ-
ent factors of investment activity are sig-
nificant for different stages of the OLC
and different industries. Thus, the first
hypothesis on the importance of corporate
age is confirmed™.

At the same time, different models of
investment activity lead to the conclusion
that tax incentives will have an ambigu-
ous impact on the investment activity of
enterprises of different corporate ages and
different industries, which confirms the
second and third hypotheses of this re-
search.

Conclusions

The study showed that the system of
tax incentives in Russia requires develop-
ment taking into account the factors and
conditions of enterprises’ investment ac-
tivity. Among the defining conditions for
investment activity is the corporate age,
which should be analyzed in the context of
the industrial specifics and economic con-
dition. In many cases, tax incentives will
not bring the desired effect, contributing
not to reinvestment, but to the withdrawal

10Tt is noteworthy that the model of invest-
ment activity dependence on the identified fi-
nancial determinants turns out to be insignificant
throughout the sample without considering cor-
porate age.
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of profits. In this regard, it is worth not-
ing the extremely low investment activity
of the analyzed enterprises in 2016. And
this applies not only to enterprises that
are in the stage of stagnation, but also to
the companies at the stage of maturity and
even growth.

Summarizing the foregoing, one
should once again ask the principal ques-
tion: how expedient is the use of tax incen-
tives in current conditions to stimulate en-
terprises’ investment activity, given that
many need support?

In our opinion, the use of the “tax in-
centive” tool in the current business envi-
ronment in Russia can hardly be consid-
ered justified to encourage the investment
activity of enterprises. Here, “point” and
“targeted” instruments of tax incentives
are appropriate, such as:

- reduction of taxable profit by the
amount of investment in fixed assets;

- tax holidays for profit tax, which is
directly related to investment activities
(for enterprises using their own sources of
investment financing);

- postponement of payment of profit
tax received as a result of implementation
of investment projects;

- reduction of the taxable base for cor-
porate property tax on fixed assets pur-
chased in the current period.

Developing a system of tax incen-
tives seems to be one of the most impor-
tant factors for increasing the investment
activity of Russian enterprises, which in

turn is a necessary prerequisite for in-
tensive economic growth and ensuring
national competitiveness. The obtained
results develop the scope of using the
OLC concept, which, according to the
authors, should be more widely used in
financial research, including the justifi-
cation of methodological approaches to
investment management and company
taxation. This conclusion corresponds to
the position of individual authors (see,
for example: [39, p. 173; 40, p. 499-507]),
which, however, is not currently widely
accepted.

We also note that the findings of the
survey as a whole do not contradict the re-
sults of the analysis of various tax policy
instruments to stimulate the investment
activity of the corporate sector in the Unit-
ed States [19]. However, it was revealed
that the transformation of the enterprise’s
calendar age into a corporate one im-
proves the evaluation methodology, al-
lowing for more accurate results.

Author’s model of assessing the
corporate age of the organization con-
tributes to the development of finan-
cial management, which overcomes the
limitations of the simplest scoring model
[30; 31; 38; 42]. The search for effective
approaches to the financial evaluation
of organization’s corporate age, in turn,
seems to be the most important prereq-
uisite for further research on the deter-
minants of tax incentives for enterprises’
investment activity.
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