
Chapter 2. Legal Aspects of Fiscal Federalism In the Russian Federation

Among all the aspects of the budgetary relations between the Russian Federation and its subjects, the issue of interbudgetary relations doesn’t prove to be one of those that are subject to proper legal regulations. The Budget Code, which took effect on January 1, 2000, and became a turning point in the development of budget legislation, was of little concern to interbudgetary relations. Although a chapter of the Code features such relations (Chapter 16), its legal regulations are just of declarative and definitive character and are not designed for direct implementation. To a great extent, this results from the fact that interbudgetary relations generally reflect the level of federative relations, which are currently under formation. By the time of debating the Budget Code at the Government, tactical scheme of the federal policy in this field had only been outlined. (see: The Reformation Concept in the sphere of Interbudgetary Relations in the Russian Federation in 1999 to 2000, approved by the Resolution adopted by the Government of the Russian Federation on July 30, 1998, № 862). Under such terms, imposing rigid legal provisions on interbudgetary relations would be premature and even undesirable. In the chapters of the following paper we have made an attempt to reflect the key tendencies in the development of the interbudgetary relations in the Russian Federation relying upon the comparative analyses data of the federal budget legislation for the recent years and on analytical issues for budget projects submitted by the Government to the Federal Assembly.

The Budget System Structure in Russia.

After the dissolution of the USSR at the end of 1991, a legislative basis was laid for the tax and budget systems in Russia as an independent state.

According to the RSFSR Law of «Budget Structure Basis and Budget Regulations in RSFSR» of 1991 (which had been the basic legal regulation act in the budget structure field before the Budget Code was passed in July 31, 1998) the RSFSR budgetary system comprised the following independent constituents: the federal budget of RSFSR, the budgets of the republics included in RSFSR, territorial budgets, regional budgets, budgets of the cities of Moscow and S.-Petersburg, autonomous regions’ budgets, district budgets, municipal budgets, regional district budgets, municipal district budgets, budgets of villages and rural areas. At the outset of the observation period, as well as to date, the budget system of Russia consisted of 89 budgets of the second level (21 republics, 10 autonomous districts, 6 territories, 1 autonomous region, 51 regions, the cities of Moscow and S.-Petersburg).

According to the law of «Budget Structure Basis and Budget Regulations in RSFS» the unity of the budgetary system in Russia was provided by a common legislative base, through unified budget classifications, via the budget records uniformity, and common statistic data shared at different levels of the budgetary system in order to design a consolidated RSFSR budget.

Alongside with the principle of budget system unity, the principle of budget independence at different levels, which was secured by own-source revenues and the authority of governments at each level to define the expenditure policy for corresponding budgets, was declared.

The basis for the Russian tax system was laid by the law of « Tax System Basis» adopted in 1991 and settling general principles for tax system in Russia including kinds of taxation, fees, and other payments. According to the law, three types of taxes are distinguishable: the federal taxes, the taxes raised by republics constituting the Russian Federation, territories, autonomous regions, autonomous districts, and local taxes. The list of the federal, regional and local taxes adopted in items 19 to 21 of the law still remains valid.

While the territorial structure, constituting the Russian Federation, hasn’t changed since 1978, the political system of Russia declared in the Constitution of 1978 was much different from the current system. First of all, no «Subjects of the Russian Federation» were dwelled upon in the Constitution of 1978. The Republics formed on the basis of the national principle had a larger scope of rights if compared to territories and regions based on geographical principle though the latter often excelled the former in population. Besides, there were some specific differences in the legal status of the national autonomous districts, situated within the territories and regions of Russia. As a rule, they didn’t have direct relations with the federal budget (avoiding the respective territorial and regional authorities). The fact that the principle of equal legal status was neglected, determined an absolutely discreditable nature of the interbudgetary relations.

Local authorities did not have their own budgets up to 1991: they were financed according to the expenditure calculations made by the regional authorities. For the period since July 1991 up to passing the Federal law of « General principles of self-government in Russian Federation» on August 28, 1995 self-government authorities in the largest municipal units had a right to build up the budget on their own. But the legal status and, therefore, the budget authority degree of various municipal units was different. Rural and small urban settlements failed to be subjects of interbudgetary relations with the regions, while larger municipal units within the territory of their dislocation provided financing for them.

A new budget system structure was determined by the legal regulations of 1993 Constitution and the Law of « General principals of Self-government in the Russian Federation» adopted according to it, the latter dealing with the matters of the Russian Federation Political System. All large national and territorial administrative units received an equal status of the Russian Federation subjects. The introduction of the term «subject of the Federation» into the legislative practice wasn’t just pro forma but meant the transition of all the territories comprising the Russian federation into legal state units, which determined regulations imposed on the relationships on the basis of the agreement and the recognition of their independence in the matters beyond the federative responsibility. The distribution of the authorities between the Russian Federation and its subjects resulted in the three spheres of authorities fixed and defined by the Constitution. The list of the responsibilities given to the Federation is short enough and includes such traditional authorities of the federal government as currency, credit, and customs regulations, monetary emission, the federal budget, the nuclear industry, the federal transport, foreign policy and international relations, national defense and security. The Federal laws applied direct within the territory of the whole country support the issues of the federal authority. The list of authorities shared by the Federation and its subjects is considerably longer. It comprises most matters of legislative regulation inclusive of the health care, public services, culture, labor, family, housing, land, water, and forest resources legislation. «Federal laws as well as laws and other legal regulations adopted by the subjects of the Russian Federation on the basis of the Federal laws» are enacted according to item 76 of the Constitution, which deals in authorities shared. The Subjects of the Russian Federation have all-encompassing power of the issues besides those of the federal competence and those shared by the Russian Federation and its subjects (i.e. the issues of the so called «residual competence»). Within the constitutional principal of authority distribution between the Russian Federation and its Subjects, the Budget Code (items 84 to 87) distinguishes expenditure competence for each of the budget system’s three levels (the federal, the regional and local budgets) as well as expenditures shared.
 According to part 4, item 5 of the Constitution « all subjects of the Russian Federation acquire equal rights within their relations with the federal authorities». The legal status of autonomous districts, which, in accordance with part 4 i. 66 of the Constitution, are ranked with territories or regions, proves to be specified. The uncertainty of this issue in the Constitution ignited a debate on the legislative consequences of such a status for the territories and the regions, on the one hand, and the respective autonomous districts, on the other. The discussion was carried on until the Constitutional Court of the Russian Federation provided official comments upon p.4 i.66 of the Constitution in its Resolution № 12-P adopted on July 14, 1997. According to these comments, «the fact that an autonomous district comes to be a constituent of a territory or a region means sharing the land and the population with the territory or the region to which the autonomous district belongs, as well as having common bodies of the state authority, which exercise control over the district within the limits settled by the federal law, the charter of the corresponding subjects of the Russian Federation as well as by the agreements between their authorities.» At the same time, joining a territory or a region as part does not affect the district in terms of rights equality as a subject of the Russian federation, especially as long as its relations with the Federal center are concerned. In the interbudgetary practice, this was reflected through the possibility to establish direct relations with the federal budget inclusive of the federal financial support, which might be allocated direct, avoiding the budgets of the corresponding territory or region. Shared (with the Federation) tax revenues raised on the territory of autonomous districts are transferred to their budgets according to general standards and are not redistributed between the district budget and the respective territory’s or region’s budget. Natural resource taxes don’t prove to be an exception to the rule notwithstanding that the amount of coal and other mineral resources that several autonomous regions obtain (e.g. the Yamalo-Nenetsky, Khanty – Mansiysky, and Taimyr autonomous okrugs) turns to be of national value. The revenues generated by coal-mining and other mineral resource industries are collected by the autonomous districts’ budgets according to the standards equivalent to the revenue distribution standards for other regions (30 and 25 per cents, respectively). In order to avoid possible conflicts between autonomous districts and territories or regions to which they belong, that might be ignited by this largest revenue source, the federal center shares half of its revenue value part with the territories and regions (20 and 12,5 per cent respectively)
. Thus, it must be assumed that equal budget rights exercised by all subjects of the Russian federation are currently secured by the federal budget.

Another considerable change in the budgetary system structure, which is determined by the Constitution and the law of «General Principles of local self-government in the Russian Federation» adopted on August 28, 1995 was the status equalization of all local budgets, which lead to the formation of the last (third) budget system level. The Constitution relies upon a settlement principle of local self-government structure, which declares the recognition of the local self-government right for residents of any settlement regardless of it’s size. Alongside with that, the law of «General Principles of local self-government in the Russian Federation» does not presuppose any subordination between municipal units. Item 6 of this law reads:» in case there are any other municipal units within the territory of a given municipal unit (except for a city), subjects of municipal competence (municipal jurisdictions), items of municipal property, and sources of municipal budget revenues are distributed under the law adopted by the subject of the Russian Federation, and regarding inner municipal units of a city, by the Charter of the city.» This issue assumes that one municipal unit can’t determine the budget revenue sources for other municipal units, in particular, they can’t redistribute financial aid, received from the regional budget (except for the relations between a city and its interior unit). This concept formulated in the Constitution and the laws of municipal self-government had also been framed in the Budget Code, which declares in i. 129 that all municipal budgets should be equal with regard to the regional budget.

However, as was mentioned above, the local self-governmental system, which was shaped historically, has a two-level structure: in most regions small urban and rural settlements with neighbouring territories comprise a municipal district. And actually, the legal regulations quoted above are not obeyed almost anywhere: most regions prefer to maintain their relations with large cities and districts delegating them an authority to redistribute financial aid received from the regional budget between minor municipal authorities. Most subjects of the Federation evade the responsibility of distributing revenue sources between local budgets of different levels. Thus, the de facto basic subjects of local self-government defined by the Constitution as rural and urban settlements, fail to obtain own-source revenue and receive financial support according to their expenditure needs, which apparently contradicts the budget rights of local self-government.

The most obvious way out of the above problem is to coordinate the actual situation in accordance with the Constitution norms, laws of local self-government, and the Budget Code, i.e. to delegate equal budget authorities to all municipal governments regardless of their size. But a direct implementation of the legal regulations within the current local self-government legislation proves to be irrational for the legislation itself is rather discrepant. On the one hand, it demands that all municipal governments have equal authorities, but, on the other hand, it assumes that one and the same territory be under the jurisdiction of two or more municipal governments and, consequently, their authorities can’t be equal a priori. Equal authorities could be provided for the municipal governments of comparatively equal size and population. For the practical implementation of such an approach, it will be necessary that territories with local self-government be endlessly divided so that they could be balanced with the smallest ones in size. The successive implementation of the settlement principle in self-governmental structure, i.e. its application within solid settlements qualified for any direct forms of self-government, might cause the reduction of self-governmental authorities, while some of responsibilities addressed to local self-government (e.g. health care, education) prove to be unreasonable from the economic perspective or just impossible to carry out due to the minor scale of such settlements. Being unable to exercise the authorities of such kind, municipal governments would readdress them to the appointed territorial representatives of the regional administration. Thus, at first sight, a democratic conception of delegating equal authorities to each municipal government regardless of its size would result in the reduction of local self-government competence. At last, the necessity to establish direct interbudgetary relations with minor municipal administrations could raise another considerable problem for regional authorities for minor municipal units within most subjects of the Russian Federation account for several hundreds.

The most promising decision can be assumed as a legislative confirmation of the fact that there exist two levels of local self-government. Then several variants of local self-governmental structure prove to be available:

1) The fixation of the current administrative division of the territory within the subject of the Federation along with the division of current municipal units into two categories: larger ones receive the status of municipal units of the first level, and smaller ones gain the status of municipal units of the second level. Alongside with that, the Federal subject legislation should contain universal principals concerning distribution of expenditure authorities as well as revenue sources between the municipal administrations of both levels. Then the principle of budget right equality (inclusive of the interbudgetary relations) takes its effect with the municipal authorities of the same level.

The problem whether it is possible that some of the authorities, inclusive of the interbudgetary authorities, be delegated by the subject of the Federation to the municipal administrations of the first level, proves to be more complicated for such delegation actually causes subordination between municipal administrations of the first and the second level. Taking into consideration that municipal units of the first level did not result from the desires of the people but were imposed on the administrative basis, the subordinate relations between the two levels must be assumed as inadmissible. The delegation of the authorities by the region to the municipal administration of the first level proves to be impossible unless no other but executive functions are delegated and regulative functions are still performed by the region, i.e. though the municipal administration of the fist level performs itself as a representative of the regional government, the essence and the implementation order of the functions delegated are firmly fixed by the regional legislation, while in dubious cases the municipal administrations of the second level have a right to appeal to the regional authorities. In general, such a solution is similar to the delegation of the given authorities to territorial units of the regional administration, the only difference being that in the latter case the territorial units don’t prove to be appointed but elected. But the regional authorities still face the problem of resolving inevitable conflicts between the municipal administrations of the first and the second level as long as only the second appear to be real subjects of the local self-government.

2) It can be assumed that in order to avoid such conflicts the most preferable way of local self-government system is to form larger municipal units by voluntary, associating smaller units based on the settlement principle. In this case the distribution of authorities and revenue sources between the municipal administrations of different levels is not performed by the legislation of the Federal subject but by the agreement between the municipal governments united in order to fulfill definite functions. Thus, the formation of the districts follows the opposite direction: it’s not downward but upward, and local self-government levels have their positions changed visa versa: settlements prove to be primary and their associations appear to be secondary. Alongside with that, the municipal organs of local self-government of the second level could not be elected directly by the population but by the bodies of local self-government comprising subject association. Considering the voluntary character of the intermediate local self-government level, formed according to this scheme, we can assume that it might not really exist. In this case the municipal administration of the first level must hold total control over the budget, and the functions of local self-government that it fails to perform due to some natural economic restrictions could be actualized through the system of appointed representatives of regional administration. At the same time, the formation of associations of local self-government, large in size and by population, must cause unconditional delegation of the authorities formerly exercised by the regional governments through their territorial representatives.

Although the second variant of local self-governmental system seems to be more preferable, it is reasonable that regional authorities should take the decision. Federal legislation on local self-government must only secure the minimum standard for budget authorities received by minor self-governmental units, and, in particular, avoid own-source reduction, which presupposes expenditure calculation principle of financing. For this purpose, it is necessary that minimum standards of expenditure and tax revenue authorities be fixed for municipal units of different levels in federal legislation. Besides, the Federation mustn’t allow the competence of local self-government to be reduced in the subjects of the Federation by means of delegating some of their functions to the appointed entities of regional administration, as long as there are some bodies of local self-government qualified to fulfill the respective functions. In case the subject of the Federation delegates the authority of financial aid redistribution between municipal constituents to municipal units of the first level, the Federal legislation should define transparent criteria of financial aid distribution in order to secure financial independence of minor municipal governments.

The principles of pursuing interbudgetary relations

Interbudgetary relations of different levels are based upon chapter 16

Issues of the Budget Code, which fixes the following principles of interbudgetary relations in the Russian Federation:

· distribution and fixation of the budget expenditures between different levels of budget system in the Russian Federation;

· distinguishing (fixing) on the permanent basis and distributing on the basis of temporary standards of regulative revenue between different levels of budget system in the Russian Federation;

· the equality of budget rights for the RF subjects, the equality of budget rights for municipal units;

· equalization of minimum budget supply level of the RF subjects, municipal units;

· equality of all the budgets in the Russian Federation in their regard to federal budget, the equality of local budgets in their relations with the budget.

As it is generally recognized, standard principles do not perform any regulative function, but they are aimed at the conception integrity and inner homogeneity of the legislation. In our opinion, the list of interbudgetary relations principles fixed by the Budget Code fails to fulfill its function in full.

The principles of equality in budget rights among the participants of budget relations at the same level and their relations with budget of the upper level.

Among the principles of interbudgetary relations fixed in i.129 of BC, the principles of equality in budget rights among the participants of budget relations at the same level and their relations with budget of upper level prove to be of practical value. These principles have a dubious meaning. On the one hand, they deprive the Federation of the right to provide any individual budget benefits and, therefore, prevent some regions from discrimination if compared to other regions. But on the other hand, they generally limit the federal center competence in interbudgetary relations and, consequently, secure the independence of the regional budgets.

The possibility to nullify the agreements between the Russian Federation and those of its subjects that « establish norms, which break common order of budgetary relations between the federal center and subjects of Russian Federation (p.2, i.132 of BC)”, manifests the principle of equality among all budgets of Russian Federation in their relations with the federal budget. The agreements on distribution of authorities and responsibilities concluded with the 13 subjects of Federation were supplemented by budget agreements defining special rules for distribution of revenues between the regional and the federal budgets. But only 3 of the 13 took effect: those concluded with the Republics of Tatarstan and Bashkortostan (concerning tax revenues delivered to the federal budget), and the Jakutia Republic (concerning the republican gold reserve). The agreement with Tatarstan, for instance, presupposed the delivery of total resource tax revenues and excise tax revenues to the republican budget, as well as a larger share of value-added tax revenues (if compared to other regions) received by the republican budget. The agreements took effect over 5 years (since 1993) and currently they are not in power. But some significant rules concerning the delivery of total resource tax revenues and excise tax revenues (fixed by the agreements on distribution of authorities without any expiry date) are still functioning. During the first years of the Russian Federation such agreements were used by the weak federal center in order to reduce separative tendencies on the part of the federal subjects. But very soon such policy turned to be of little benefit for the state and proved to have a negative impact upon the process of consolidation of the Federation, as it caused resentment of loyal regions, which held the majority. This fact being admitted, there appeared premises, which entailed the transition from individual agreements on interbudgetary relations concluded with separate regions to common rules for revenue regulation and the distribution of financial support amount on the basis of the criteria and calculations that have become formalized by that time and, consequently, more objective. In 2000, a political decision was made (formally initiated by Tatarstan and Bashkortostan leaders) on gradual unification of tax revenue distribution. It was agreed, that due to the higher rates in comparison to other regions, Tatarstan and Bashkortostan were obliged to provide financial support for some federal programs, which took effect on the territory of the republics.
 At the beginning of 2001 the President of Bashkortostan announced that the republic would transfer 50% of its total revenue to the federal budget (according to BC).

The Principle of revenue and expenditure distribution among different levels of budget system

The other principles of interbudgetary relations fixed in the Budget Code are less concrete. Thus, according to i.30 of BC the Principle of revenue and expenditure distribution among different levels of the budget system determines distribution of certain kinds of revenues (totally or partially) and expenditure authority among the federal government, governments of the federal subjects, and local self-government. In our opinion, for to date, this principle is absolutely unreasonable, since the revenue and expenditure distribution proves to be the actual process of interbudgetary relations rather than their feature of qualitative characteristics. This or that kind of distribution of revenues and expenditure authorities is inevitable for any budget system, and the degree of democracy of the latter is not determined by the fact of the distribution itself, but by the ways this distribution takes effect. That’s why it seems to be a must, that the contest of this principle be specified considering that revenue and expenditure distribution among different budget levels be based upon the necessity to provide the maximum balance between revenue sources of a certain budget and its expenditure responsibilities. The problem of revenue and expenditure distribution among different levels of budget system is viewed in detail in chapter 2 of the following report.

The principle of minimum fiscal capacity level equalization
 for the subjects of Russian Federation, and municipal units.

This principle fixes the traditional policy of federal financial support to the regions aimed at providing subsidies for their current expenses and based on the lack of mechanisms necessary for regional redistribution of the subsidies. It results in fixing traditional differences in fiscal capacity level, ruining incentives for regional infrastructure development, and reducing budget investment efficiency. But it must be admitted that some measures have been carried out lately in order to improve the situation. Thus, The concept of reform in the interbudgetary relations in the Russian Federation in 1999-2001 adopted in the Resolution of the Russian Federation Government on July 30, 1998, № 862 presupposes that, besides FFFS to the regions, a Fund of Regional Development (FRD) aimed at particular financial support to the regional development will be established. For the first time, this fund was entrenched into the budget of 2000 (for more detail about FRD functions, see chapter «Forms of federal financial aid to the regions».) But while the principle of equalization in social infrastructure of the RF subjects lacks legislative support, the positive tendencies in the budget development over last years might be lost.

Revenue and Expenditure distribution among different budget system levels

Revenue distribution among different budget system levels of RF

One of the main problems of interbudgetary relations is the possibility to achieve the optimum balance between the revenues received by sub-national budgets as tax revenues and as financial aid. In effect this problem has no simple decision. On the one hand, it seems to be more reasonable to increase the percentage share of total for tax revenues, because, in contrast to financial aid, which does not depend upon the local administration, the larger the tax base of the given territory is, the bigger amount of tax revenues is collected by the sub-national budget. Consequently, it is apparent that a larger share of total for tax revenues is of benefit to sub-national budgets, if compared to federal subsidies, for it proves to be an incentive for regional and local administrations to increase their own tax efforts. The adherents of such an approach suggest eliminating of regulative taxation as it is and increasing percentage share of total revenue base for own-source tax revenues collected by sub-national budgets.

On the other hand, the level of tax base development in close perspective is determined by historical factors rather than by political ones, and in this sense the regional authority tax efforts are limited in their efficiency. While percentage share of total regional budget revenues for tax revenues increases, the revenues redistributed among the regions are reduced, which preserves actual disproportion in the current level of their development. Speaking of the thesis «one tax versus one budget» or about the necessity to coordinate expenditure responsibilities of different budget system levels in accordance with their revenue authorities, it must be considered that budget expenditure responsibilities should include responsibilities for horizontal equalization support. In other words, revenues (and tax authorities) of upper budgets must include some funds necessary for financial support allocated to the lower budgets and aimed at eliminating horizontal misbalance, as well as it must secure that lower budget revenues include transfers received.

The calculations show
 that in case tax revenue delivery to the federal budget is substituted for by the elimination of federal financial support to the regions, the number of regions with the current expenditure deficit would increase as long as budget profits grow in some «prosperous» regions. Analyzing the assumptions stated above, it is possible to conclude that direct federal financial support as well as federal tax share allocated to the regional and local budgets prove to be important instruments of budget regulations. Optimum balance between them can’t be permanently fixed, since it is determined by current economic-political situation, the correlation between regions with the developed tax base and those left behind, differentiation of budget supply level for all of them, the amount of expenditure responsibilities of sub-national budgets and by other factors. Thus, it is assumed that the fixation of a certain standard for tax revenue distribution among the different budget system levels in Budget Code be undesirable (according to i.48 of BC « while distributing tax revenues among the budget system levels, the tax revenues received by the subjects of the Russian Federation must account for 50 or more % of total revenue collected by the consolidated budget of the Russian Federation). In effect, this correlation proves to be true and is currently observed. As such, in 1999, the tax revenues received by the budgets of the RF subjects accounted for 52, 1 % of total tax revenue value received by the consolidated budget of RF (inclusive of 22,2% for tax revenue received by local budgets) or 13,74 % of GDP.

Besides the correlation of the revenues received by sub-national budgets as tax revenues or financial aid, the structure of tax revenues collected by budgets of different levels, i.e. their classification and correlation of own-source and regulative tax revenues for each budget, proves to be another significant problem. It should be noted that the division of taxes into federal, regional, and local adopted in the Russian legislation does not mean, that the respective tax revenues are received by the budget at the respective level. The dominant part of the budget system revenues currently comprises the federal tax revenues (first and foremost VAT, profits tax, personal income tax, and excise tax,). In the consolidated budget for 2000, the federal tax revenues and other payments (inclusive of payments to social and highway trust funds) account for 89% of total tax revenues.

The level of legislative (representative) authority being competent at establishing the tax rates and the territory which a particular tax rate can be applied to, prove to be a formal criterion for the division of total tax revenues into federal, regional, and local. But in practice, legislative authorities of regional and local governments are rather limited when establishing regional and local taxes, since all the main elements of the tax system are determined by the federal tax legislation. According to i.12 of the Tax Code, sub-national governments are qualified to determine a tax rate within the limits designed by the federal legislation, as well as to provide additional benefits, and define the order, payment terms, and accountability regarding the respective tax. Such an approach of the federal legislator can be accounted for by a previous negative experience, when regional and local authorities were qualified to introduce taxes besides those enlisted by federal legislation, as well as to provide benefits regarding federal taxes. In order to discriminate against producers from other regions, regional governments applied such legislative authorities, that resulted in the breach of the common economic system on the territory of RF. Besides, regional authorities being qualified to provide benefits regarding federal taxes, there appeared inner zones of reduced taxation within the territory of RF as attractive for taxpayers from other regions, who re-registered there pro forma, which caused tax revenue losses for whole budget system and a decrease in the tax discipline level.

Thus, to date the fiscal authority value of the federal subjects in Russia is small enough and presupposes neither raising own-source tax revenues, besides those enlisted by the federal legislation, nor increasing tax rates beyond the limits fixed by the federal law, which, in our opinion, corresponds to the current state of the Russian federalism. Nonetheless, the fact that regional and local governments lack the authorities to mobilize additional fiscal sources can’t be neglected while regulating other aspects of interbudgetary relations, first and foremost while solving the problem of unfunded mandates, which will be further discussed in detail.

Another basis for the classification of different kinds of taxes is the fact, that they might belong either to own-source or regulative type. The correlation between the fixed and regulative revenue sources proves to be a significant aspect of interbudgetary relations, for the degree of financial independence gained by sub-national budgets depends upon the stability of the revenue base rather than upon its size. The longer revenue fixation (consolidation) lasts, the more premises the regional administration has to perform budget planning on their own. While the federal allocation standards of tax revenue are re-examined annually, sub-national governments fail to perform even short-term budget policy on their own and totally depend upon the current situation in their relations with the upper budgets. According to i. 47 of BC, the revenues appointed to the respective budget totally or partially upon permanent basis, are qualified as own-source revenues. Up to the recent times, such allotment (fixation) of tax revenues to budgets of different levels was secured by the acts of tax legislation. For example, the Law of Net worth tax for enterprises defines the federal share rate of total profit tax revenue as 11 % and upper limit of regional share rate as 19%. But during the tax reform of some recent years, another approach, which presupposes that budget legislation should be accountable for the distribution of tax revenues among the levels of the budget system, has gained dominance. In the abstract, the refusal to regulate tax revenues by means of tax legislation seems to be reasonable but, if put into practice, it might cause some problems. It results from the fact that within the framework of the budget legislation, the distribution of tax revenues among different budgets has been regulated up to now by annual budget laws. Thus, by the time all chapters of the New Tax Code take effect, the current legislation system will have failed to provide any permanent standard act qualified to distribute tax revenues among budget system levels. Consequently, all actual taxes designed for sub-national budgets will be qualified as regulative, i.e. unwarranted and unstable revenue sources. In order to avoid the decrease in the level of financial independence achieved by sub-national budgets, it could be possible that own-source tax revenues be enlisted in the Budget Code. The scope of such revenues must be determined by the legislative status of regulative taxes, which proves to be rather contradictory at present.

Unlike own-source tax revenues, regulative revenues by their definition are qualified as temporary revenue sources, nevertheless, the time-period of their fixation is of vital importance. In order to avoid negative consequences of annual changes introduced into the revenue base of sub-national budgets, the Budget Code gained a new rule, which proclaimed that standards for tax revenue distribution are fixed by respective budget laws, taking effect over a 3-year period (both in case of allocating regional and local share of total federal tax revenue and in case of allotting the RF subject share of total for federal and regional revenue to local budgets)

Unfortunately, there are a number of norms within the Code contradicting this sensible principle. For instance, i. 48 of BC gives the following definition of regulative revenues:» Regulative budget revenues are federal and regional taxes and other payments, which determine standards (in per cent) for the assignments received by the budgets of the RF Subjects or local budgets for the next fiscal year, as well as on a long-term basis (over a 3-year period).» However, as was mentioned above, ii. 50, 52, and 58 of BC do not allow fixing regulative revenues for a period under 3 years (unless some changes in the tax legislation occur). Another contradiction is manifested by i. 58, which says: «Budget own-source revenues delivered to the Subjects of the Russian Federation from regional taxes and other payments, as well as from the federal tax revenues and payments allocated to the Subjects of the Russian Federation could be allotted to local budgets on a permanent basis either totally or partially as a percentage share determined by legislative (representative) bodies of the RF Subjects for a period of 3 or more years.» However, by ii 47 and 48 of the Code, it can be concluded, that revenues allocated on a permanent basis, are significantly different from those allocated on 3-year period basis. While the former refer to budget own- source revenues, the latter are considered to be regulative revenues. Therefore, we can’t treat these notions as equal as it is done in i. 58. It is more reasonable to state, that assignments' shares of total for federal tax revenues for allocated to the Subjects of the Russian Federation could be transferred to local budgets as a regulative revenue source on a 3-year standard basis, as well as shares of total regional tax revenues for local budgets could be allocated either on permanent or temporary basis for over a 3-year or a longer period.

Taking into consideration, that all the mentioned discrepancies between the norms of BC might cause serious problems in legislative practice, it is necessary that ii. 48 and 58 of BC be formulated according to the general principle established by i.52, which states that increment standards received from regulative tax revenues can’t be changed within a 3-year period, unless any valid changes are introduced into tax legislation. An equivalent principle should be fixed in the Law of «Fiscal Basis of local self-government in RF», while the possibility of fixing the assignments received from regulative taxes by local budgets for a period less than 3 years should be eliminated.

Besides, it is necessary that ii. 50 and 52 of Bc, which allow to reconsider the assignments' standards received from the federal and regional tax revenues «provided that tax legislation is changed» be detailed. These legal regulations were formulated while standards of tax revenue distribution among budget system levels were regulated by tax legislation. As it was noted above, as soon as the Tax Code takes effect in full, the norms will be given up. No doubt, some changes in tax legislation, e.g. concerning methods of administration, might entail re-distribution of tax revenues among the budgets, but the present rules allow an arbitrary manipulation of the revenue base of lower-level budgets. In order to re-establish fixation/ allocation standards of regulative revenues it is enough to introduce any (inclusive of editorial) changes into tax legislation.

The distribution of expenditure among the levels of the RF budget system

The capacity to provide correlation between budget revenues at each level and their expenditure responsibilities proves to be one of the main characteristic features of the interbudgetary system. Naturally, it is impossible to achieve absolute coincidence, and any federative state faces the problem of so-called «unfunded mandates «, i.e. the discrepancy between the expenditure accountability value, as delivered by federal legislation to sub-national budgets and the revenue sources value of these budgets.
 But currently in Russia the gap between the budget system capacity and federal expenditure responsibilities acquired a daunting character. Mostly, if resulting from the legislation of the first years of the Russian federalism, which consisted in securing budget expenditures regardless of any analysis of the budget consequences or any reference to actual sources of financing. The Negative consequences of such a situation, first of all, manifest themselves by the fact, that fictitious unfunded legal regulations cause public mistrust of the State and laws adopted. Secondly, it ruins the integrity of one legal space: under the condition of revenue deficit, if compared to total expenditure needs, established by the federal legislation, the context of federal laws of financing is adopted by each region on its own. Thirdly, it provokes sub-national budgets into increasing their credit debts: the judicial authorities, dealing with creditor claims to sub-national budget based upon legal norms of the federal legislation, recognize the priority of the latter over the regional budget legislation and, therefore, might enforce regional budgets to withhold the funds from the account. The solution of the unfunded mandates’ problem can’t be found without taking stock of federal system of Standard acts based upon consolidated budget expenditure. The goal of making such an inventory should consist in enlisting federal standard acts actually financed (either totally or partially) by the budgets of each level within the budget system, and defining correspondence of actual budget expenditures at each level to the distribution of expenditure responsibilities among the budget system levels determined by the Budget Code, as well as to the revenue sources value. Regarding each kind of expenditure entitled by the federal legislation to sub-national budgets one of the following decisions should be made: either its suspension and elimination or its preservation under the condition of total or partial offset of the respective expenditures from federal budget, or without any offset.

The supplement to the following report contains a table of current unfunded mandates. The table is based upon the data of the inquest conducted by Ministry of Finance of RF in the regions in order to take stock of unfunded expenditure responsibilities. The regions were offered to name which items of the federal legislation they consider as expenditure responsibilities for their budgets. Among all legislative acts enlisted in the table some were mentioned more often, others more seldom, the rest of them weren’t mentioned by the regions inquested at all. The difference in opinions the regions expressed on the problem of federal mandates’ constituents proved the assumption stated above that an incredibly large value of expenditure responsibilities entitled to subnational budgets by the federal legislation diminishes the degree of responsibility towards each of them. Thus, the list of standard acts given in the table does not consider all resolutions of the federal legislation, formally entitling expenditure responsibilities to sub-national budgets but those, which are treated as such by the regions. Although such an approach proves to be subjective while outlining the scope of unfunded mandates, as a rule it reflects actual situation, which is explicit to show that federal financial responsibilities are true provided that regional authorities recognize them.

In fact, the Federation currently exerts control over the execution of a narrow range of federal laws, mostly those, financing of which is included in the list of regional expenditure needs while distributing financial aid (FL of «The Veterans», « Social Protection of the Disabled», «Federal Family Subsidies»). Considering the fact that up to 2001 the funds assigned for the purpose of these laws financing were provided for the regions along with general transfers, federal control did not prevent regional budgets from accruing debts for federal mandates funding. 
 The execution of other expenditure responsibilities by the Subjects of the Russian Federation, which resulted from other federal laws, proves to be out of federal control, which makes it possible for the regions to evade the expenditure liabilities. The only up-to-date method of federal mandates enforcement consists in proceeding against regional budgets for the recovery of the respective funding by beneficiaries of this or that social transfer provided for by the federal legislation.

The contextual analysis of the expenditure responsibilities enlisted in the table, which are entitled by the federal legislation to sub-national budgets, makes it possible to conclude the following:

1) A considerable part of federal mandates (15 out of 57) refer to the sphere of federal competence, determined by i. 84 of BC.

Among them, the following expenditure liabilities should be noted: defense (lines 5,33,36,52 of the table), the provision of activity exercised by the federal authorities (lines 18,20,35,44,49), the federal judicial system functioning (lines 28, 43, 54), federal security (lines 32,37,40). In our opinion, respective expenditure responsibilities entitled to sub-national budgets must be supported by full offset of the corresponding expenditure needs provided by the federal budget.

2) A large scope of federal mandates has been concentrated in the sphere of education, health care, and culture.

These functional perspectives of the federal expenditures do not refer, within the Budget Code, to the responsibilities of any budget system level. But at the same time, the Budget Code confirms that funding of institutions and organizations owned by the Federation, its subjects, or municipal authorities be an exclusive responsibility of the budgets at each level. Such principle of distributing expenditure responsibilities can be regarded as a fair one provided that the jurisdictions of the federal, regional, and local authorities within the scope of entities mentioned are carefully outlined. But currently this distribution is not sequentially carried out. Considering the regional and local authorities as those qualified to provide financing for health care, education and cultural institutions, the legislator outlines minimum expenditure needs necessary to support these entities. For instance, the federal legislation regulates payroll level for public employees regardless the budget the latter receive their salary from.
 The fact that Total Payroll Net (TPN) hasn’t been mentioned in the table seems to be strange for it determines subnational budget expenditures, which are of considerable value. One of the possible reasons for it might consist in including expenditures for municipal entities calculated on the basis of TPN into transfers received by the RF subjects from the FFFSR, and can’t be regarded as unfunded. But the expenditures based upon the laws of «Veterans», « Social Defense of the Disabled», «Federal Family Subsidies» were also referred to while calculating federal transfers allocated within FFFSR, which didn’t prevent them from being included in the table. Therefore, we fail to find satisfactory explanation to such a blank in the table.

Coming back to the problem of distributing expenditure responsibilities for education, health care, and culture among the budgets of different levels, it must be noted that it would be reasonable:

· firstly, to enumerate all these significant budget expenditure perspectives on the list of expenditure liabilities imposed upon the budgets of different levels;

· secondly, to limit the application of the principle «financing should be provided by the budget owing or controlling the given entity», for the federal center has a right to define national standards for health-care, education, and culture financing.

3) Most of the federal mandates (24 out of 54) refer to the sphere of social protection provided for the population, i.e. to the sphere of common expenditure competence of budgets at different levels. Besides, social mandates comprise the dominating part of total sub-national expenditures determined by legal regulations of the federal legislation.

It is this sphere that provides the widest range of possibilities to reduce budget responsibilities by means of regulating social benefits system, and outlining funding for special purposes. In particular, we consider that the federal mandates mentioned in lines 6, 9,11,25,27,29 of the table require a precise revision. They prove to be either out-of-date (e.g. The Resolution of UCEC and SPC RFSSR on «Benefits provided to qualified employees in rural and workmen settlements» adopted in 1930 under collectivization and does not fit the current economic situation) or contradicting the principle of social aid rendered for a special purpose. In particular, death benefits, family subsidies, dependent benefits provided for the families raising 1-2 year-old children, offsets for higher food-cost provided for students of secondary and professional schools do not coincide with subsidy-recipients’ income. Such federal mandates should be either revised or eliminated.

While distributing expenditures of common competence between the federal and local budgets, only some of these mandates could be referred to exclusive federal competence. These mandates should include, first of all, the social expenditures, which are distributed among the RF subjects regardless of their share of total population, e.g. expenditures for social benefits received by those who suffered from either nuclear catastrophes or were repressed, for those who have merits of national value. We distinguished 8 social mandates of this category (lines 4, 10, 14, 15, 30, 31, 55, and 56). In our opinion, the expenditures, which resulted from the mandates of this kind, must be compensated to all the regions regardless their budget revenue level.

It turns to be a more complicated problem as soon as the recipients of social benefits defined by the federal legislation are distributed among the regions pro rata to the population of the latter, which causes a collision of the federal and regional interests in the matter of expenditures entailed by the benefits financing. Such benefits comprise the most valuable expenditures in the structure of federal mandates adopted by the federal laws of «Veterans», « Public Service Provided for the Elderly and the Disabled», «Federal Family Subsidies», «Social Defense of the Disabled», etc. The distribution of responsibilities between RF and its subjects might follow one of the two ways:

1) It can be based upon the principle of function integrity in standard regulations and financing within the spheres of common accountability. It means that while having a right to define expenditure responsibilities for sub-national budgets, the Federation is assigned to offset the corresponding expenditures to the latter. Thus, the expenditures, assigned to the sphere of the federal competence, are to be compensated to all regions through special purpose subventions regardless of their budget revenue level. Unless the Federation provides subventions to cover the respective expenditures in the full amount, another rule, which entitles the regions to provide funding for federal expenditure mandates within the limits of the federal offset value, takes effect. Direct financing, provided by the federal budget to cover the respective expenditures through the system of regional representatives of the federal authorities, proves to be another variant of the same approach.

The benefit of such an approach consists in formal equality achieved by all the RF subjects (none of the regions takes on unfunded expenditure responsibilities). It is nothing but formal equality for the increase in disposable funds of non-subsidized regions could be achieved by a considerable reduction in the federal social standard, i.e. in order to provide a compensation for the well-to-do regions it would be necessary to reduce the level of their financing for the poor regions. It might result in further disintegration at budget revenue levels of the Russian regions. Besides, it sets a dangerous political precedent for the refusal of the Federal authorities to make mandatory decisions for unsubsidized regions

2) It might be based on the premises of unfunded mandates, i.e. the differentiation between the functions of standard regulations in the spheres of shared responsibilities provided by the Federal Constitution and the functions of funding expenditures assigned by the legislation designed for this purpose.

In our opinion, such a method proves to be more available within the current constitutional concept on responsibilities shared by the Russian Federation and its subjects, which regards the sphere of shared liabilities as a zone of intersected interests of the Federation and its subjects, within which bounds any distribution of authorities turns to be of a conventional character, rather than as a sphere of mere «undistributed» jurisdictions. Regarding the fact, that regions display no less objective interest in shared expenditures (e.g. expenditures for social defense of the population) than the federal center does, it is hardly reasonable to entail the federal budget compensating for the shared expenditures defined by the federal legislation without any reference to the regional revenue amount.

At the same time, it is provided that some measures against the possible abuse of power on the part of the Federation be taken to shoulder expenditure responsibilities upon subnational budgets. First of all, it is necessary that the current federal legislation be correlated with i. 75 of the Constitution, which deals in the matters of shared responsibilities and regulates «all federal laws and other laws adopted in accordance with federal laws as well as legal regulations acts of the RF subjects». Thus, the federal laws on shared responsibilities should determine general principles but not detail legal regulations. Within the framework of the transformations done over the federal legislation in accordance with i. 76 of the Constitution, it is essential that elimination of too rigid federal legislation norms as well as extending of regional authorities in compiling the list of recipients, and defining the order, conditions, and amount of financing provided for expenditure needs be carried out.

Secondly, unfunded expenditure responsibilities shouldn’t be levied upon subnational budgets due to the federal legislator’s whim, but should result from preliminary study of funding recourses. Alongside with that, the offset provided by the federal budget in order to cover additional regional expenditure needs should be based upon differentiation of the regions according to their revenue amounts, e.g. the compensation might be delivered only to recipient-regions, as long as donor-regions will cover additional expenditures by their own-source revenues. The benefit of this method consists in keeping the federal social standard at the same traditional level. The disadvantage of this approach lies in the expenditure authority constraints inflicted upon recipient regions.

In order to release interbudgetary relation strain concerning the problem of unfunded mandates, it is necessary that some rules of establishing the latter be fixed in the budgetary legislation. These rules should specify certain mechanisms of co-ordinating standard acts projects, which provide for funded or unfunded additional expenditures of subnational budgets in reference with the order and rules of the corresponding compensation if necessary defined in the legislation, with the RF subjects.

The Forms of federal financial aid provided for RF subjects.

According to i 133 of BC federal budget financial support can be provided for the regions as follows:

· the provision of subsidies for equalization of minimum budget level of RF subjects;

· the provision of subventions and subsidies for some special purpose expenditure financing;

· the provision of budgetary credits;

· the provision of budget loans for the purpose of covering temporary budget gap, which might occur while the RF subject budget performance.

Subsidies for equalization of minimum budgetary level of RF subjects

The most important source of the federal financial aid to the regions is currently based upon subsidies for equalization of the minimum budget level of the RF subjects, provided from the Federal Fund of Financial Support to the Regions (FFFSR) established in 1994. Around 70 to 80 out of the 89 RF subjects annually gain a right to receive transfers allocated from FFFSR. Traditionally, for the recent years FFFSR accounted for 14% of total for tax revenue amount received by the federal budget excluding customs fees revenues. In 2001, the fund value was reduced to 9 % of total tax revenues (due to the increase in tax revenues collected by the federal budget, which resulted from the re-distribution of value-added tax revenues to the federal budget formerly raised by the regions, which accounted for 15% of total for regional VAT revenues). According to the legislative project designed for the federal budget in 2001, the amount of the FFFSR accounts for 100353722 thousand of rubles (8,4 % of total for federal budget expenditures, or 53,77% of the federal budget expenditures under «Financial Aid to the budgets of other levels»).

Up to date, FFFSR has been the only comparatively formalized source of federal financial aid (since 2000, besides FFFSR, there have appeared other funds aimed at financial support to the regions within the federal budget). The formalized character of this model for financial aid distribution was revealed in common methods of financial aid amount calculations done on the basis of specific formulas. The methods were designed by the RF Ministry of Finance and then were modified. In the project of the federal budget for 2001 the model goes as follows:

1 stage: the calculation of gross tax resources for each RF subject.

Unlike models formerly applied, the current model is not based upon actual revenue collected by the regional budget during the last years. It proves to be a considerable positive change. While estimating the regional tax base by means of direct calculations done on the «what is achieved» basis, the Subjects of the Russian Federation were interested in concealing their actual tax base (in particular, due to the transition of tax revenues into out-budget funds, as well as the negligence of tax dodging) rather than in the increasing of tax revenues collected, in order to justify their need for the federal financial aid.

Currently, a relative rate, the so called gross tax resources (GTR), takes affect in order to calculate regional budget revenues, which allows to consider tax efforts of regional authorities.

Specific gross tax resources of a region are equal to average revenue level of RF subjects per capita, as expected in 2001, multiplied by fiscal capacity rate of the RF subject.

Fiscal Capacity Ratio (FCR) performs a quantitative estimate of regional economy capacity to generate tax revenues considering its structure and level of development. FCR is calculated on the basis of the gross regional product rate.

2nd stage: the correlation of specific gross tax resources of the regions.

In order to correlate specific gross tax resources of different regions, it is necessary that GRP of each region be divided by budget expenditure index (BEI), which reflects the correlation of expected expenditure needs for the provision of budget services base amount in the region with average level in Russia (regarding the regional payroll coefficient, the price level, the duration of the heating season, the population structure, and other objective factors).

In this respect, it should be noted that during the last two years, transport availability as well as the level of the electricity tariff were included in the list of factors extending expenditure needs of the RF subjects, which resulted in a more objective fund resources distribution, formerly allocated on the target principle to provide financial support for the purchase and transportation of oil, oil products, fuel, and food to the regions of the Far North and other regions of the same status (so called «north supply») as well as to offset higher electricity tariff for the territories of the Far East and Archangelsk region.

Stage 3: the distribution of 80% of total for the FFFSR amount among the RF subjects, the correlated specific GRP of which do not exceed the average federal rate, pro rata to the deviation of specific STR from the average level.

After the distribution of the first part of FFFSR, the correlation of regional budget revenue for different regions to each other remains the same: the regions with higher GRP will be better provided after the equalization if compared to regions with low-revenue rate. Thus, the strategy of distribution of the first (and the main) part of FFFSR provides incentives for own-source tax base development.

Stage 4: The distribution of the rest 20 % from FFFSR among worse provided regions (after the distribution of the first part of the transfer) by means of equalization of their revenues to one and the same level guaranteed by the FFFSR amount.

Thus, the distribution of this transfer part is aimed at the support of common for whole Russia level of budget revenues in order to secure a scope of some budget services to the population.

In the conclusion, the final share of RF subject in the federal fund of financial support to the regions is defined by adding the second part of the transfer to the first.

Although the model of financial support through equalization of minimum budget level has been perfected for the last years, it still demonstrates some serious disadvantages. The most significant of them is the fact, that the model of financial aid provided from FFFSR described above hasn’t been adopted by the law and has gained the status of a functional document in addition to the federal budget project. Although the share of each region in the FFFSR is fixed in the law of the federal budget for the current year and is usually calculated on the basis of the model, it might be changed while passing the law through the Parliament. It makes the model financial aid provided from FFFSR «untransparent» for the public and deprives regional authorities from the possibility to forecast their expected revenue amount both for an average and the shortest period of time. Besides, it contradicts the federal law adopted on July 9,1999, №159-FL, which assigns the federal law of the federal budget for the current year to determine financial aid provided for equalization of minimum budget level and its amount calculations unless a special federal law is adopted.

With reference to the future adoption of the law concerning the order and amount of financial aid provided for equalization of minimum budget level, it must be admitted that legal regulations of i. 135 of Budget Code, which make the adoption the law dependant upon preliminary law of minimum social standards as well as upon the resolutions of the Government on expenditure standards necessary to provide public (state) services and minimum budget revenues, complicate the matter. According to the item of the BC mentioned, federal budget financial support provided for the budget of RF subject for the purpose of equalization of minimum budget level is calculated on the basis of expenditure standards necessary to provide state services in order to cover the expenditure needs for minimum social standards adopted by the state.

In our opinion, the idea of relying upon minimum social standards as the basic point for federal financial aid calculations fails to be successful. According to the i. 6 of the BC minimum social standards comprise «those state services, the delivery of which to the citizens on the irretrievable and gratuitous basis by means of financing from budgets of all levels as well as from state out-budget funds is secured by the state at a possible minimum level on the whole territory of the Russian Federation. The list, kinds and quantitative amount of minimum state social standards are determined by the federal legislation. Unlike social standards, expenditure standards necessary to provide state services (per one service unit) are adopted by the Government and used in order to calculate financial aid amount provided either for some certain major executor, or budget executor, or budget institution in reference with its certain service objectives (i. 173). In other words, while following the minimum social standards within the territory of all RF subjects proves to be the goal of budget regulations, observing expenditure standards necessary to provide state services is just a means of it.

In our opinion, the calculations of the federal transfers received by the budgets of RF subjects shouldn’t be based upon minimum social standards adopted by the state but upon expenditure standards necessary to provide state services. The difference between these two approaches can be illustrated by the following example. Let’s assume that the population of regions A and B is the same and accounts for 1000 people, but health care services of A provide 100 openings for the sick per hospital and, as for B, here they have 50 openings. The expenditure standard for one opening accounts for 100 rubles. Minimal social standard for health care services can be calculated both in money value and real terms. While it is in money terms, e.g. in health care it accounts for 1 ruble per capita, then regions A and B require the same amount of federal financial aid. But in this case, expenditure standard per one service unit for region B will be doubled. Then it can be concluded that while social standards are calculated in money terms, they will inevitably contradict expenditure standards per one service unit. Considering that the former are determined by the legislation and the latter by a legislative act, social standards will gain the priority, which might exert a negative influence upon the validity of federal financial support distribution.

In case the social standard is calculated in real terms, e.g. hospotal opening место per 100 residents, region B, besides financial aid calculated on the basis of expenditure standard (i.e. 5000 rubles), will receive financial aid for building additional hospitals for the purpose of equalization of the level of public welfare if compared to social standard. But federal transfers aimed at equalization of budget обеспеченности level for RF subjects are not provided for capital but for current expenditure needs. According to this example, in order to equalize the level of opening provision at hospitals in region B up to social standard, expenditure needs will many times exceed financial aid amount provided for A region. Thus, financial aid allocation based upon minimum social standards might cause outstanding growth of the federal fund of financial support to the RF subjects, which might exceed federal budget capacity. The negative influence exerted by social standards upon the budget system can be avoided provided that the Government is qualified to establish social standards on the basis of actual but not desirable capacity. But in this case social standards lose their meaning and turn to be expenditure standards calculated in real terms. Thus, the concept adopted in the Budget Code, which regards both minimum social standards and expenditure standards per one service unit as criteria for financial support to the RF subjects provided from FFFSR for the purpose of equalization their levels of fiscal capacity, might result in practice in disability to outline any model for the allocation of such aid and complete chaos in the interbudgetary relations. In this respect it is necessary that minimum social standards be excluded from the scope of criteria for the distribution of financial aid received from FFFSR. But on the other hand, minimum social standards adopted by the legislation might be useful in the following situations: they can be regarded as a pivot, while providing capital investments, target transfers from federal budget for the regions.

The main feature of financial aid received from FFFDR is the fact, that it has a general character. The economic essence of the transfers received from FFFSR consists in the fact, that these transfers being subsidies, transfers were used by regional authorities without any accountability. During the first years of the Fund it proved to be a disadvantage, for the RF subjects being absolutely unlimited in choosing financial aid expenditure perspectives, there were no any minimum expenditure requirements imposed upon recipient –subjects of the Russian Federation. Moreover, target transfers, which were necessary to provide functioning of federal social legislation in the regions, were also allocated through FFFSR. It often resulted in addressing the transfers to the economically and socially unreasonable expenditure needs (e.g. housing subsidies) alongside with the increase in regional budget debt for funding social benefits.

During the last two years some measures were taken in order to avoid the drawbacks mentioned above. Firstly, the federal government has become qualified to control target transfers received by the regional budgets in order to provide for federal social mandates, which resulted from extracting these transfers from the FFFSR and organizing another fund aimed at such kind of offsets. (for more detail see below).

Secondly, the Budget Code fixed general conditions for financial aid allocation in order to equalize the minimum fiscal capacity level. Thus, according to i.134 of the BC financial aid received by RF subject’s budget from the federal budget for the purpose of equalization of the minimum fiscal capacity level is provided under the condition of entering into an agreement on the performance of the RF subject’s budget through Federal Treasury of the Russian Federation. Besides, the recipient-region does not have a right:

· to provide better conditions for regional public employees if compared to federal employees (payroll, business trips and other expenses)

· to provide budget credits to bodies corporate, which might account for more than 3 per cent of total budget expenditure of RF subject;

· to provide state RF subject guarantees, which might account for more than 5 per cent of total budget expenditures exercised by the Subject of the Russian federation.

Thus, the transfers received from the FFFSR preserve their «general»nature, but the Federation still prevents the regions from using them for the purposes discrepant to federal concept of expenditure preferences. Nevertheless, all the conditions mentioned above seem to be insufficient with regard to the mechanisms of the federal economic and financing policy. We assume that one of the obligatory requirements established for all regions-recipients of transfers from the FFFSR consists in strict obedience to the norms of federal budget legislation (inclusive of the requirements for servicing and discharging credit obligations including credit debts to public employees). In order to escape continuos transfer dependence of strongly recipient – regions (receiving 50 per cent of their total budget revenues from the federal budget) it is necessary that specific conditions of financial aid allocation be stipulated, inclusive of the requirements that the plan of regional budget sanitation mapped out with the assistance of the federal authorities should take effect.

The Fund for Compensation.

As it was mentioned above, in the budget project for 2001 outlined by the government the funds provided for the execution of the most « expenditure-taking» federal laws such as «State subsidies to Citizens having children», «Veterans», «Social Defense for the Disabled» were excluded from the FFFSR and comprised a special fund for Compensation. Since now the federal aid provided for the execution of these laws will be allocated in the form of transfers, subventions, and mutual settlements by accounting the funds of the RF Subjects’ budgets in the Federal Treasury, which will secure federal control over their target application. Another significant change in the approach to financial support for the expenditure needs of such a kind consists in the right to receive compensations from the federal budget gained by donor-subjects of the Russian Federation. Before that, the RF subjects, which did not receive any financial aid from the federal center had to cover the expenditures at their own expense.

As it was outlined in the initial budget project, the Fund was to be formed on the basis of those 15 per cent of total VAT, which were formerly delivered to the budgets of the RF subjects. According to the calculations made by the government, such a redistribution of total VAT revenues proves to be of benefit to most RF subjects for the tax base of this tax fails to be equally distributed. As such, 17 % of total regional VAT revenues share is transferred to Moscow budget, the population of which accounts for 6 %, 55 % is allocated to 10 regions with the population of 28%, as long as 50 RF subject, comprising 40% of total population receive only 20% of regional budgets VAT revenues. The regional revenue misbalance caused resulted in non -equalized social expenditure funding, assigned by the federal laws enumerated above, e.g. some regions provided 100% funding, others failed to provide 10% support. Such a situation enhanced the difference between the regions and deprived the citizens of a right to receive equal social guarantees on the whole territory of the country.

Besides, while designing the Compensation fund model, the Government declared their intention to provide complete equality between the fund amount and expenditure liabilities of the regional budget resulted from the norms of the three given federal laws of social nature. In case the fund fails to provide for all expenditure liabilities to the full degree, some norms of the legislation must be suspended. In particular, the budget project for 2001 entails inserting an amendment into FL of «Federal subsidies to the citizens having children», which limits the list of the recipients of the subsidies by those families whose revenues are below minimum living standard. The sequential execution of the approach suggested by the Government could become an important step in solving the problem of «unfunded mandates».

Unfortunately, during the discussion of the budget project for 2001 at the State Duma the initial model for Offset fund underwent certain changes. The total amount of the Fund was reduced from 71 116 125 thousand rubles to 33 381 638 thousand rubles (2,8 per cent of total federal budget expenditures or 17.9 per cent of federal budget expenditures on the part of «Financial Aid provided for the budgets of other levels») due to exclusion from it the funds aggigned to cover mutual settlements with the regions within the execution of FL «Veterans». According to the budget project, adopted after the third reading the total amount of target transfers provided for regional budgets in order to execute federal benefit responsibilities within the FL of «Veterans» accounts for 4000 mln. rubles (instead of 38 571,2 mln. Rubles) Another 8 351,7 mln. Rubles will be provided for recipient subjects of the Russian Federation as general transfers due to the changes introduced in the initial fund amount and the order of offset fund design. Thus, the amount of the federal budget support delivered to the regions for a special purpose has been reduced by more than twice if compared to the one planned due to the growth of the general part of federal financial aid.

The Fund of Regional Development.

The fund of regional development (FRD) has become another source of federal financial aid. The idea of the fund was for the first time formulated in the Concept of interbudgetary relations’ reform in the Russian Federation in 1999-2001. According to the concept, the FRD consolidates formerly separate funds of the federal budget expenditures (inclusive of those addressed to the federal and regional target programs, the projects of branch financing, etc.), which are aimed at setting within the whole territory of the Russian Federation an infrastructure necessary for the provision of guarantees declared in the Constitution of the Russian Federation and the federal legislation. In order to distribute transfers from the FRD, it is required that minimum objects of social infrastructure to provide public services assigned by the federal legislation be defined on the territory of each RF subject. At the next stage, it is required that total amount of the FRD, distributed among the RF subjects with rather poor social infrastructure, be calculated. According to the concept, the main peculiarity of the FRD consists in its funds being allocated only as transfers, i.e. on the terms of shared financing of target expenditures. The RF subject’s share of the project funding must account for more than 50 per cent. We assume, that such kind of shared financing might be carried out while equalization of economic potential (within the Budget of Development), but as for social equalization it proves to be too tough, for depressive regions often suffer from the deficit of budget current expenditures and are hardly able to accumulate recourses for capital investments.

According to the federal budget project for 2001, the amount of the FRD accounts for 3 335 000 thousand of roubles (0,28 per cent of total federal budget expenditures or 1,78 per cent of federal budget expenditures within «Financial aid to the budgets of other levels»). The FRD performs an integrity of the assignments providing all kinds of federal target programs of regional development. Within the budget for 2001 the FRD accumulates funds for 41 of such programs.

Despite considerable amount of funds within the FRD, the order and conditions of their distribution are not regulated by the legislation and are controlled by the RF Government. Moreover, the Government do not pursue any clear-cut policy to distribute FRD funds, for the programs launched for the purpose of regional development, which comprise the Fund, were introduced by the Resolutions of the Government in different time-periods and were aimed at different goals, which resulted from regional lobbying rather than from the global federal strategy.

The following facts are explicit to show the glaring discrepancy between current model for the FRD and the concept formulated above. According to the concept, the FRD is qualified to provide financing only for the purpose of social structure equalization on the whole territory of the Russian Federation. As for financial support to the regional industry development, the matter rests within the competence of the RF development budget on a repay basis. But among 41 programs of regional development adopted by the fund 10 do not make use of the term « social development» at all. In 2001, it is assumed that the FRD will provide financial support for several ecological programs, the program of «the Restoration and Development of the Historical Center of St.-Petersburg», the program of seismic stability of national economy utilities in the Kamchatka region, the program of socio-economic development of Sochi, etc. The federal share within financing of different target programs is different. Among the recipients receiving financial aid from the FRD there are regions with a considerably higher level of social infrastructure than average RF level, e.g. St.-Petersburg, Kaliningrad region, Chelyabinsk region, the Republic of Saha (Jakutsk).

Besides, the efficiency of expenditures within federal target programs (of both regional and federal level) in general proves to be low. First of all, it results from the fact that expenditures within these programs are presented out of budget classification and, therefore, fail to be transparent. Secondly, the budget legislation does not allow to introduce personal accounts into the Federal Treasury in order to design non-public kinds of property, which usually take the burden of carrying out financial projects within programs of such kind. Thus, there is no opportunity to control the expenditure of target funds provided from the budget. Although, in the abstract, it is possible to call the officials responsible for the project to account in case the target program fails to take effect on the part of the contractor, but it can't secure that budget funds spent would be recovered.

With respect to the things mentioned above, it is necessary that the model of the FRD be considerably changed. In particular it is provided that:

· principles and conditions of the FRD distribution be adopted by the law;

· take stock of the current programs for regional development in order to introduce repay principles of financing (through budget of development aimed at support on competitive basis provided for commercial investment projects) the projects, which do not correspond the FRD objectives; provide equal rights for the RF subjects in their appeal to the fund; unify the conditions of federal aid allocation

· to design a legislative mechanism providing for target expenditure of the funds, received within the FTP, inclusive of the FTP financed through the Fund of Regional Development.

The Fund of regional finance development (FRFD)

Like the Fund of Regional Development, the fund of regional finance development appeared within federal budget since 2000. For 2001, it has been planned that its amount will account for 600 000 thousand rubles. (0,32 per sent of total expenditure within «Financial aid to the budgets of other levels»).

Budget law outlines general goals of the FRFD («activation of financial sanitation of RF subjects’ budgets, support for budget sphere and budget process reform, economic reform incentives»), delegating the right to specify the expenditure order to the Government of the Russian Federation, which must rely in this respect upon the agreement achieved with the International Bank of Development and Reconstruction on the loan for definite purposes. To date, the concept of interbudgetary system reform in the Russian Federation in 1999-2001 proves to be the only standard document of the Government, which touches upon the problem of the FRFD expenditures.

According to the concept, the two main objectives of FRFD expenditures are:

1. Granting credits to the regions successful at financial sanitation Non-cash forms of budget execution, the transmission to treasury system, the introduction of control systems for the state and municipal debts, the reconstruction of enterprise debts as well as budget liabilities, the distribution of state and municipal order on the competitive basis, the elimination of out-budget funds, which are not allowed by the federal legislation, etc.) and active at economic reform (the reduction in the funding provided for housing and other branches of economy, the reduction in cross-subsidies for tariffs, establishing a stable and transparent system of interbudgetary relations between the federal and municipal budgets, etc.).

The fact that such credits are target-oriented is not mentioned within the concept explicitly, but considering the goal of the credits, which consists in «financial independence and creditability of unsubsidized and lowly-subsidized regions», we can assume that the credits should be technical and should be aimed at market reforms. In this respect, the FRFD proves to be a kind of counterbalance to the fund of regional development, the latter being oriented to the financial support of recipient-regions.

2. Providing technical aid to the authorities of the RF subjects in carrying out budget reform.

Within this sphere, it is assumed that systematic aid be provided for regional and local authorities in finance control, tax and budget development, as well as teaching regional and local financial staff.

* * *

Besides the funds discussed in this part, a considerable percentage of federal budget expenditure within «Financial aid to the budgets of other levels»

a) State support for the Road management, which accounts for 20 300 000 thousand rubles (10,9 % of total expenditure within the program)

In 2001, it first appeared within «Financial aid to the budgets of other levels» along with the elimination of the Road fund, which was responsible, for instance, for subsidies and subventions provided for Road reconstruction, the support for international and interregional communications, as well as transfers for the support and repair of public Roads, which belonged to the RF subjects, unless the highway funds were enough to provide support for them.

b) Subsidies and subventions of different kinds provided for the budgets of classified (secret) Territorial Entities (hereinafter referred to as CTE) amounting 10 148 914 in rouble value (5, 43% of the expenditures for the section).

This item of expenditure is traditional for the federal budget and comes to reflect the specificity of the CTE status, which is understood as «a territorial entity, having local autonomous bodies, within which area plant facilities for the development, production, storage and utilization of mass destruction weapons are located, inclusive of those for nuclear and other waste processing, and other military facilities, for which a special order safety performance and State secret protection is established, inclusive of specific conditions of habitation» (Сноска 10). In contrast to other municipal entities, CTE are under the federal jurisdiction. In particular, this is reflected by the fact, that the current CTE budget expenditures are subsidized direct by the federal budget (but not by the budgets of the RF Subjects within which domain they are located, which is the case for other kinds of municipalities.

Another remarkable peculiarity to be observed about the CTE status is the order of entering tax revenues on their budgets. Up to 1999, the revenues of federal, regional and local taxes of all kinds, collected within their area, were subject to entering on their budgets (The Budget Act, passage 2, point 1, Article 5), whereby the local autonomous bodies were entitled to issue extra remissions for the taxes of all kinds with respect to the taxpayers registered within their domain. The negative impact of such legislative acts ramified into two. First of all, these additional tax remissions were financed by the federal budget, by which subsidies were granted to cover the CTE budgetary deficit. In the second place, the pro forma rewrite of taxpayers waging economical activities in other regions within the CTE territory, has lead to an all-encompassing reduction of tax revenues, accrued to the federal and the regional budgets.

In 1999, an attempt was undertaken to block the tax-dodging channel by registering the institutions transacting economic activities in other regions within the CTE bounds. The federal legislation # 67-F3 dated April 1999 was meant for introducing amendments into Article 5 of the RF «On CTE legislation. It is assigned, that the right to supplementary tax and due remissions rest only with the institutions having no less than 90% of their assets allocated and transacting no less than 90% of their activities within the domain of the respective CTE (also, no less than 70% of the average of such institutions’ employees is to be accounted for by permanent residents of the respective CTE, while these respective resident employees are to be paid wages accounting for no smaller share than 70% of total for the labor remuneration fund.

Besides, as provided by State #227-F3 «On 2000 Federal budget» Legislation, dated Dec. 31, 1999, the taxpayers – both enterprises and institutions under the aegis of CTE - enter part of the federal taxes and dues, subject thereto, on the account of the federal budget, the only exception being the CTE within which the federal nuclear centers are located. Extra tax and due remissions do not apply to VAT, excise-duties and nor do they apply to the taxes and dues entering in the state purpose budgetary funds. Above all, for the nuclear center-locating regions, total for the funds placed under the jurisdiction of bodies corporate exercised a contraction up to 50% of the tax and due combined values, charged for the accounting period with no remissions applying as a result of providing additional tax and due remissions and making payments in obligation, no excise remissions applicable to excise-subjected goods.

In accordance with # 15-F3 of the 2001 Federal budget Act, dated Dec.12. 2000, the term is prolonged for the year 2000 dated order of revenue allocation for the taxes collected within the CTE area, whereby this order was extended to embrace the federal nuclear center-locating CTE. Under art. 52 of the legislation quoted, of all federal tax variety, additional tax remissions for CTE local authorities only be provided for income tax within the rate and the value bounds accrued to their budget revenues.

Appendix. The list of expenditure authorities incumbent upon 
sub-national budget by the Federal Legislation 
(by the RF Ministry of Finance).

№
Standard Act
Expenditure essence
Expenditure target
Expenditure competence

1
The 12.01.95 №5-FL "On the veterans"
benefits for the veterans
Social public security
Combined;  in 2001, the expenditures are actually compensated by the Federal Budget to the Subsidized RF Subjects. 

2
The 24.11.95 №181-FL "On Social Protection of the Disabled in the Russian Federation”
Benefits for the  disabled
Social public security
Combined;  in 2001, the expenditures are actually compensated by the Federal Budget to all the RF Subjects. 

3
The 19.05.95 №81-FL "On State grants to individuals raising children”,  The 4.09.95 № 883 RF Government Decree  "On the adoption of the Resolution on the order of awarding state grants to individuals raising children”
Allowances for children
Social public security
Combined;  in 2001, the expenditures are actually compensated by the Federal Budget to the Subsidized RF Subjects. 

4
The 15.05.91 №1244-1 FL "On social protection of the individuals injured by nuclear energy as a consequence the Chernobyl Nuclear Station catastrophe 
Facilities, benefits and compensations to individuals, injured by nuclear energy as a consequence of the Chernobyl Nuclear Station catastrophe
Social public security
combined

5
The 25.05.98  № 76-FL "On the status of the servicemen”
Facilities, Benefits and compensations to the servicemen and individuals transferred to the reserve, and to their family members
State Defense
federal

6
The  05.05.92 №431 RF President federal Decree “On measures to be taken for delivering social support to big families”
Allowances for big families
Social public security
combined

7
The RF 09.06.93 №5142-1 "On donorship of blood and its constituents” Federal Law
Benefits for donors
Health care
Does not defined by the Budget Code

8
The RF 13.01.96 №12-FL "On education” (art. 40, 54, 55)


Exemption of educational establishments from paying taxes of all kinds for the income of their specialization. Ensuring salaries for the teachers; granting privileges to the teachers 


Education
Does not defined by the Budget Code, Funding is actually carried out by the budgets, under the jurisdiction of which the stated institutions are placed.

9
The 12.01.96 № 8-FL "On burial and funeral issue”
Funeral benefits
Social public security
Combined

10
The RSFSR18.10.91# 1761-1 "On rehabilitation of the repressed for political reasons”
Facilities for the victims of political repressions
Social public security
Combined

11
The 01.08.96 № 107-FL"On compensation granted to students of state municipal primary vocational and secondary vocational educational establishments for nutrition.  


Compensation of rise in the cost of nourishment for students of state, municipal and general educational establishments,, and also for students of elementary vocational and secondary vocational institutions. 
Social public security
Combined

12
The RSFSR 18.04.91 1026-1 "On Militia"
The maintenance of criminal militia is financed by the Federal Budget, while social security militia (unless numbered under the minimum settled by the federal legislation) is supported by the regional and local budgets. 
Performance of law-enforcement activities. 
Combined, although having some specifications of expenditure authorities 

13
The RF President Decree of 15.10.92 №1235 "On granting benefits to the former under-age prisoners of concentration camps, ghetto and other places of captivity established by the fascists  and their allies for the period of the Second World War. 
Applying the benefits, granted to the disabled Second World War veterans and ex-service-men,  to under-age concentration camp prisoners for public services and utilities.
Social public security
Combined; the compensation principles coincide with those of “On  Veterans” Federal Law and “On Social Protection of the Disabled” Federal Law

14
The RF 09.01.97 № 5-FL "On granting social insurance arrangements  to Heroes of Socialist Labor and those awarded the Order of Labor Glory” Federal law. 
Facilities to the veterans from among the Heroes  Of Socialist Labor and those awarded Orders of Labor Glory. 
Social public security
Combined; the compensation principles coincide with those of “On  Veterans” Federal Law and “On Social Protection of the Disabled” Federal Law

15
The RF 15.01.93 №4301-1 "On status of  USSR and RF Heroes and those awarded Order of Glory
Facilities for veterans from among the USSR Heroes, RF Heroes and those awarded Order of Glory 
Social public security
Combined; the compensation principles coincide with those of “On  Veterans” Federal Law and “On Social Protection of the Disabled” Federal Law

16
The RF Government decree of 20.06.92 №409 "On urgent measures of social protection of orphan kids and those left out of the charge of parents” 


Norm-fixing of the expenditures for maintenance of teaching and educational institutions for orphans and those left out of the charge of parents. 
Social public security
Combined;

 Funding is actually carried out by the budgets, under the jurisdiction of which the stated institutions are placed.

17
The  21.12.96 №159-FL "On extra insurance arrangements for social protection of orphan kids and those left out of the charge of parents
Benefits to orphan kids and those left out of the charge of parents. 
Social public security
Combined; expenditures not segregated de jure

18
The RF 17.01.92 № 2202-1 "On the Office of Public Prosecutor in the Russian Federation”
Financing bodies of the Office of Public Prosecutor
Maintenance of activities fulfilled by the federal power bodies 
federal

19
The 21.12.94 №69-FL "On fire safety” Federal Law
Financing the State fire fighting service 
Ensuring fire safety


Combined, although having some specifications of expenditure authorities 

20
The RF Customs Code of 18.06.93 №5221-1
Financing customs bodies
Maintenance of activities fulfilled by the federal executive power bodies 
federal

21
The 02.08.95 №122-FL "On ensuring social security for old-aged individuals and for the disabled”. 
Financing State and municipal institutions of social security for old-aged individuals and the disabled ones. 
Social public security
Combined

22
The Decree of the Supreme Council  № 4202-1 of 23.12.92 "Statute for the service in bodies of domestic affairs”.


Material and social security of domestic affairs service-men 
Performance of law-enforcement activities. 
Combined, although having some specifications of expenditure authorities 

23
The RF Government Decree of  30.07.94г № 890  "On the state support of Medical industry and improvement of supply with medicine and medical commodities to the people and health care institutions. 


Financial support to medical industry 
State support of industry branches
Combined

24
The RSFS 21.12.90 № 438  "On village social development” 
n/a
Rendering financial aid to local budgets 


regional

25
The 19.02.93 №4520-1 "On state insurance arrangements and compensations for people working or residing in the regions of the Far North and the territories likened to them” 
State insurance arrangements and compensations for individuals working or residing in the regions of the Far North and in the territories likened to them. 
Social public security
Combined

26
The Decree of the RF Government of 21.08.92 №610 "On urgent measures of improving the position of children in the Russian Federation."


n/a
Social public security
Combined

27
The All-Union Central Executive Committee and People’s Commissar Council Decree of 10.06.30 №409 "On benefits to qualified  staff in the rural areas and industrial communities” with the successive supplements. 
n/a
Social public security
Combined

28
The RF 26.06.92 №3132-1 "On the judges’ status in the Russian federation"
Material and social security of the judges
The federal judicial system function 
federal

29
The RF Government 13.08.97 №1005 "On improvement of free diary product supply to the children aged 1 to2 years old” Federal Law 


A free specific diary product supply to the children aged 1 to 2 years old.
Social public security
Combined; expenditures not segregated de jure 

30
The .05.94 №419 "On affirmation of the regulation on the order of granting benefits to the individuals rehabilitated and those acknowledged as  victims of political repressions” Federal Law.
Benefits to the rehabilitated individuals and to those acknowledged as victims of political repressions”. 
Social public security
Combined; expenditures not segregated de jure 

31
The 19.08.95 №149-FL "On social protection of individuals exposed to nuclear energy as a result of nuclear tests at the Semypalatynsk  proof ground. 


Benefits to individuals, affected by nuclear energy as a result of nuclear tests at the Semypalatynsk proof ground. 
Social public security
Combined; expenditures not segregated de jure

32
The RF President Decree dated 02.10.92 №1153 "On the measures for improvement of social protection of  domestic forces service-men, rank and file and commanding individuals of domestic forces and their family members. 
Material and social security of the domestic forces service-men and Domestic Affairs Bodies staff. 
Ensuring State Security 
federal

33
The RF 26.06.95 №604 "On the order of rendering gratuitous  financial aid for building (purchasing) real estate  and paying cash compensation for renting (sublease of) quarters to service-men and individuals transferred to the reserve. 


Housing supply to military personnel 
State Defense
federal

34
The RF President 12.03.93 № 209 "On social safety militia (local militia) in the Russian Federation” Decree. 
Financing social safety militia (local militia) 
Performance of law-enforcement activities. 
Combined, although having some specifications of expenditure authorities 

35
The RSFSR Government of 26.11.91 №20 "On the affirmation of  regulations on Russian transport inspection department of the RF transportation Ministry” 
Logistical support of the Transportation Inspection department personnel of the RF Transportation Ministry
Maintenance of activities fulfilled by the federal executive power bodies 
federal

36
The RF Government 19.08.94 №979 "On affirmation of the statute of military registration and enlistment offices” Decree
financing military registration and enlistment offices
State Defense
federal

37
The RF 03.04.95 N40-FL "On Federal Security Service Bodies in the Russian Federation” Decree 
Financing Federal Security Service Bodies
Ensuring State security 
federal

38
The RF 14.05.93 №4979-1 "On veterinary medicine"Federal Law
Financing veterinary medicine institutions 
Not defined by the Budget Code


Funding is actually carried out by the budgets, under the jurisdiction of which the stated institutions are placed.

39
The RF President 12.04.93 №443 "On urgent measures of state support to students and post-graduate students of  higher professional educational establishments” Decree. 
Scholarships and grants to students and post-graduate students of higher educational establishments 
education
Not defined by the Budget Code 

40
The RF 06.02.97 №27-FL "On internal forces of the RF Ministry for Internal Affairs” federal Law 
Financing internal forces
Ensuring State security
federal

41
The RF 28.06.91 г. "On medical insurance of the RF citizens” Decree. 
Assignments for medical insurance for the unemployed citizens at the expense of sub-national budgets. 
Health Care
Not defined by the Budget Code, financing is actually carried out by regional budgets. 

42
The RSFSR Council of Ministers 26.08.65 №994 Enactment "On schoolchildren residing in the rural area. 
n/a
Social public security
Combined

43
The 21.07.97 №118-FL "On officers of the court” 
Financing the service of officers of the court 
The performance of the federal judicial system. 


federal

44
The RF 08.05.94 №3-FL "On the status of  Federation Council Deputy and the RF Federal Assembly State Duma Deputy”  
Material and social security of State Duma and Federation Council Deputies. 
The performance of Federal Assembly activities 
federal 

45
The RSFSR Ministry for Transportation  24.12.87 №176 "Rules of conveyance of passengers and luggage by motor transport in RSFSR” Order (dated 12.06.90 N 63)
Subsidizing haulier losses inflicted by issuing reduced fare for specific sections of the population. 
State support for motor transport
Combined

46
The RF Government  18.01.92. N 33 "On supplementary measures of social protection of students” enactment
Financial support of students
Education
Not defined by the Budget Code

47
The RF Government 24.06.96. N 741 "On adoption of the statute scholarships and other kinds of student support in State and Municipal primary and secondary vocational schooling institutions. 
Financial support of students
education
Not defined by the Budget Code

48
The RF Government 6.12.92. N 981 "On fare facilities for students of State and municipal secondary educational institutions and colleges, and for postgraduate students of State and municipal higher educational institutions, and research institutions, and for preliminary course students  attached to state and municipal higher educational institutions. 
Financial support of students
education 
Not defined by the Budget Code

49
The RF President 24.12.98 N 1638 "On increment in money allowances for military personnel, for the RF Internal Affairs Bodies’ staff, for institutions and bodies of Ministry of Justice criminal-executive system, for the RF customs bodies, and cash allowance for tax police federal bodies’ personnel.  
Material security of the federal force control staff 
Maintenance of activities fulfilled by the federal executive power bodies
federal

50
The Rf Government Act of 11.08.92 №572 "On the compensation of costs caused by migration from the Northern regions and territories equated to the Northern regions"
compensation of costs caused by migration from the Northern regions and territories equated to the Northern regions
Social public security
Combined

51
The RF Government 28.02.96 №213 "On long-service increments to medical personnel, filling established positions  in health care and social protection institutions pluralistically.
Material security of medical personnel
Health Care
Not defined by the Budget Code

52
The  28.03.98 №53-FL "On military service” Federal law.
Material and social security of  armed forces personnel 
State Defense
federal

53
Fundamentals of the RF Legislation on  health protection of the RF citizens dated 22.06.93 N5487-1
Financing health care
Health Care
Not defined by the Budget Code

54
The Criminal and procedural “reformatory” Code since 01.07.97
Financing criminal-execution system
Carrying criminal system penalties into effect 
Not defined by the Budget Code

55
The 26.11.98 №175-FL "On social protection of the RF citizens exposed to nuclear radiation as a result of the 1957 “Mayak” industrial merger catastrophe and nuclear wastes burial in the Techya river" Federal Law.
Benefits and compensations to the RF citizens, exposed to nuclear radiation as a result of the 1957 “Mayak” industrial merger catastrophe and nuclear wastes burial in the Techya river." 
Social public security
Combined

56
The RF Supreme Council 27.12.91 №2123-1 "On extending the RSFSR “On social protection of citizens exposed to nuclear radiation as a result of the Chernobyl APP catastrophe” Law to individuals of special risk departments” enactment. 
Benefits and Compensations to the RF citizens exposed to nuclear radiation as a result of the Chernobyl APP catastrophe and to individuals of special risk departments. 
Social public security
Combined

57
The RF 09.10.92 №3612-1 "Fundamentals of the RF State Culture Legislation” 


Maintenance of Culture institutions.
culture
Not set by the Budget Code, Funding is actually carried out by the budgets, under the jurisdiction of which the stated institutions are placed.

� For more details see section “ The Distribution of Expenditures and Revenues between budget system levels”. 


� According to i. 42 of the Law of “Resources” adopted on February 21, 1992, № 2395-1, revenues from coal-mining are distributed in the following proportion: 30 % - local budget, 30% - regional budget, and 40 % - federal budget; and revenues from other mineral resources are distributed correspondingly: 50% - local budget, 25% - regional budget, and 25 % - federal budget. But in case revenues are collected on the territory of an autonomous district, one half of the revenue received by the federal budget compensates for the territory or regional budget revenue.  


� For more details, see: section “ Regional finance and interbudgetary relations” in “ Russian Economy in 2000: tendencies and perspectives”, M., IET, 2001.


� It is necessary to note that the term is conventional for, in fact, only 20 % of total fund value is provided for the equalization of minimum budget level according to the current model of FFFS to the regions.


� For more details, see “ Paper review…”


� e.g. in the USA in order to eliminate the practice of   delivery of unfunded mandates to state budgets a special Law of unfunded mandates reform was adopted in 1995. (Unfunded mandates Reform Act).


� In 2001 the order of federal mandates funding entitled by the three mentioned federal laws changed, for more details, see chapter “ Forms of federal financial aid received by the Subjects of the Russian Federation.” 


� See The Resolution of the RF Government on “The increase in payroll rates of total payroll net for public employees” adopted on March 18, 1999, №309 (тарифные ставки единой тарифной сетки) 
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