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Article considers the main problems related with the functioning of small-scale enterprises in the
financial reproduction process of the Russian economy. Article proves the determinant role of small
businesses in the reproduction of capital of society that is an important factor in the increase of
quality of economic growth. Article discovers the main conditions that define the development of
small business, the most important from which are institutional and production-economical conditions.

The main function of small business is sat-
isfying the diverse needs of society on the local
segments of the market. This function reflects
its participation in the reproduction process and
creation of conditions for good economic
growth.

Impartially small business is not an inde-
pendent party of the reproduction process in
conditions of the modern market system as it
is built in the system of social labour division
within the limits of both national and world econ-
omy. That is why it is very important to consid-
er small business as part of the social capital
which performs definite specialized functions
in this system. Small business in the system of
both simple and extended reproduction is small
form of capital organization aiming at its pres-
ervation and increase. Small capital is poten-
tially medium and large capital as it contains
cost self-growth as a leading tendency which
defines the contents of the economic goals of
small business. Small business reproduction
conditions are the conditions of constant re-
sources dependence, instability in all forms of
its flows — cash, production and goods flows.
That is why one more important goal of small
business functioning is the provision of dynam-
ic market stability on the basis of formation
and more complete fulfillment of its innovation
potential which is going to provide not only
adaptation but also self-development of small
business in the ever-changing environment. Un-
der the influence of globalization the process
of integration of small businesses in interna-
tional sales and financial complexes is becom-
ing stronger. There is a tendency to unite the
advantages of large and small forms of busi-

ness which provides more effective functioning
of social capital on all the stages of social re-
production regardless of cyclical fluctuations.
The increase of the effectiveness of social cap-
ital reproduction is impossible without the de-
fining of specialized reproduction functions of
small business capital on the basis of social
labour division. Small business makes it possi-
ble to speed up social capital turnover in gener-
al thus increasing GDP and mass of profit created
in national and world economy. Effective func-
tioning of business is possible only if there are
certain conditions and factors in total provid-
ing formation of a definite business environ-
ment.". These conditions and factors? of small
business development are classified in table 1.

Let’s have a look at the most important
from our point of view institutional, production
and economic conditions of small business de-
velopment in the Russian Economy. Institutional
conditions are considered as the system of state
and social institutions supporting small busi-
ness. Institutional factors suppose provision of
competitive conditions, acceptable level of trans-
actional costs and complex security of entre-
preneurship. Financial security of the federal
policy in the sphere of the state support of
small business is carried out by the Federal Fund
of Small Business Support created by the gov-
ernment of the RF. The resources of the Federal
Fund of Small Business Support are allocated
from the federal budget and other sources. Along
with the state institutions of small business sup-
port the problems of small business are being
solved by a great number of different enterpris-
es and social institutions. However the existing
infrastructure of this support sometimes fails
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Table 1

Conditionsandfactorsofsmallbusinessdevelopmentinthemoderneconomicsystem
ofRussia*

Conditions

Factors

1. Institutional a)legal foundation;

business;

f) corruption, bribes

b) tax burden character;
c) administrative barriers;
d) development of infrastructure providing functioning of small

e) imperfection of competition on definite markets, monopoly;

2. Production and
Economic

labour;

markets.

a) resources provision;
b) financial provision, in particular, availability of long-term credits;
c) the level of involvement in the process of social distribution of

d) structural peculiarities of economy and key characteristics of branch

3. Technological

a) state and development of scientific and technical progress in the
basic spheres of the economy;

b) the level of renewal of equipment;

c) availability of quality resources;

d) the level of new technologies introduction and the level of their
development in social production

4. Social and
Demographic

resources;
d) welfare level

a) the level of economically active population and its structure;
b) balance of labour resources distribution on the territory of the RF;
c) structure, number, density and reproduction characteristics of labour

5. Globalization

business organization;

a) development of integration processes with the developed countries,
in particular, RF entry in WTO b) creation of international forms of

?) realization of competitive advantages on the international market;
?) development of export-oriented sector of small business

*The table was made with the use of G.L.
www.aup.ru/books.

to satisfy the needs of entrepreneurs. The rea-
son is these structures are often small busi-
nesses themselves and their activities have com-
mercial basis. As a result all the costs connect-
ed with different consulting services, business-
plans development, informational support are
shifted on the entrepreneur. We should also fo-
cus on such a factor of entrepreneurship devel-
opment as administrative barriers. Though they
are gradually decreasing the system of their in-
terrelation stays the same and the entrepreneur
wastes a lot of time and energy on it.> Except
traditional control of sanitary, fire and tax in-
spections many entrepreneurs also note vigilant
control of such bodies as environmental police,
municipal police and the body dealing with im-
migration problems. Totally there are about 30
bodies executing control. It’s quite natural that
such dominance of bureaucratic bodies leads to
corruption and impede normal functioning of
small business enterprises. According to the

Bagiev Organization of Entrepreneurship: http://

information given by V. Radaev 40.7% of small
businesses managers regularly come across ex-
tortion*. O. Shestoperov, the General Director
of the Institution of System Research of Entre-
preneurial Problems says that “corruption does
not decrease. It provokes shadow turnover (of
small businesses — T.K.). Great sums of money
are spent on bribes and kickbacks. We have the
figures that in the year 2002 small business
“gave” officials about 12-13 billions dollars. Now
this figure is much higher. Nearly 6% of small
business turnover goes to the pocket of differ-
ent officials. It means that 6% for bribe is built
in the price of each commodity. According to
our research data 53% of small business en-
terprises give bribes”. That is why it is rea-
sonable to submit the bill on the prohibition of
small business inspections without sanction of
the court suggested by the President of the RF
D. Medvedev for the consideration of the State
Duma. The given data are enough to admit the
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systematic character of the negative influence
of the researched factor. We think that the main
reason of such state of things is the scheme of
relationship between the state and the entre-
preneur. Three interrelated principles lay in its
basis. They are distribution - permission — con-
trol. The opportunity of officials to distribute
resources necessary for small businesses func-
tioning also leads to corruption. It is especially
important when lease of premises is concerned.
Unlike large enterprises which either buy or build
necessary industrial or office buildings small
companies more often lease them. The leased
premises are usually uninhabited premises and
land premises owned by municipal bodies. The
above mentioned property gives them rich op-
portunities to put pressure on lessees. In the
first half of 1990-s the practice of the so called
“compulsory but made to appear voluntary” fees
of entrepreneurs to municipal non-budget funds
established with the approval of the authorities
became widely spread. As for the tax burden of
small business it does not influence much the
effectiveness of small businesses functioning
after the simplified tax scheme was introduced.
On the other side the tax payment procedure is
not always easy to understand and follow. O.
Shestoperov says that taxes in Russia are not
high. For example, the tax on salary fund in
Sweden is about 90%. In our country small
business pays the state about 15% in accor-
dance with the simplified scheme. Naturally there
are several taxes which irritate entrepreneurs,
first of all these are salary taxes. You have to
pay 40% above the salary fund and, of course,
entrepreneurs try to avoid paying these taxes.
Another reason of incomplete payment of so-

cial taxes is unclear perspective of pension re-
form and other social projects. Thus we can
say that optimization of norms regulating en-
trepreneurship depends upon political and eco-
nomic stability of social and economic system
of society.

Our next object are production and eco-
nomic conditions of small business functioning.
The main problem faced by more than 60% of
small businesses is limited assets and lack of
access to financial resources. A lot of small
businesses do not have enough external financ-
ing and the main obstacle hereis bank credit
terms. However there are some positive chang-
es. According to statistics 5 years ago small
business asked for credits of about 10-15 bil-
lion dollars. This demand was satisfied 7-10%.
Now the demand is about 20-30 billion dollars
and it is satisfied 20-25%. In the developed
financial systems abroad this demand satisfied
60-70%$5. So we can speak about positive dy-
namics in the sphere of small business credit-
ing. The financial risks are covered by higher
credit rates though the level of n credits nonpay-
ment is traditionally low — 2%. In spite of this
positive dynamics the problems connected with
the capital reproduction, the formation of own
material and technical base are still burning. The
main factors impeding increase of production are:
lack and wear of equipment, lack of demand for
products and services on internal and external
markets, general economic and political instabil-
ity and high level of competition with foreign
and domestic enterprise. (table 2).

Today we can not say that there are favour-
able conditions for small business development
but there is some positive dynamics. For exam-

Table 2

Factorslimitingthegrowthofproductionofindustrialsmallbusinessenterprises,
%fromthenumberofsmallbusinessenterprisesinterviewed*

2005 2006
N Factor 3 quarter | 4 quarter | 1 quarter | 2 quarter
1 | Absence and wear of equipment 31 30 31 29
2 | Insufficient demand on internal market 35 36 37 37
3 | General economic and political instability 29 28 28 25
4 | Insufficient demand on external market 5 5 5 5
5 | High level of competition with domestic 38 38 38 39
enterprises
6 | High level of competition with foreign 6 6 6 6
enterprises
7 | No limits 5 5 10 10

* Source: M.D. Ismailov. Improvement of the mechanism of small business efficiency increase: Thesis

abstract ...

candidate of economic sciences. M., 2007, p. 6.
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ple, the share of profitable small businesses is
increasing and the share of non-profitable is
decreasing. Most profits were gained by small
business enterprises in the sphere of industry,
construction, trade and hotel services. Howev-
er there are certain problems with the use of
these profits. One of the main functions of small
business is positive financial result. It reflects
not only the profit but also possibility to invest
assets in production development. The thing is
the majority of small businesses use large part
of profit to replenish working capital which de-
creases investment possibilities to a great ex-
tent. The volume and dynamics of debt receiv-
able are also important for finding sources of
investment. The increase of debt receivable is
high in all spheres but it is the highest in the
sphere of real estate transactions, lease and
service sphere — 4.8 times, hotel services-2.8
times, construction — 2.3 times. It means that
huge sums are distracted from active turnover,
longer period of invested resources turnover and
longer period of payback. The decrease of debt
payable would make it possible to double in-
vestments in the stock capital. If you analyze
the investment structure of small businesses you
can see the following: small business invest-
ment structure is different from large scale busi-
ness investment structure because of the dif-
ferences in capital accumulation and capital re-
production. Additionally attracted capital is not
substantial, has complicated structure of its
sources, is attracted for rather short period of
time and should be invested in the spheres with
high profitability and quick payback (table 3).

in the previous years but the positive moment
was the increase of profit share in the owned
assets and the increase of the budget financing
of small business. This tendency must be con-
nected with the increase of attention of the gov-
ernment of the RF to the development of small
business, stabilization of the Russian economy
and the increase of the total volume of invest-
ments. Thus small business production and eco-
nomic conditions are a bit contradictory. On
the one hand according to statistics there is
positive dynamics of the reproduction process;
on the other hand there are some problems which
do not allow hoping that positive tendencies
will have long-term character. Summing up all
the above-mentioned we can make the follow-
ing conclusions:

¢ small business is integral part of the re-
production process as its functioning is con-
nected with social distribution of labour, repro-
duction of capital and creation of conditions
for economic growth;

¢ small business is a special, small form of
capital organization with the aim of its preser-
vation and increase. It is the main economic
goal of small business;

# the most important economic function of
small business is provision of dynamic market
stability on the basis of innovation potential
which helps small business to adapt to and de-
velop in the changing environment;

o the peculiarity of small business partici-
pation in the reproduction process is its ability
to speed up social capital turnover in general

Table 3

Thedynamicsofthestructureofinvestmentsinthebasiccapital
inRussianeconomy,financialsources%tothetotal*

. Years

Ratios 1995 | 2000 | 2003 | 2004 | 2005

Investments in the basic capital, totally | 100 | 100 | 100 | 100 | 100
Including owned assets: 49,0 | 47,5 | 45,2 | 46,8 | 47,7
- profit 209 | 234 | 178 | 183 | 22,4

- depreciation 226 | 181 | 242 | 24,4 | 221
Attracted assets: 51,0 | 525 | 54,8 | 53,2 | 52,3
- budget 21,8 | 220 | 19,6 | 17,4 | 20,1

- loans 29,2 | 30,5 | 352 | 358 | 32,2

* Source: Small business in Russia. 2007: collected articles/ Rosstat. M.,

2007. p. 65-66.

The data in table 3 shows that in the year
2005 owned/rented assets ratio was worse then

40

thus increasing the creation of GDP and mass
of profit;




E conomics

+ small business can effectively function only
if there are certain conditions and factors pro-
viding formation of the definite business envi-
ronment;

# the main conditions providing the devel-
opment of small business are institutional, pro-
duction and economic, technological, social and
demographic and globalization conditions;

e we consider the factors defining institu-
tional conditions of small business functioning
to be the most important. These are the weak-
ness of the RF legislation, administrative barri-
ers, corruption, lack of practice of the partner-
ship between business and the government, the
absence of the venture crediting system, weak
production infrastructure;

¢ production and economic conditions of
small business functioning are characterized by
lack of own material base, lack or wear of equip-
ment, high level of competition with domestic
and foreign enterprises.

' The last one should be considered as integrat-
ed totality of different (objective and subjective) fac-
tors which make it possible for the entrepreneur to
achieve the goals successfully: to implement projects
and make contracts receiving enough profit. The ef-
fectiveness of business environment is defined by the
terms of economic freedom and the development of
organizational and entrepreneurial innovations. These
elements of business environment are reflected to a
great extent in the Constitution and the Civil Code of
the RF.  A.S. Neshitoy. Conceptual and methodical
basics of complex estimation of entrepreneurship ef-
fectiveness //Financial Management y4. 2002.

2 There are different interpretations of these
categories. We will accept the following definitions:

1. Conditions are considered as the relations of the
subject with the surrounding phenomena. Unlike the
reason which creates this or that phenomenon or
process, conditions make the environment where these
phenomena and processes exist, develop and inter-
act. 2. Factors are understood as motive forces of
economic and production processes influencing the
result of production and economic activities. Re: Philo-
sophic Dictionary /editor LT. Frolov 5% ed., M,
1986. p. 497; B.A. Raizberg, L.Sh. Lozovskiy, E.B.
Starodubtseva. Contemporary Economic Dictionary,
2d ed., 1998, p. 363.

3 For example, it takes up to 1.5 months in Mos-
cow to organize the visit of sanitary inspection repre-
sentative who will endorse setting up production facili-
ties. And the entrepreneur has to prepare all the neces-
sary documents himself. Costs of overcoming adminis-
trative barriers are sometimes higher than the costs of
business activities of a company. Re: M.A. Sidorov.
Problems of small business in Russia // Small busi-
ness- economic base of local government development:
Thesis of the 6" Russian Conference of small business-
es representatives: http://www.nisse.ru/analitics. The
problem of corruption is closely connected with the
problem of falsified and counterfeit goods. For exam-
ple, according to the information of the Russian Health
Inspection, 10-12 % of all medicines sold in Russia are
falsified and according to the information of indepen-
dent experts this figure is much higher — 50%. Other
figures: there are 2.5 thousand wholesale pharmaceuti-
cal companies. In comparison: in England there are 4
pharmaceutical companies-distributors and in France -3
companies-distributors. http:/ /www.tpprf.ru.

4 Re: L.E. Slutskiy. The development of small
business in modern Russian economy: Thesis abstract
of doctor of economic sciences, M., 2001. p. 46.

5 0. Shestoperov. 6% - bribes “tax” //Argu-
ments of the Week 2008. y 14 (100). p. 3.

b http:/ /www.nisse.ru/ainterview.

41





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /SyntheticBoldness 1.000000
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002000d>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002000d>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /GRE <>
    /HRV <>
    /HUN <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e000d>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


