








LINOFFCIAL TRANSLATION

RUSSIAN FEDERATION
MINISTRY OF FOREIGN AFFATRS

To the Participants of the 11th Meeting of the Russian American Pacific Partnership

I wholeheartedly greet the regional government and business representatives of the
Russian Far East, Siberia and the Pacific regions of the United States, gathering at the
meeting in San Francisco.

It is already over ten years that your forum has been making its contribution (o
strengthening the broad relations between Russia and the United States. The significance
of your joint work is even greater now, when the task to improve the broad scope of our
relations is so critical. A key element of this process is to establish partnerships between
pur nations for mutual development. Specifically il is economic interdependency that
may provide the basis for greater stability in Russian-American relations in the future, less
subject to the variables of internal or imernational political events.

The strengthening of economic cooperation and the broadening of contacts between
people helps to unleash the tremendous potential of Russian-American partnership for the
benefit of our citizens and all mankind. Here, recognizing our mutual interests, we cannot
miss the rich pragmatism of our commitment to the engagement we have entered. In the
modern interdependent world, where opportunities and also threats are globalized, the re-
lations between governments, especially Russia and the United States, cannot develop
other than on a basis of balanced and mutual benefit, and in the context of global political
and economic inlegration.

Speaking frankly, thus far on this account not all is succeeding. The legacy of past
perinds still presents itself in our commercial relations. But the will for our constructive
cooperative work exists, particularly when considering in the big picture, for a long time
there is nothing to divide us. There is a positive dynamic in the growth of bilateral trade
and investment, and the understanding of the necessity of close collaboration in energy
and cooperation in the high technology sector.

Today, there would appear to be no directions for prospective cooperation from
which the Far Eastern region of Russia and Western States of the United States would be
excluded. This level of activity is heartening. But there remains a great deal still 1o do.
Principally, this involves transforming economic plans and projects to the level of practi-
cal works, and raising the efficacy of operations already conceived.

I wish vou success in vour work.
/2

g
Sergey Lavrov, Minister
Moscow, 14 October, 2006



Joint Report
of the Eleventh Annual Meeting of the
Russian American Pacific Partnership (RAPP)

San Francisco, Calilormia
Cctober 17 1o 19, 2006

Executive Summary

The Russian American Pacific Partnership held its eleventh annual meeting in San Francisco, Calfomia
17 to 18, 2006, Approximately 150 public and private sector, and academic-scientific communily repre-
sentatives parficipated in the RAPP meeting from four subject regions of the Russian Federation and Mos-
cow, eight States of the U.S., and two thind-party countries (China and Japan).

The meeting was co-chaired by Jack Brougher, Direcior of the Office of Russia, Ukraine and Eurasia,
U.5. Depariment of Commerce and Alexander Pakhemav, Deputy Director of the Depariment of Foreign
Economic Relations, Ministry of Economic Development and Trade of the Russian Federation. The prior
year host of the 10" RAPP Meeling, Ivan Malakhov, Governor of the Sakhalin, made initial remarks and
passed hosting honor to the State of California, and the City and County of San Francisco. Arnold
Schwarzenegger, Govemnor of California, provided a letter of appreciation and welcome to the RAPP
meeling attendees. Barbara Kaufman, Direclor of the San Francisco Office of the Govemor of California
defivered welcoming remarks, Bill Lee, Director of International and Tourism Development of the City
and County of San Francisco, noted that Mayor Gavin Newsom would meet with Sakhalin Govemor
Malakhov later in the day, and welcomed RAPP to the city. Derek Norberg, Director of the U.5. Secre-
tariat and Anatoly Boury, Director of the Russian Secretariat of RAPP, were responsible for the organiza-
tian of the mesting.

Mary Burce Warlick, Director of fhe Ofiice of Russia, U.S. Depariment of State, addressed the meeting
and stressed the need fo strengthen ties and true cooperative refations between the Russian and the U.S.
In her address, she cited good bilateral cooperation in the areas of mtemational crime prevention counter-
ing trafficking, narcotics and nuclear profiferation threats, While noting positive agreement between Rus-
sia and the U.S. in international forums such as the U.N., G-8 and NATO Council, she ciled that honest
constructive dialogue addressing areas of concem, mentioning threats to freedoms in Russia and regula-
tion of NGOs.

RAPP U.5. Co-chair Jack Brougher, in his address, identified the Commerce's Department's priority ob-
jectives with Russia, highlighting that the United States is seeking an agreement on sound commercial
terms for Russia's WTO accession. He noted specifically that agriculiure safety standards and protection
of intellectual property rights are two areas where the U S, and Russia are working the hardest to reach
agreemenl. Regarding the U.S. - Russia commercial relationship, Brougher noted that in 2008, so far,
trade with Russia is on a pace 1o exceed 524 bilkon - 150% more than two years ago. Shipmenis of oil
and raw materials from Russia predominate, bul the U.S. export component is nevertheless on track to-
ward 54 .5 billion for the year.

RAPP Russian Co-chair Alexander Pakhomov cited RAPP's considerable suzcess in furthenng coopera.
tion between the Eastem Russia and the Westen United States as important to the broader relations be-



tween our counlries 8s a whole, He applauded Govesnor Malakhov on his altending and on the strength
of the Sakhalin delegation, He noted the clear results evident on Sakhakin, that are to be encouraged in
other Russian Far Easl regions, including in the development of small and medium enterprises. |n con-

nection with this, he called for more subject regional administrations to actively panicipate in the bilateral
dialogue afforded af the RAPP.

John Mark Pommersheim, Consul General of the United States Consulate General in Viadivostok, ad-
dressed the forum and remarked on numerous positive programmatic and commercial engagements in
the Russian Far East. He mertioned (he recent opening of a Consular Agent postin Yuzhro-Sakhalinsk.

Igor Neverav, Direcior of the Depariment of Morth America, read a letier 1o the RAPP 11" meeting rom
Sergey Lavrov, Minister of Foreign Alfairs of the Russian Federation, In the ketter, Minister Lavrov em-
phasized the importance of RAPP at this particular time in U.5.-Russian relations, stating "The strengthen-
ing of economic cooperation and the widening of personal comacts are helping 1o release the tremendous
palential of Russian-American partnership for the good of cur people and all humaniy®

Viklor Lizun, Consul General of the Russean Federation Consulate General in 5an Francisco, and Viadi-
mir Isakov, Vice President of the Russian Federation Chamber of Commerce and Industry, made ad-
dresses al the plenary session.

Officials representing three U5, states and three subject regeans of the Russian Far East, addressed the
Opening Pienary: Ivan Malakhov, Governoe of the Sakhalin Region, John Almanza, with the Office of
Liettenant Governor Cruz Bustamante for the State of California, Anatoly Klimov, with "Rosmorport”
Vaning on behall of the Khabarovsk Territary, Antordo Sanchez, with Office of Liewstenant Govesnor Brad
Owen lor the State of Washington, Yury Serebryakov, Chairman of the Board of "Slavda Company Lid."
on behalf of the Primorsky Regson, Margy Johnson, Director of International Trade for Governor
Murkoweski, for the State of Alaska.

In his address, Governor lvan Malakhov made a presentation titked "Sakhalin Region — Investment and
Economic Potential”,

seminars Conducted Prior to the Meeting Opening Plenary
Two pre-meeting seminars were held on October 16ih, as listed below;

Transportation Infrastructure Finance Seminar

The seminar was led by Charlene Derry, of the FAA in Anchorage, Alaska, Presentalions were made
by the LL5, Department of Commerce Internatianal Trade Administration, Business Infarmation Senvices
ol the Newly Independent States {BISNIS), and U.5. Commercial Service Export Assistance Centers.
The results of a recent viabdlity study for Commercial Air Service between Canada, Alaska and the Rus-
sian Far East were shared al the seminar.

The Russian Federation Chamber of Commerce and Industry m the United States conducted an ali-day
seminar litled "The Evolution of the Russian Business Climate™ with approximately 70 participants.



RAPP 11" Break-Oul Sessions

On the aflermoon of Cctober 17 and all day on the 18", RAPP attendees worked in four break-oul ses-
si0ns to define issues and farm recommendalions 1o improve economic copperation between the Russian
East and the Western U.5.

Co-moderators from each side jointly led panel presentations and active discussions in each of the follow-
ing four breakoul Sessions;

"Energy-Based Cooperation”

“Transportation and Infrastructure”

"Commerce, Investment and Development Opportunities”
"Technologies Cooperalion”™

The [ull reports developed at each break-out session, herewith by attachment, will be included in the 17t
Annual Meeting Summary Report and will be considered by the Secretariats in forming RAPP priosties
and initiatives for 2007,

On October 18™, at the closing plenary session of the 11 meeting, the repons from the break-out ses-
sions were delivered 10 the meeting Co-Chairs and RAPP Secretariats, The Co-Chairs, Mr, Jack
Brougher for the L.5.-side, and Mr. Alexander Pakhomov for the Russian-side, delivered their closmg re
marks. It was resolved to accepl the invitation of Governor Malakhov 10 hold the next meeting of the Rus-
sian-American Pacific Partnership in 2007 in Yuzhno-5akhalinsk, Sakhakn Region. The RAPP Secretan-
als are to advise the dates for the meeting before the end of the 2006 year,

Co-Chair for the U5 -side Co-Chair for the Russian-side

Jack Brougher Alexander Pakhomoy

Director, Deputy Director of the Depariment of
Ofice of Russia, Ukraine, and Ewrasia Foreign Economic Relalions,

United States Department of Commerce Minsstry of Economic Development and

Trade of the Eussian Fedaratin



Breakout Meeting Reporl

g Energy-Based Cooperation
s’ American Moderator!
Jan Kalicki
=t Russian Moderator:

Galing Paviova

Summary of Discussion

Private and public sector representatives from the Russian Far East and the U5, West Coast met on Oc-
tober 17 and 18, 2006 1o discuss the current slatus and future prospects of energy projects, miigating
environmental impacts, and support services Lo shelf fields, Whie challenges are cenainly faced in each
of these areas, the representatives felt that the potential mutual benel® is great o invesions, CORSUmers
and the communities in which they operate, The goal should be to uphold contracts. promole energy peo-
jects and advance the well-being of both the people and the land where the resources are located.

Debates of greal mponance are underway on three fundamental energy-related issues in Sakhaln, the
Russian Far East and Russia as a whole:

» Firsl, the proper balance betwaen state and private milerests

= Second, the proper balance between energy and envirenment

Third, the proper role of loreign companies and investors

Speaking on energy progects and investiments were Steve Temi, President of Exxon Neflegas: lan Mac-
Donald, President of Chevron Nefiegas: Lev Brodsky, General Director of Sakhalin Projecis and Ray Ja-
kubczak, General Director of BP Sakhalin. They recognized the great economic potential of energy pro-
jects on Sakhalin in the context of regional and global energy demand, and the need for a stable and sup-
partive environment for these prajects 10 develop in a mutually beneficial way.

Speaking on mitigating environmental impacts was John Aronson, AATA Inemational Emaronmental Con-
sultants, He emphasized the importance of environmental protection with regard to energy as well as fish-
eries resouces.

Speaking on support services to shelf fields were Victor Zayas, President of Earthquake Protection Sys-
tems; Alexander Korovin, General Director of Sakhalin lo-Ca and W. Dinty Milker, WDM Corpoeation. They
all addressed the need lor adequate suppon senvice planning in an environment of escalaling costs on the
shelf,

The group recognized that Russian stale inlerests are playing an increasing robe n the energy secior of
the national economy. That said, the role of regional authorities and privale invesions remains very impor-
tant. The mutual accommodation of these interests is essential Tor the success of energy projects as wel
as the economy a5 a whole. In addition, both the human and natural environment can best be protected
by strong public-private sector cooperation al the federal, regional and focal levels. Finally, foreign compa-
nies and investors can and should play a positive role working with Russian panners and within a clear
and stable framewark established by Russians themselves. Russian - U5 regional cooperation will help 1o
advance each of these goals.



Recommendations:

1. Cost-Sharing:

Oil and gas producers around the globe frequently cooperate and cost-Share in non-Competitive activilies
1o improve safety, environmental protection, and efficiency. Examples include oil spall prevention and re-
spanse, ransportation, waste disposal, and education, to mention a few, Currertly on Sakhalin, such
cost-sharing opportunities are hampered. Curmently, companies warking under PSA risk their lax exempl
status if they allow cost sharing with non-PSA operators. As a resull, companies have not been able to
bring to Sakhalin shared oil spil equipment, shared aviation services, or busld shared schools, waste dis-
posal faciiies, etc. By estabbshing & process 1o cost-share between PSA and non-PSA aperators (thal
comphies with all Russian regulations) many redundancies can be eliminated and improved profitabdlity
can be achieved. This would benefit all stakeholders: the operating companies, the Sakhalin region, and
the Russian Federation.

Recommendation:

Begin discussions with refevant Russian officials on the issue and work towards establishing a clear proc-
ess, approved by the Oblast and Russian Federation, 10 2llow the sharing of materials and services be-
tween PSA and non-PSA operating companies whose activities are regutated by standard Russian Fed-
eration Laws.

2. Visa lssues:

Russian content is an imporant issue tied o the projects taking place on the Sakhalin Island. US-based
operalors in the region require U.5. Visa issuances for their Russian national empiayees to travel to the
United States. Currently, the closest Consular office handling visa services is in the city of Viadivosiok.
The consulate in Viadivostok has an exceptional history of providing suppont. however, the requirement
that Russian national visa applicants travel to Viadivostok 1o physically paricipate in the visa process Is
coglly in travel and time (uckets to Viadivostok and lost worker time),

Recommendation:

To allow Tor greater efficiency of business operations between the Uniled States and Russia, it is recam-
mended that the multiple-entry non-immigrant visas be bilaterally extended 1o a standard of 5 year validity.
In acknowledgement of the increased work force over the nex 10-15 years, related to ongaing Sakhalin
energy projects, consideration should be given o locating a sateflite U.S. visa processing center in Yuz-
hno-Sakhalinsk for Russian national employees needing 1o ravel to the Uniled States. The costs of open-
ing and operating this service center could be partially off-set by a premium charged for visa processing in
Yuzhno-Sakhalinsk that would still provide a savings to companses compared with employee ravel and
lost work-ime costs for visa processing in Viadwestok,

Jan H, Kalicki (Galing W. Paviowa
Co-Moderator Co-Modesator



Breakout Meoting Roport
= Transportation and Infrastructure
ﬁ American Moderator:
Charlene Derry
T Russian Moderaors,
Talyana Konko & Anatoly Kiimov
Summary of Discussion:

The Transportation and Infrastruciure Seclor sponsored a Transponation Infrastruciure Finance Semnar
on Monday, Ociober 18. 2006. Paricipants gained valuable mformation from présentations on siructuring
entations by the U.5. Depanment of Commerce International Trade Adminisiration, Business. information
Sennces of the Newly Independent States (BISNIS), and the U.S. Commercial Senvice Export Assistance
Cenlers provided key pomis on programs and technical assistance they provide in support of U5, West
Coast - Russian Far East (RFE) busingss and rade. A presentation on the results of the Viabilty Study
lor Commercial Air Service on a route between Canada, Alaska, and the RFE stimulated much interest
and discussion,

Sector discussions focused on all modes of transportation, including updates on inlliatives discussed dur-
ing the prévious RAPP meeting n 2005, as well as new developments, Sakhalin Airport has receied
funding 10 upgrade the runway, ramp, and parking areas. Additional funding &5 expected this year and
other upgrades will inCluds the passenger walting area. baggage area, as well as mantenance and air-
crall service capabiities. Sakhalin Airlings (SAT) plans weekly scheduled serice between Yuzhno-
Sakhalinsk and Anchorage via Petropaviovsk Kamchatsky, 10 stan in early 2007. They have started the
cenification process fior U.5.. but may need assistance.

Current RFE port infrastructure limits the ability 1o increase expons. The Pon of Vanino has new contracts
lo ship large quantities of coal. A new coal loading terminal and separate rail system are under construce
tion and completion is expected by 2008, The Porl of Viadivostok i investing in two new projects: 1) a
néw container terminal, which serves the shipping line between the RFE and the U.5, Wesl Coast, and 2)
the construction of a 10-story automobile storage facility, which will have the status of & customs storage
area, A delegation from Heilengyong wsited the Port ol Viadivosiok, The Chinese comparry Hua Shin
and Viadwvosiokvnestrans, a Russian freight lorwarding company, discussed conlaingr shipments via
WViadivostok 1o other Southeast Asia destinations. Shipments are projecied 10 begin in late 2006.

Today the Port of Everett primariy ships Boging pants. FESCO, ECI, and Westwood now have thee or
more ships per week coming into the Port ol Everet. Foss Maritime is now working in Sakhalin, moving
o, containess, rockets. and equipment (over 2 tons each) in support ol oil and gas development.

During the past year. transit of cargo wvia the Transiberian Railroad sharply decreased due o increased
tarilfs. Recently 1ariffs on the railroad with Sakhalin Region were reduced by two thirds, Feasibilty of 2
proposal 1o consirect a new railroad bridge 1 connect Sakhalin Island with the Russian mainiand was dis-
cussed.

Discussions on strategies to secure direct air links between the U.S. West Coast and RFE were highly
productive. As we understand, in 2006 the LS. Consulate in Viadwostok issued approximately 7,000 w-
sS85 representing nearly a twenly-percent increase over 2005, Qver the same period, ihie percentage of
visa applications dersed is undersiood to have declined 1o roughly 15 percent. The volume of visa applica-



tians is continuing Lo increase. The breakout meeting stressed the need to update information on im-

provements in visa processing, tourism infrastructure and activities, and to widely disseminale this new

mliarmation.

Recommendations:

RFE airports and marine/river porls must continue targeted upgrades so they can efficiently accommo-
date the current and projected increase in passengers and cargo

Ensure reguiar communication with seclor participants providing updated information an ransportation
infrastructure developmenl and progress on other initiatives,

b.

=N

f.

Develop a list of questions and answers as well as an anicle with updated information 10 be dis-
seminated via the web, e-mail, and on the L5, Considate Viadivostok websie,

Develop a contact list for Sakhalin oil and gas companies and their subcontraciors. Dissemmate
this information to all airlines potentially interesied in or able to provide direct air service.
Develop a list of U.5. West Coast and RFE traved and lourism agencies to facilitate dissemination
of updated information and marketing of travel destinations

Expand the commercial air service viabdlity study (o include other U.5. West Coasl and RFE loca-
tions.

Provide copies of the Transportation Inlrastruclure Finance Seminar Presentation (o sector par-
ticipants, obaain funding for, and organize folow-on training.

Invite tourism and travel agencies Lo actively pariicipate in the sector,

Activities for 2006-2007:
1) Obtain funding, organize, and train Russian university instructors and transportation officials on Trans-
portation Infrastruciure Financing.

Charlene Derry Tatyana Konke  Anatoly Klimov
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Breakoul Mesting Report

Commerce, Investment and Development Opportunities
American Moderator:

Paul Tumminia

Russian Moderataor:

Dmitriy Babakhin

Summary of Discussion:

The Breakout Meeting began by asking the question why commerce and irade between the Russian Far
East (RFE) and the 1.5, has not grown al a faster rate. given the positive economic trends taking place in
Russia. It was noted thal American companses face greater and fercer competition from the countries of
Mortheast Asia in the RFE in comparison to Western Russia.

During the meeting there were presentations on the practical experiences of companies doing business in
the RFE and how o improve the karger business climate.

The participants acknowledged that there is a negative and culdated perceplion regarding Russia that
impacts trade. This is esther due (0 a lack of information about the country or the tendency of some LS,
media Lo concentiate on only negative isswes,

Business participants stressed that building strategic relationships betwesn U.5. and RFE business pan-
ners is critical to successiul operations. The participants focused on how to best utilize the many pro-
grams avaiable, suck as the Ex-lm Bank, the Trade Representative of the Russian Federation in the U.5.,
LESAID, BISNIS, U.S. Dept. of Commerce, Chamber of Commerce and Industry of the Russian Federation
in the UL.5.. the Small-business Commission, City and County San Francisco, Winrock Infl.. ICMA, the
New Eurasia Foundation, Amercan Russian Center and FRAET to mention a few.

Creating linkagas within Russia and the Pacific region was mentioned as one way 1o assist the growth of
small and Medium-sized Enterprises (SME) in the Russian Far Easl, There was additional discussion as
to the need for more access 1o capital, from micro-credit 1o working capital loans to assist SMEs.

One element of the discussion was focused on migration. In the last decade, these has been a significant
migration from the RFE. This has been identified by the Russian government as @ major priorty and has
implications for business,

The parcpants emphasized that rade and commerce are essential components ol global security, of
brilding a strong civil society, as well as a mechanism for reversing the out migeation.

Recommendations:

1. We recommend that RAPP take a leading role in addressing the outdated LS. perceptions of doing
tresiness in Russia and the RFE in particular

2. RAPP organize delegations to brief Washington DC congressional authorities and other policy makers
on the strateqic importance of doing busiress in the RFE.

3. For mutual strategic purposes, we recommend that U.S. funding for economic growth in the RFE con-
tinwe in order to support the Russian Federation initiative 10 promote development in Pacific Russia.

4. RAPF should further mutual business linkages and advanced business traning through exchanges
and internships,




Activities for 2006-2007:
| RAPP will explore working with AMCHAM in their efforts to promote accurate and balanced informa-
tien through the media, as well as work with lecal chambers and media.

Il. RAPP will devalop 1alking-points that address the unbalanced perception of Russia lor distribution to
organizations lor pasting on websiles,

lil. Recruit senior statesmen to accompany the RAPP delegations to Washington DC.
IV, RAPP will help identify the strategic pricrities for advanced training and exchanges.
V. RAPP will identify research and research oppoedunities on business conditions in Pacific Russia.

B R A

Paul Tumminia Dmitriy Babakhin
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lssue Three: The government needs 10 balance stimulating a high tech and biotech indusiry, while re-
maining wary of over reguiation. Attempis 1o stimudate a high tech, biotech and venture capial indusiry
have been managed by the government and government owned entities.  Technoparks and a high tech
mvestment fund are currently opesating of being organized, however questions remain on corporate goy-
emance, selection of invesiments and ownership of intellectual propery rights, Enrepreneurs require ac-
cess o capilal and infrastruciure.

Issue Four: Adoption and recognition of standards is not widespread and thus limits the abilay for compa-
nies and researchers to reach agreements of establish simple transactions.

Recommendations:

Russia has the potential o be the idea Lab for the world, not just supplier of highly skilled 1alent. Trade
associations, including RAPP, can assist the process by advocating and encouraging the Tollowing activi-
lies:

sirengthening universities and research institutes;

providing transparency in inellectual property rights and corporate governance leqiskation;

identifying high value initiatives lor governments and rade assodiations,

creating a mechanism for the inroduction of high tech and biotech initiatives to global investors

imvite: foreign managers 10 advise on the combination of government and private capital in the funds
introduced by the Ministry of Economic Development

6. encourage funds from the energy secior to be invested in innovations in existing indusines

it s e Sl

Activities for 2006-2007:

| The Ministry of Economic Development will send a representative to the Stanford Technology Sympo-
Siurn in March 7o — 9t 2007

Il. RAPP should make development and support of high tech and biotech industries an ongoing initistive
and should appoint a coordinator of technologies intiatives.

Alexandra Johnson Boris Misikov
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