BARENTS BUSINESS ADVISORY GROUP
Barents Euroarctic Region 15.11.2007

Report and message from the Barents Business Advigo
Group (BBAG) to the 11" Session of the Barents Euroarctic
Council

Barents Business Advisory Group is a body in thenework of BEAC with the role of giving input
from the business communities of the Barents EatmaRegion to the BEAC Working group of
economic cooperation. BBAG consists of one repitesiee from each region. The representatives
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Background of the Business Advisory Group

The Euroarctic Chamber of Commerce (EACC) was éshadal in March 1996 in Murmansk,
Russian Federation. The main goals of the EACC baea:
- launch initiatives and cooperate with governments @ganisations solving economic
problems with a special attention to
o development of business infrastructure
o development of transport and communication systems
o development of human resources with considerati@ocal welfare
- support and assist the chamber member companiggngaout their duties and tasks with
emphasis on
identification and development of business relaion
o juridical and economical aspects
0 permanent exchange of experience and informationavket development and
regulations
o training personnel and specialists
0 solving international business disputes
- development and improvement of the chambers orgaois
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In 2005 the EACC consists of following member chamsb
- Finland
o Lapland Chamber of Commerce
0 Oulu Chamber of Commerce
- Norway
o Finnmark Chamber of Commerce
o Troms Chamber of Commerce
- Russian Federation
o Arkhangelsk Chamber of Commerce and Industry
0 The North Chamber of Commerce and Industry, Murrkans
o Republic of Karelia Chamber of Commerce and Ingust
o Komi Republic Chamber of Commerce and Industry
- Sweden
o Norrbotten Chamber of Commerce
o Vasterbotten Chamber of Commerce

The chair of Sweden in the Barents Euroarctic CoWorking Group of Economic Cooperation
(WGEC) in 2002 started discussion about the neemfinuous input of views and proposals from
the regional business communities. WGEC agreedtBatsiness Advisory Group consisting of
representatives from regional business organisasbould be established. The Euroarctic Chamber
of Commerce made proposal according to the discasgith some Swedish, Finnish, Norwegian
and Russian member Chambers that EACC could org@md coordinate the work of the Business
Advisory Council in Barents Region. So the Countithe EACC established in November 2002

the Barents Business Advisory Group using the mofitde Baltic Sea cooperation (CBSS BAC).
Every Chamber has named one representant to thé&SBB¥practice CEO/President/director of the
Chamber



The activities of the Barents Region Business Adwsy Gorup

The Business Advisory Group, BBAG, is a body infila@nework of the Barents Euroarctic
Council. BBAG is not an organisation, it is an aabry council. The members of this BAG are
nominated by regional Chambers of Commerce.Cowgaaile into operation in November 2002
with the aim of giving advice to various bodiedhie Barents Euroarctic Region regarding
economic and business matters. BBAG thus speakelwalf of the business communities in the
region.

BBAG is a small and informal body and it does remgive any funding from Barents Euroarctic
Council nor any other authorities. BBAG report8arents Euroarctic Council Workingroup of
Economic Cooperation (WGEC) as well as to miniatarieetings. BBAG patrticipates very
actively in the work of the WGEC. Also BBAG givesports and makes initiatives regarding
economic and business matters in the Barents Etio&egion.

BBAG has had meetings each year. Most of the mgetiave been in the Russian part of the
Barents Region together with project meetings bewobigger events for business community.
BBAG has given three reports. First in October 2608ng the 8 session of the Barents
Euoroarctic Council, second in February 2004 dutigmeeting of the WGEC. Third was given in
Harstad Norway in November 2005 during th& $@ssion of the Barents Euroarctic Council.

The Members of the Business Advisory Group

Barents Euroarctic Region Business Advisory Groupsests of following members:

Mr. Timo Rautajoki, Chairman

CEO, Lapland Chamber of Commerce, Finland
President of the EACC
e-mail:timo.rautajoki@Ilapland.chamber.fi

Mr. Jonas Lundstrom
Managing director, Norrbotten Chamber of Comme&weeden
e-mail: Lundstrom@norrbottenshandelskammare.se

Mr. Roger Estefors
Managing director, Vasterbotten Chamber of Comme3aeeden
e-mail:roger.estefors@ac.cci.se

Ms. Grete Kristoffersen
Managing director, Troms Chamber of Commerce, Ngrwa
e-mail: grete.kristoffersen@tromso-chamber.no

Mr. Knut Hennigsen
Managing director, Finnmark Chamber of Commerce

e-mail: knut@honu.no

Mr. Jaakko Okkonen
Managing director, Oulu Chamber of Commerce, Figilan



e-mail:jaakko.okkonen@oulu.chamber.fi

Mr. Anatoly Glushkov
Chairman, The North Chamber of Commerce and Ingusturmansk, Russian Federation
e-mail:ncci@online.ru

Mr. Sarkis Manasaryants
President, Komi Republic Chamber of Comerce anddtrgl, Russian Federation
e-mail: palata@parma.ru

Mr. Gumar Nurgaliev
President, Arkhangelsk Chamber of Comerce and tnglRussian Federation
e-mail:t arh.ru

Mr. Aleksandr Pankratov
President, Republic of Karelia Chamber of Commarue Industry, Russian Federation
e-mai:chamber@karelia.ru

The secretariat of the BBAG has from the very beigig been in Rovaniemi in Lapland Chamber
of Commerce .

Messages to the meeting of the Barents Council

Barents Business Advisory Group gave its first redaring the 8 session of the Barents
Euroarctic Council four years ago. The report cstesi of the views of the Barents region business
community about four main factors which have infice in the development of business:

- Barents region and business

- Taxation and investments

- Customs and border crossing

- Transport and logistics

These factors are still today among the most ingmbreffecting to business. This report is an
evaluation of the present day situation.

Barents Region and Business

Barents Euroactic Region is today even more impbdeea in world business than it was two years
ago. The future development of oil and gas in thethnis important to the European Union and also
to the United States of America. Snow white galsl fie Hammerfest is today ready for poduction
and we are expecting the start of the implememaifadhe Shtockman gas field project. Oil
transport from Murmansk to Western Europe and t8& i$ still developing rapidly. These big
projects have already been speeding up all kinfdasitnucture investments in the Murmansk region.
The Murmansk transport junction — project is thggeist of them all. Also the industry in the Kola
Peninsula has began to invest in new technologyhamdproduction. New hypermarkets have been
planned and built in the city of Murmansk. Also tb&al income of the Murmansk region and its
people have rapidly increased according to theiaffstatistics.



Investmets to the mining industry in Northern Sweedee growing strongly. These include LKAB
in Kiruna and new mines in the neighbourhood gaRRaon the borderland between Sweden and
Finland. The building of new railroad from Kalix kaparanda has been started.

Also northern Finland has several promising investts already under construction or close to the
implementation. Mining industry is the key wordala Finnish high north. First new mine, the
Kittila gold mine is ready for the production inG& That will be followed by Talvivaara Sotkamo,
Kainuu nickel mine also in the same year and Kawiiskel and copper mine a year after that.
Already mentioned iron mine on the borderland betwajala and Kolari is expected to be in
production before 2010. In addition two more miaes expected to come to production in the first
half of the next decade, Suhanko palladium andmulat mine and Sokli phosphate mine.

The tourism business in Lapland has also huge imergs going on today. Tourism centers in
Levi, Yllas and Saariselkéa are the main areas. 18elgg new hotels are under construction, also
new skilifts, gondols and ski slopes. Total valfi¢hese investments are more than one billion
euro. Together with trade investments in Tornio-&tapd and Rovaniemi and industrial
investments the business community is in the hagimemical trend in Northern Finland.

These new investments and high economical trendwdnce expectations have created totally new
situation in the Barents Euroarctic region. Alse 8MEs are now participating in practice to the
business. Today business is reality, not an expectar vision anymore. Things could however be
even better. The last ten years have been diffiouktll areas. Some of the industry has been
finished and some production has been moved to Assa skilled labour has moved to south to
get new jobs and it has also even deepened théeprsizaused by the aging of the people in the
north. Today we have a lot of business possilslitiet due to these reasons also lack of skilled
labour and not enough companies to do the busiAé$sast it may effect to cross border
cooperation negatively, because companies havegarimusiness and challenges in their own
region. It seems to be so that this is creatingva kind of obstacle of trade if nothing is done to
improve the situation.

Barents Business Advisory Group urges following mesaures:

* Expectations for real cross border business are ga¢in the business community.
Situation has improved during the last two years. Min partners in these energy and
industrial projects are big international companies Most important for the region is
that the SME’s could participate to these projectsis subcontractors or selling their
services to the main contractors

» Support from member states and authorities both ahational and regional level for the
SME’s of the region is needed

o to participate in projects
o0 toincrease cooperation between SME’s
o0 to create subcontracting

Taxation and investments

Most of the problems in taxation and investmentgeh@een during the last four years on the
Russian side of the region. The situation has dgeel to better direction, because the expected



accession of Russia to World Trade organisation avéestill expecting this accession, but the
circumstances of western SME’s to invest North AfesRussia has also improved due to general
political stability in Russia and this positive pess seems to be continuing.

Also the whole business community in Finland haanb@ore and more interested in opening
business in the Murmansk region. About one hundoedpanies also from outside of the region
itself have visited during last year in MurmansKitwl partners and also investment possibilities.
This process has been long-expected because Russily maybe the most important business
partner of Finland. The total value of investmantsde by Finnish companies has rapidly increased
in areas like Moscow, St.Petersburg and Leningkdast. Murmansk has been almost exception to
the rule until now.

Customs and Border Crossing

Customs problems are still number one obstacleadetfrom the business point of view. The
renewal of Russian Federation Customs Codex hasibmg@oving situation, but not totally.
Business community has not noticed any multivigaiegtion problems for many years in
consulates of Norway and Finland in Murmansk. Situnais today totally normal in spite of

capacity problems especially in the Finnish cortsul@he reason to this is the constantly increasing
amount of visa applications which relates to thenemical rise of the region and the growing
income of the people.

Russian Federation renewed recently the defindiwharea of the border zones. This has created
some problems for SMEs mostly on the border betWwagssia and Finland. The business
community understands the need of new militaryqyaln Russian part of the Barents Euroarctic
region, but it also hopes that it will not creats anore obstacles of trade or totally restricted
business areas in North West Russia.

BBAG urges following measures:

» There are still problems that could be solved at th border between Finland and the
Russian Federation in the north:

o There have been recently vechile inspection problesmin Salla and Lotta
especially with charter buses from Finland

o Swedish company Polarica AB has had big problems thi veterinary inspection
in Lotta border crossing station. According to autlorities veterinary inspection
is possible only in Borisoglebsk border crossing ation

0 ATA Carnet situation has improved a lot, but Sallacustoms station has lost
ATA Carnet status

* Registration of foreigners is still problematic inthe business cooperation between
Finnish side and northern parts of the Republic oKarelia

 BBAG gives strong support for the plan of EU and Rssia to ease visa application
process. Barents Region could be a pilot region ithis process and the multivisas for
businessmen could be prolonged up to five years the region

» The business community on Swedish side is concerneabout the increasing
bureaucracy at the border between Sweden and Norwayoncerning transport
declarations



* Swedish authorities have renewed the system to agpbassports. New regulation have
complicated the possibilities for businessmen espalty in Tornedalen region, because
police authorities in Haparanda have not been abl® give passports.

Transport and Logistics

Improving the infrastructure in the north will haveng term consequences for the overall
development of the Region. Examples of this typprofects are those relating to road and railway
connections, border-crossing facilities, the upgrgdand development of ports, airports and
shipyards, the adaptation of infrastructure fowufatoffshore activities, development of modern
telecommunications systems, environmental techiyopwgjects and energy and energy efficiency
projects. The shortage of transport connectionsatsm create a serious obstacle of trade like the
lack of direct flight connections from RovaniemiNturmansk. This creates enormous problems for
all Finnish businessmen to travel to Murmansk evem southern part of the country. Driving by
car takes from 8-10 hours from Rovaniemi and flighrinection from Helsinki to St.Petersburg and
further to Murmansk takes almost the same timeirgsmen loose two days for traveling during
trips to Murmansk.

The business community is very glad about the dgweént of mobile phone connections in the
region. Also the road from Salla border crossinmpim Kandalaksha is today much safer because
of the enlargement of the mobile phone networli® area. Same kind of improvement in Lotta
border crossing point is devoutly expected.

BBAG urges following measures:

= Finnish authorities are planning to end railway transport between Kemijarvi and
Salla. This makes impossible all future plans conceing Salla-Alakurtti — railway to
the Murmansk region.

= There is still no train transport between LedmozereKotshkoma on the new railroad.
This creates problems for planning of new transportoutes

» The east-west flight connections in the Barents Ram are still very problematic. Flight
route between Luled — Rovaniemi — Murmansk — Arkhagelsk, which has been the
base of all conections is recently totally closedravelling by car is the only possibility
to go to Murmansk from Finnish Lapland and northern Sweden. Authorities should
strongly support also the financing of this route.

* Road reparation on roads to border crossing staties Lotta-Murmansk and Kairala —
Alakurtti should be concluded immediately on the Rgsian side

» Better mobile phone connetctions on the roads leaay to border crossing stations are
today even more necessary especially in the Murmakgegion. These connections
improve traffic safety.

* Fast broadband connections in the Barents Region arthe backbone of the future
business cooperation.



