UK-RF Closed Nuclear Cities Partnership

INTRODUCTORY SEMINAR

December 5-6, 2002

Obninsk

Minutes of meeting

5.12.02, Thursday

Opening of the workshop. Chairman - V.G. Sterekhov

Greetings: 

V.G. Sterekhov, Minatom, Department of international and external economic relations.

S.T. Leskin, Director of CIPK

S. Evans, UK Embassy 

David Vincent, UK Department of Trade and Industry, Directorate of nuclear industry 

D. Vincent thanked the participants and the organizing committee, and told about the broad UK programme on the nuclear safety in former USSR republics, which covers the present project.  The working programme for this project should be developed jointly with the representatives of the closed nuclear cities of Russia, participating in our workshop, thus making an important step to solve this problem.   

In the closed nuclear cities of Russia there are people, whose knowledge could serve to nuclear proliferation, as well as stocks of nuclear materials.  The British party would like to share experience in the problem of non-proliferation, and to provide employment for those people at the local level.  

The work of the Partnership should not duplicate but complement the work of other initiatives.   

Objectives of the Partnership

1. to support employment in the non-nuclear related fields 

2. to raise commercial activity in the closed nuclear cities of Russia. 

It is important to keep the level of life for the key researchers.  This aim is pursued also by ISTC, and UK Government supports it actively.  We developed guidelines for our Programme, which clarifies how the funding applications should be written, what are the project selection criteria. 

The future of the closed nuclear cities could be guaranteed only by creation of a sustainable commercial environment, using the available knowledge and expertise. We understand how difficult it would be.  But we are determined to link the Partnership’s activity with the needs of concrete closed nuclear cities.  

Financing scheme:

Till March 1, 2004 we dispose of ₤3 million.  We started spending them only in July 2002, and all the sum must be spent before March 2004.  If we show a good progress at that time, then another ₤3 million would be allocated from 1.04.03 to 31.03.07.  It is agreed with “Big 8”.  Thus, we could become partners for 10 years, which is unusual for budget programmes.  

It should be noted that the allocated funds are not “bound”, that is, they could be flexibly redistributed between different projects.  But this is a double-edged weapon: if we progress successfully, we’d attract funding from less successful projects, and vice versa. 

The present project is monitored by the Governments and ministries of both countries. The project manager is PE International, a UK based consultancy company.  They will develop the working programme, DTI will examine it and agree in the Government. PE International will monitor these activities in Russia.  The UK Government will solve the strategic problems, and PE International will deal with tactics. 

We should sign a memorandum of understanding with Minatom of Russia as soon as possible, expressing the good will of both parties.  We hope it will be approved by DTI this week and submitted to Minatom.  We’d be happy to avoid delays in this procedure. 

One of the goals of our workshop is to understand the needs and requests of the closed nuclear cities, and at the same time to give them a notion of our objectives: 

· determination of the technological potential of the closed nuclear cities 

· package of measures on training and other cultural aspects 

· assistance to commercial enterprises and to establishing links to the British industry. 

The present Partnership is a part of a longer term UK programme.  We dispose of big money, but they would be allocated only for concrete projects.  The problems of foreigners’ access to closed nuclear cities must be resolved as soon as possible.  No investor would give money for an enterprise that he had never seen. 

Today’s workshop gives a start to a long way for our Partnership, and I wish success to us all. 

G.M. Golomysov, Minatom, Department of conversion. 

Conversion process in Russia started in 1988. 

1988 – 1991: coming into being, development of concept and main directions. Funding from the national budget. 

1991-1995: sharp reduction of the state order and of funding for industrial R&D works.  

The enterprises going into conversion activity receive credits from the national budget on favourable terms. 

1995 – 1997: conversion is funded from the sales of low-enriched uranium and from the enterprises’ own funds.  Restructurisation of defence industry enterprises. 

In the period between 1988 and 1997 the share of defence industry decreased from 36% to 7%.  

The general estimation – conversion is not going effective enough. 

Concern Rosenergoatom was established and over 20 shareholding corporations. 

1998 – 2001: funding from three sources: 

· targeted budget fund,

· centralized conversion funds (formed of the enterprises’ allocations),

· enterprises’ own funds.  

Department of nuclear industry conversion is established.  

The evaluation committees select the projects to apply for funding.  The evaluation methodologies are developed, very different from the previous.  Now all the projects must have a business plan and results of marketing research, as well as an opinion of an independent expert commission. 

Implementation of projects is monitored both at the local level (special responsible persons), and in the centralized way, with visits on-site.  Acts of inspection are to be approved by the Prime Deputy Minister.  Besides, monitoring is carried out by the Ministry of economy, Ministry of finances and Returning Board.  

Department of Conversion also carries out an exhibition programme. 

In 1998-2001 it was planned to spend ~ 3500 MRb.  In fact about ~ 3900 MRb were spent.  It was planned to create 15 000 jobs, about 8100 were actually created.  

Analysis of conversion results in the closed nuclear cities allows making a conclusion that the sustainable employment is created in those projects that had sound business plan and marketing research stable, and moreover, solved the tasks of the industry.  

Therefore, the enterprises are asked to develop their conversion programmes.  The projects not listed in the programmes will not be considered as applied for funding.  

The Government recommends insistently attracting off-budget funds, but there is not so much progress in this direction.  

All the projects submitted to the Partnership are to be subjected to the common Minatom evaluation procedure.  Conversion Department has no money for new projects, and over 60 projects are waiting for their turn.  We suggest that the Partnership examine these projects first of all. 

Patrick Gray, Project Leader, UK-RF Closed Nuclear Cities Partnership

 Presentation of the team and of the project itself.  In the next 3 months, at Minatom’s request, two more workshops will be held for the closed nuclear cities in the regions.  The work will cover all the cities, but 2-3 of them will be selected as pilot ones for concentration of the investment activity. 

Presentations of the cities.

V.G. Sterekhov:

I beg the workshop participants to remember that the present workshop is the statement of the British party’s point of view.  Real activity will be possible only after the corresponding agreements are fixed in Minatom.  You all should remember it. 

V.I. Zhigalov, Deputy Director on investments, RFNC VNIIEF, Sarov 

All-Russian Scientific and Research Institute of Experimental Physics (VNIIEF) took an active part in the USA Closed Cities Initiative.  It is very important to use this experience.  With Americans, we spent two years in discussing and agreeing.  But in this project, as Mr. Evans and Mr. Vincent explained, a quick start is of primary importance.  Besides, a synergetic effect would be important: the total result is to be greater than the common sum of components.  

Concerning creation of sustainable employment: in most cases, they were kept as long as the funding was provided, and when the funding stopped, employment stopped as well.  The projects funded by ISTC, also serve to support employment of weapon scientists, but only short term.  These projects relate usually to R&D works – that is, they are far from the market.  

The main criterion of success in creation of sustainable employment is the fact of sales: it shows if anybody needs this product. 

At VNIIEF and Avangard there are ~ 20 000 people employed.  It should that min. 40% of them work for the civil market. 

The following scheme of financing has been formed: from the Russian side – the funds of Minatom and Conversion Fund, from the foreign side – EC programmes, ISTC, US and European initiatives on closed nuclear cities. 

Since ISTC covers basically the innovation process stages related to R&D area, very topical is the problem of funding for the next stages of approaching the market: commercial prototyping and first sales.  When these stages are over, organization of the full-scale production is already willingly financed by the private sector. 

Sometimes an investor could be found which allows the start from a small-scale production, instead of prototyping.  

For attraction of private capital, we organized in Sarov 3 technoparks, allowing allocation of production in the zone of free access for foreign investors.  For instance, Conversia Technopark shelters 6 productions with 500 jobs. 

So, Sarov has passed already the initial stage of organization of transnational business co-operation.  Approaches are developed and tested.  A number of serious projects is prepared: titanium production, explosion welding, energy saving technologies, medical technologies (laproscopy, telemedicine).  It should be noted, however, that introduction of paid medical services goes on very slowly, in connection with the mentality of population.  

We analysed the reasons of failures (we consider a project to be a failure if after its completion no sustainable jobs were created).  As a rule, failing were the projects that had been subjected to a significant modification in the course of implementation – e.g. due to the reduction or disappearance of funding, poor management, going away or death of the key staff. 

Conclusion: organising Partnership’s work in Sarov, one won’t have to waste months (or years) for explanations and consultations.  We are able of speaking the same language. 

Yu. K. Zavalishin,  Deputy Director on international co-operation, Avangard Electromechanical Plant, Sarov

“Avangard” was the first Soviet enterprise for serial production of nuclear weapons.  The only civil product – camouflet nuclear cartridges used for oil and gas production, for burial of radioactive wastes and others, - are now prohibited. 

The plant has various production shops, in particular, a unique production of radioactive sources.  Actually all productions require investments for improving environmental parameters. 

Examples of civil products manufactures at our plant:

· security and signalling facilities (used in Kremlin, Saving Bank and others)

· portal monitors for control of radioactive materials (US certification)

· medical facilities: magnetotherapy device, “artificial kidney” device 

· electro-gas equipment 

· equipment for transport engineering industry 

· and others. 

A high technological level alone does not ensure an easy transfer of production to the civil field.  We cannot demonstrate any significant achievements in this area.  It is difficult for the enterprise that had worked over 50 years in the defence industry to compete successfully with the companies that were initially oriented towards the civil market and have a long-term experience of work there. 

We experience shortage of advertising, management and marketing skills.  People in charge of these issues are former technologists and designers who had no special training. 

A number of projects was implemented at our plant under US CCI. 

E.S. Dyakova, Deputy Head of investment department, RFNC VNIIEF, Sarov 

The infrastructure for development of business in Sarov comprises 6 organisations: among them are technoparks, a business incubator, foundations, educational institutions and the Innovation Technology Centre. 

For example, «VNIIEF-Conversia» has 15 productions, among which there is a jewellery company, a transnational transportations company – that is, not only of industrial profile. 

An information analytical system for project management is developed. 

According to our experience with US CCI and other sources, we suggest the following scheme: 

1) support for new businesses – 400 000 $

2) marketing support – 100 000 $

3) training in management  – 60 000 $

Start-up support for business is important for bringing the laboratory tested samples to a prototype and first sales, when the private capital could be already attracted. 

Our experience shows that the careful selection of projects provides for 30% of successes. It is a good result.  We expect the British party to share their experience of project examination. 

Successful experience of Sarov’s work in previous programmes is a good basis for success of the British programme. 

I.P. Chinenov, Deputy Mayor on economic development, Ozersk

It is my task as a Deputy Mayor on economic development to create the business  infrastructure and sustainable employment for workers released from defense enterprises, since I would not like to become a Deputy Mayor on economic stagnation or economic depression.  

The city of Ozersk was founded in 1945.  It is situated in 100 km from Chelyabinsk.  The city-forming enterprise is Mayak plant.  The population is 100 000 people.  The level of unemployment is 2.7%.  

The basic problems of Ozersk are the same as at other closed nuclear cities: change of the federal policy, reformation of tax regulation, resulting in decrease of tax allocations coming to the city budget, reduction of federal subsidies.  

According to the regulation on closed nuclear cities, the taxes collected in the city must be left in the city budget, but since 4 years it is not followed.  The city development has actually stopped. 

A great problem is the lack of managerial staff.  The second stage of privatisation of municipal property is approaching, and I see no people to whom I could hand it in, to be sure that everything would not be gradually destroyed. 

In Ozersk there are about 750 enterprises, among which there are less than 100 deal with production. 87% of production lays in chemical industry, about 5% - in food industry, others are even less. 

In Ozersk there are 4 banks.  A programme for mortgage lending is developed.  Bank deposits and purchase of exchange are increasing.  Investment potential has become stabilized at the level of 6-7 ths per month. 

Education: 5 higher educational institutions, a MEPhI (Moscow Engineering Physics Institute) branch among them. 

There is a system of subsidies for people with low level of life. 

In 1998, the economic development zone was established in Ozersk.  To attract the investments, tax reductions are offered.  Direct investments are supported.  The Fund for economic and social development is established.  At present, 20 investment projects are under implementation in the city. 

B.K. Vodolaga, Deputy Director, RFNC VNIITF, Snezhinsk 

Problems: 
reorientation of the released workers, 


lack of budget funding for scientific-technical programmes,



absence of commercialization of R&D developments.

Our Institute is able to develop a scientific idea up to the practical realization, since it has both research departments and 2 design bureaus. 

But further development from a pilot sample requires investments. 

Ready projects of VNIITF:

· TOTE batteries of various capacity 

· “T” line for works with tritium 

· line with wares containing radioactive materials (Material Science Centre is being created)

· eco-system by Karabash (processing of technogenic wastes)

· modelling of 3-D flows 

· methods for computer modelling of drugs 

· explosion synthesized materials 

· analysis of meteorite substance. 

Problems: absence of experts in commercialization area, low level of entrepreneurial culture.  Retraining of staff is required.

Then V.V. Klimenko, Deputy Mayor of Snezhinsk made his presentation.
6.12.02, Friday

Different aspects of UK-RF Closed Nuclear Cities Partnership. 

Chairman: Juan Matthews

Mark Allington, business manager, AEA Technology

The project working scheme:

Selection of cities, selection of local experts, selection of projects 

Means:  collection of statistical information, interviews, training courses.

In the selected cities: elaboration of development plans, training of the key players, start-up funding, assistance in establishing contacts with UK business. 

Types of projects: 

- NTBF, development of innovations in existing companies 

- Development of new services, 

- Development of business infrastructure, 

- Dissemination of knowledge. 

Selection criteria:

· clearness of purpose

· tangible benefit for the closed nuclear cities, creation of sustainable employment 

· assistance to non-proliferation of nuclear materials 

· assistance to expansion of UK-RF co-operation.

Project experts will help in making applications for project funding and recommend them to DTI. 

Juan Matthews, Promoter of UK-RF technology co-operation, UK DTI.

Dr. J. Matthews is not a member of the Partnership team. He represents another project of UK Government: 16 promoters in DTI, which search for technology exchange opportunities all over the world.  However, UK DTI considers the two projects to be correlated, which is the responsibility of Dr. Matthews in the Partnership.  

If you need an industrial partner in UK, please address Dr. Matthews.  UK is a major exporter of technologies and investments.  In the country, R&D works are distributed between the sectors as follows: 26% - pharmaceuticals, 22% - services, all the others have much smaller shares.  Meanwhile, the share of contracted R&D works abroad is increasing constantly.  The works relate mostly to IT sphere, biotechnologies, environmental technologies, new materials, laser and plasma technologies, optoelectronics. 

Examples of successful contacts with UK companies: an air purification system, developed in an academic institute for submarines, was sold to an environment protection company; M55 jet was sold as a platform for digital communication system. 

Requirements of British companies:

1. clear situation with IPR, 

2. quick replying, timely implementation 

3. do not promise what you cannot fulfil 

4. quality control (ISO 9001 certification is desirable) 

5. financial transparency

6. no illegal financial activity.

Clair Downing, business manager, AEA Technology

Jim Patterson, lecturer from Dundee business school

G.I. Shvidchenko,  Programme Director, Business training centre of FRIBA, Obninsk 

Round table: How to build up a successful working programme UK-RF Closed Nuclear Cities Partnership (CNCP)

V.I. Zhigalov, Sarov

As Mr. Shvidchenko mentioned before, the training in business planning and project management is most successful with conducted through case studies.  Our weakness is marketing, and not just marketing, but positioning of a product at the market.  This need is felt for a number of concrete projects. 

But the primary need is still for start-up capital (at the stage between designing and prototyping to first sales). 

We consider as very advisable the study tours of Russian managers in UK, to master the business English. 

The projects, ready for financing: 

· electro-gas equipment 

· IP telephony

· Participation in a number of UK exhibitions 

· Training; this activity can be started first, as it does not require Minatom permission. 

We suggest that Moscow office studies our projects as soon as possible, and we are ready to co-operate. 

V.N. Mescheryakov, First Deputy General Director, Siberian Chemical Complex, Seversk 

Siberian Chemical Complex has not worked with US CCI.  I leant much useful at this workshop.  We’ll be waiting for the next meeting.  

In October we had already a meeting, where we formulated the main areas of co-operation.  I believe that SCC could present a number of projects for collaboration.  We are waiting for next steps of Organising Committee.  

V.V. Klimenko, Deputy Mayor of Snezhinsk 

Great Britain is much closer to Russia than USA – at least we are both in Europe. European business differs from American one as well. 

The Russian business became stronger and it can now participate in investing the innovation process, which was not the case in the period of American Initiative.  We still lack managers for new projects.  All that has been done is the product of Moscow managers.  The primary task is training local managers.  The next step of municipal small enterprises’ privatisation is coming.  We need professional managers urgently. 

Whatever city would be selected as a pilot one, the CNCP activity will give us all a new push for development. 

S.V. Usoltsev, Director of International Development Centre, Zheleznogorsk 

The directions of CNCP activity and project selection criteria were clearly explained by Mr. Allington. I have no questions here. 

As for the training, not only the short-term trips to UK for a small number for high-class professionals are needed, but also wider and longer training (say, one-year courses) in Russia delivered by trainers-native speakers, familiar with business and management specificity. 

S.V. Podoynitsyn, Deputy Head of the Central Laboratory, Mining and Chemical Complex, Zheleznogorsk 

Training is all good, but it is not enough to achieve the Partnership’s goals.  One should search for other ways, including interaction with ISTC, to support the real projects under the guidance of a British Steering Company.  

At our Complex, we have 26 ready projects and no qualified managers. 

I.P. Chinenov, Deputy Mayor on development, Ozersk 

I’d like to thank the representatives of the Partnership and of UK Government, of Minatom and all those who organized this workshop.  

Ozersk would like to take part in the Programme, and we hope to be successful. 

V.P. Nasonov, Deputy Head of Department, Minatom 

It is necessary to improve the information support of the Programme.  To promote it in mass media, we need a more shaped information.  The representatives of the cities should provide more information about their cities and the progress of the Programme to the Moscow office, to DTI and to our Department.  We listened here to Sarov representatives: they have many promising projects, and we know nothing about them.  I suggest that we should have more co-ordination in our work, it will be mutually useful.

V.G. Sterekhov, Minatom, Department of international and external economic relations.

If I am allowed to make comparison with the clothing industry, the main objective of Minatom is not haute couture, but mass consumption. The problem in point is creation of dozens of thousands jobs. Training is surely necessary, but first of all we need to train the trainers, because the British teachers would never be able to serve all our needs. 

Sarov representatives were brilliant, their presentation was “a hit”, but their problems are not too typical. The cities that had worked with US CCI are on an advantage ground as compared to others. 

But our main task is a “mass campaign against illiteracy” and not training of highest class individuals. Here I agree with Mr. Usoltsev and Mr. Podoynitsyn: people need jobs, and we cannot focus at the training alone.  

Our practical experience with US CCI cost us dear, but now we can use it actively:

· Solve the problem of access to the closed nuclear cities 

· The Programme should be legalized officially – it needs an official “umbrella”, otherwise all the activity would be confined to a forum. 

· Certain activities could be started even before completion of legal arrangements. 

I think that the main objective should be assistance to Russian Federation in creation of jobs for weapon scientists.  The same idea was fixed in the communiqué of “Big 8”. 

It is necessary to define the executives (in US CCI Minatom was responsible for everything), to determine the mechanism of implementation, to legalize the projects under implementation as appendices to the official document, where there should also be determined 

· project selection criteria 

· forms for reporting 

· how to avoid no-purpose spending of money 

· monitoring

· solution of access problems.

The justification of access may be only a legal document. Nominated executives (monitors from ministries, representatives of companies signing contracts, etc.) get the official permission for access. Appendices to the legal document must contain the lists of people, the number of visits, etc. The phrase “closed cities” conceals a danger. There are Russian laws that regulate the access to closed cities, commercial and other activity in them, etc. All proposals of the British party sound most reasonable and promising, and for common cities it would be enough for success. But the work with closed cities requires to be built into the existing legislation. 

Before the Programme is legalized, one can work only at a neutral territory like Obninsk, without effecting closed cities themselves.  

M. Allington

I came to conclusion that the best way of spending the Programme’s money is provision of the start-up capital.  In this connection I’d like to ask: if all the investments to closed cities must be agreed at the prime minister level, are there any examples of successful co-operation? 

V.G. Sterekhov
Organisation of a joint venture with foreign capital in a closed city must be permitted by the Government.  Before this, one has to get agreements from a number of ministries and departments.  

Even if we don’t like some laws and are sure that they should be changed – while they are in force, we must follow them. 

M. Allington

How long does the agreement take? 

V.G. Sterekhov
The project on shock-absorbers, for example, has been under the process of agreement since half a year.  The process is approaching the end, but not yet completed.  In parallel, it is being agreed in the Ministry of justice, the Ministry of finances, the Ministry of economy and others. 

S.T. Leskin,  Director of CIPK, Obninsk 

While the formalities are being arranged, we should start some work.  Namely, to train representative of closed cities, so that they would be able to select the projects, present them, manage their implementation.  CIPK has the required training programmes.

V.G. Sterekhov
The closed cities should be pro-active.  Submit official letters to Minatom, expressing your wish to participate in the British programme.  Let the leaders start thinking about it. 

G.M. Golomysov, Minatom, Department of conversion. 

There is no doubt that we wish to take part in the Partnership.  

The presentations of the cities should be studied carefully, but it can already be seen that the workshop was extremely useful and the collaboration has a good prospective. 

The analytical work over the search of common grounds between the British companies’ requests and Russian offers can be started without delay.  

Training is necessary, but the point is who is to be trained – not researchers, but special management staff. 

Even before the start of R&D work, the marketing research should be conducted.  Sometimes up to 98% of projects submitted to our Department are below any critics. 

We’ll study all the materials presented at the workshop.  We’d like, however, that your action plans were in line with our internal programmes concerning closed nuclear cities.  

It is not pace-makers who are to be assisted, but those who lags behind. 

V.G. Sterekhov
How to accelerate and facilitate creation of jobs?  The representatives of the British party are welcome to assist us here: advise us, what we could produce for the British to buy?  We’ll create new jobs at the existing production areas.  

Probably the marketing information of that kind is not open, but wherever it is possible, it would be of utmost support for us. 

M. Allington

The primary problem is to assess the resources available in the closed nuclear cities.  That’s why we insist upon access there. 

V.G. Sterekhov
To assess the resources, one does not need access to the closed nuclear cities.  Meet representatives of Minatom, of the cities at a neutral territory.  Send official requests.  

D. Vincent

For a faster start, we are ready to familiarize with the projects offered by the Department of conversion.  It could become another direction of our activity. 

However, there are some projects in the closed nuclear cities that require urgent measures. 

We cannot create demand for your products in Great Britain.  But we can advise which products are in greatest demand there. 

We won’t like our activity to intensify the “brain drain”.  We want to upraise commercial projects for mutual profit, but not to enrich the British partners at the expenses of Russian closed nuclear cities. 

Our financial resources are much smaller than in American initiative.  Therefore, we should be smarter in spending them.  The project funding, distributed among many cities, will not produce perceptible results.  But there are things even more important than money: experience, contacts, training.  They constitute a significant part in our Programme. Financial expenditures for them are smaller, than for production, but they bring a great success. 

We shall be very economical in exploitation expenses of the Programme that is in paying the British experts and the project staff. Hopefully, our fast progress will help us to attract the funding from other sources. 

I’d like to thank all the participants of the workshop and the organising committee. I am amazed at the productivity and effectiveness of our meeting. There are lots of problems, but the will and experience make a good basis for our success.
So, let me draw up some conclusions:

1. Russian colleagues raised their awareness on the UK-RF Closed Nuclear Cities Partnership; 

2. We got an insight to the needs of the closed nuclear cities; it should be noted that the training was mentioned the most often. 

3. Ideas of various projects were proposed 

4. The experience gained from other programmes was summarized, so that we could avoid their mistakes.  We must study them more carefully and take into account.  

The workshop was undoubtedly very successful. 

The next steps of our work seem to be as follows:

1. collect the portfolio of projects 

2. select the projects 

3. training and coaching – these activities are cheaper and easier organized 

4. as for access to the closed nuclear cities, these visits are important and indispensable for technological audit, and this problem should be solved as soon as possible. 

V.G. Sterekhov
I agree with the above expressed estimation of the workshop. I wish success to the Partnership. Many thanks to the UK team. 
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