Centerra Gold response to CEE Bankwatch report “Between a rock and a hard place”

19 January 2010

Business & Human Rights Resource Centre invited Centerra Gold to comment on a report by CEE Bankwatch, “Between a rock and a hard place. How local communities pay the cost of EBRD-financed gold mining projects” [PDF], 27 Nov 2009.  Centerra Gold provided the following response to the Resource Centre: 

Thank you for giving Centerra Gold Inc. the opportunity to respond to the references to it in the report “Between a rock and a hard place” that you will feature on your website. 
Centerra Gold Inc. and its wholly owned subsidiary Kumtor Operating Company (KOC) would like to set the record straight regarding a number of issues and allegations raised in the CEE Bankwatch report “Between a rock and a hard place”, on EBRD-financed gold projects.  The information contained in the CEE Bankwatch report is quite dated and, in fact, in some cases completely out of date.  For instance, the Kyrgyz Republic now owns 33% of Centerra Gold Inc. not the 16% referenced in the article and photos used in the report are 5 years old.  The Kumtor mine operates using best practices in the mining industry and is in material compliance with federal Canadian, Saskatchewan and World Bank environmental, health and safety laws, regulations, policies and guidelines, including environmental and safety requirements arising from the legislation and other legal requirements applicable in the Kyrgyz Republic.
Social issues

In order to assess environmental and economical damage resulting from the 1998 cyanide accident, the Government of the Kyrgyz Republic set up a Special Government Commission by the Resolution #289 on May 22, 1998. The results of the work done by this Special Commission was acknowledge by the Government Resolution #629 dated September 29, 1998. An independent International Scientific Commission investigated the short- and long-term cyanide spill impact on the air, water, soil, vegetable crops and plant, quality of fish and milk in the incident area.  Cyanide spill consequences for the Issyk-Kul Lake were also investigated. The independent International Scientific Commission conclusions showed no long-term negative environmental impact in the accident area and on the Issyk-Kul Lake on the whole.  The commission released its report to the public in September 1998 and, among other things, concluded that no fatalities resulted from the spill and that, based on reported cases where humans may have been affected within the first 72 hours, up to 16 cases of cyanide exposure may have occurred.  However, the commission concluded that none of these exposure cases were confirmed, that no medical evidence had been supplied to support these cases as being cyanide-related, and that none of these potential cases was likely to involve long-term effects.  The Government of the Kyrgyz Republic and Kumtor Operating Company (KOC) signed a Settlement Agreement which represented full and final settlement of all issues related to the compensation and payment of damages arising from this accident. This Settlement Agreement determined total compensation in the amount of US$4.56 million, which was paid in full by KOC. The Settlement Agreement was found fair and just to the parties by International Arbitration and represented a final settlement of all claims or potential claims arising from the accident.
The statement made in the article about people not receiving any money (US$4.4 million) is incorrect.  
In 2006, the Government and KOC signed a Community Payment Agreement after the Government had issued a decree in September 2005 requesting, among other things, that certain government agencies enter into negotiations with KOC and ask that KOC provide new funds to compensate local residents.  The Government acknowledged in late 2005 its responsibility for any new compensation relating to the spill.  To assist the Government in fulfilling its responsibilities, on December 7, 2006, an agreement was signed among Kumtor Gold Company (KGC), the Government, Kyrgyzaltyn (a state-owned company) and Centerra under which KGC agreed to make interest-free advances of US$4.4 million to the Government. Under the terms of this agreement KOC transferred the above mentioned amount in full to the Issyk-Kul Social Development Fund. Compensation payments have been made in five installments to 4,921 families in five villages. In 2009 this loan was forgiven as part of the New Terms Agreement ratified by the Parliament of the Kyrgyz Republic on April 30, 2009.

For the period 1997-2009 KOC provided financial assistance to Issyk-kul Oblast in the amount 146.6 million soms. Payments to Issyk-Kul Social Development Fund 

totaled US$5.7 million (US$3.13 million - in 2009 under the New Terms Agreement).

With respect to the allegations of ongoing lack of information disclosure, this is inaccurate and false.  Centerra Gold Inc. publishes its financial results in accordance with the continuous disclosure requirements of the Toronto Stock Exchange and KOC publishes its financial results quarterly.  For the period 1994 to 2008, KOC paid US$312 million in taxes, mandatory payments and contributions to the Social Insurance Fund in the Kyrgyz Republic.
Kumtor Gold Project's payment structure within the Kyrgyz Republic
	$ millions
	2008
	1994 – 2008

	Taxes, mandatory payments and contributions to Social Insurance Fund
	51,434
	261,052

	Net national payroll
	34,837
	167,434

	Local purchases:


- supplies & services
	43,879
	254,597

	
- food purchases
	4,761
	28,146

	Infrastructure-related payments


- Kyrgyzenergo
	9,813
	75,273

	​
- road improvements (off-site) 

	0,980
	29,900

	​
- Tamga power line
	-
	41,612

	Proceeds from sale of Centerra shares
	-
	86,000

	Payments to Kyrgyzaltyn
	          0,696
	19,447

	Kara-Balta Refining Charges
	2,465
	26,330

	Licenses/Permits
	0,558
	1,463

	KR Environment Ministry
	0,144
	1,765

	Scholarships and Trainings 
	0,248
	2,141

	Sanatoria
	0,035
	0,257

	Charitable donations
	0,392
	6,471

	Sustainable Development Committee
	0,609
	1,353

	Cameco investment to develop agriculture
	-
	2,000

	Compensation for lost profit from land usage
	-
	0,185

	Total
	150,852
	1,005,429


The three-year sustainable development program mentioned in the article has been provided on a grant basis and the following projects have been implemented:

· Jety-Oguz microcrediting agency, which provides credits for rural businesses at interest rates that are the lowest in Kyrgyzstan. Its loan portfolio is 17.5 million soms. Credit recovery was 100% in the first three years.

· Zharak agri-engineering center, which provides services for district farmers on easy terms. Equipment purchased for the center includes 6 Belarus tractors, 3 Niva-Effect combines, 3 balers, 3 mowing-machines, 3 seeding-machines, a mobile welding plant, etc. A garage has been built in cooperation with the local community. The investment in the project has totaled 12.6 million soms.

· Ak-Terek fruit-processing plant for processing fruits and berries grown in the district. A primary fruit-processing line and aseptic canning line have been purchased for the plant. The plant premises have been overhauled. The Company has assigned funds in amount of 17.8 million soms.

Apart from the above projects, assistance was provided in the rehabilitation of and repairs to a number of key infrastructures, including medical centers, schools, libraries, clubs, etc. KOC continues to provide further support for local initiatives directed at capacity-building and establishing sustainable facilities capable of improving living standards in the communities.
The New Terms Agreement was approved by the Parliament of the Kyrgyz Republic on April 30, 2009 and signed by the President on May 2, 2009. The main terms of the agreement are:
· Simplified tax regime

· Expansion of the existing concession area

· Upfront payment of US$22.4 million
· Increased ownership of the Kyrgyz Republic in Centerra Gold Inc.
Under the terms of the new agreement 1% of the gross revenue would be paid to the Issyk-Kul Development Fund.  In 2009, payment to the Issyk-Kul Development Fund totaled US$3.13 million.

The Kyrgyz Republic joined the Extractive Industries Transparency Initiative (EITI) in 2004. Kumtor has disclosed all required information under EITI reporting requirements. In addition, KOC is publishes an Annual Environment Report which contains monitoring data, environmental and safety information, environmental studies, corporate relations etc. This Report is distributed to the regulators, government agencies, local authorities, libraries in the local communities and NGOs. Therefore, KOC considers its disclosure policy adequate.  
Environmental Issues

The influence of mine dust is negligible and is monitored both by KOC and regulatory authorities.  In the immediate region of the Kumtor pit studies have shown the major dust influence is natural dust carried from Mongolia and China which settles on the snow.

Glaciers are being affected regionally and globally by climate change. The glaciers in the immediate surround of Kumtor are not being affected any more adversely than other glaciers in Kyrgyzstan / Kazakhstan. Independent monitoring by specialists in this field is supported by KOC.
KOC supports ongoing monitoring of the Petrov Lake moraine dam by local and international experts. In our opinion assumptions made by the author are unfounded and based on a lack of factual information and expertise. The Tailing Management Facility due to its elevation and the intervening topography of the land is not at risk from a breach of the Petrov Lake dam.  KOC works with local and international experts as well as regulatory agencies on monitoring this natural phenomenon. The risk of rupture is monitored by the expertise and KOC is relating to mitigation proposals that are being prepared.

A revised design of the tailing dam has been implemented in 2005 for the shear key and buttress to secure the stability of the dam.  The design has been reviewed and approved for construction by regulatory authorities in the Kyrgyz Republic. Construction started in 2006. Permanent monitoring of the dam by local authorities confirmed the success of chosen design criteria.
In order to enhance the Barskoon gorge forests environment certain measures to control the air dust caused by passing transport on the Barskoon-Kumtor mine technological road were implemented by Kumtor:   

· Watering of the road in summer time;

· A shelterbelt is created as a biological filter to suppress dust and gas emissions caused by passing transport; 

· After reconstruction of the road bridges the reclamation of lands along the road by planting of specific for the given soil-climatic zone trees and shrubs. This allows protection of the forests’ biocenosis and farm lands and increases their effective use as a result of dust and other pollutant emissions containment.  
In total for creation of a shelterbelt during the period of 2000-2005, 16,774 of large-size sets of poplar, elm, willow, small apricot and sea-buckhorn were planted. For reclamation of disturbed lands in the area of demounted bridges along the Barskoon-Kumtor road 2,500 sets of sea-buckthorn, 500 – barberry and dog-rose, 1000 – small apricot, 200 – birch tree, 200- Tian-Shan fir were planted.

For environmental awareness purposes the local population was involved in the project of Barskoon forestry environmental monitoring and protection of shelterbelts. A program of farmers’ encouragement by providing them with free-of-charge large-size sets of poplar – 3000, small apricot – 200, birch – 200 so that they could create shelterbelts for their farms was implemented.   

Conclusion
Environmental authorities have been conducting regular scheduled and unscheduled environmental inspections of the Kumtor mine from the very beginning of mining operations. These inspections include careful examination of all the mine facilities including the open pit, mill, tailings dam, lower diversion ditch, upper diversion ditch, effluent treatment plant, natural moraine dam of the Lake Petrov, and water sampling of effluents and sewage to assess the effectiveness of operation of Kumtor mine. 
The environmental monitoring program, ongoing studies and results of the conducted audits continue to demonstrate that KOC has not adversely impacted the local environment and continues to be in compliance with national and international environmental legislation.
In November 2009, an EBRD mission conducted an audit of the environment, and social issues in regards to the Kumtor mine.  A summary of the report will be made available locally to the public in conformance with commitments made by the EBRD mission to the Kyrgyz NGO community.  The mission raised no major environmental and social  concerns and concluded amongst others, that KOC runs a comprehensive environmental monitoring program, that KOC human resources policy puts much focus on local recruitment with excellent results, that the compensation issues surrounding the 1998 cyanide spill appear to be resolved, with payments made to 4,921 families, and that KOC occupational health and safety performance is as good as or better than world averages in the mining industry.  The mission formulated recommendations in the following areas: solid waste management, waste rock management and community development funding and planning.
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