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Executive Summary

Executive Summary

Since the collapse of the communist regime, Kyrgyz Republic has been
facing economic decline and urgent need for modern technology and
know-how. The country had to identify such economic sectors that
were capable of earning foreign currency, providing profitable produc-
tion domestically and assisting in solving unemployment. According to
the recommendationsofthe World Bankand otherInternational Finan-
cial Institutions (IFIs), the mining was considered to have a great poten-
tial to boost economic development.

The World Bank prepared recommendations on restructuring the min-
ing sector, aiming to improve its efficiency, increase capital flows, im-
prove balance of payments, and increase local employment. Similarly,
the Kyrgyz Government assumed that gold deposits exploration would
generate hard currency for the country because of the high demand for
gold on the international market.

However, it seems that, neither the IFIs nor the Kyrgyz Government,
took into account all the risks associated with the mining industry. The
real sizes and limits of the de posits as well as ore quality very of ten dif fer
from the original expectations. There may be unanticipated costs in
waste management, transport and mine infrastructure. In addition, the
markets and commodity prices for mineral products are unstable, in-
cluding the gold price.

Moreover, mining industry is one of the most environmentally harmful
sectors as it reduces natural resources, produces massive quantities of
waste and consumes huge amounts of energy. Using heavy machinery,
ex-mining sites, tailings and toxic substances in the mining process, are
just some of the problems that country has to face in calculating the to-
tal cost of the mining operation.

In spite of all the risks associated with the mining industry, IFIs and
Kyrgyz Government decided to start with gold extraction in Kumtor
gold mine, one of the largest western-managed mine in former Soviet
Union. Although the lending organizations promised that the Kumtor
project would bring economic benefits to the country, the cyanide spill
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accident, which took place in May 1998, showed the weaknesses of the
environmental management system of the Kumtor Operating Com-
pany. More over, the Govern ment’s ownin ter ests in the com pany, as the
main shareholder, lead to vagueness in monitoring the company’s per-
formances.

The existing IFIs environmental policies have proved to be inefficient
in the ongoing monitoring of the lending projects. In Kyrgyz Republic,
the IFIs have failed to develop successful cooperation with the public
and constructive dialogue with NGOs.
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1 Introduction

“As long as continued growth in economic ontput implies continued growth in
material inputs to and waste outputs from the economy, there is little hope of limiting
theim pacts of hu man activ ity on the nat uralenviron ment” (Matthewsetal., 2000)

Cumulative environmental impacts and poor performance in reaching
sustainability goals create many uncertainties about the positive role of
the mining industryineconomicdevelopment. TheroleofInternational
Financial Institutions (IFIs) in promotion of the mining industry also
casts doubts on the effectiveness of their involvement from the sustain-
able development standpoint. Particularly, when they themselves give
rise to significant environmental problems, as most of their environ-
mental policies, procedures and guidelines are full of ambiguities and
contradictions.

After the collapse of the Soviet Union, the econ omy of Kyrgyz Re public
experienced a rapid decline. The state-run mining industry was neatly
shut down. And yet, the country abounded with natural resources. That
fact made it reasonable to believe that the mining sector could be con-
sidered as one of the ways to boost the economy. IFIs such as the World
Bank (WB) and the European Bank for Reconstruction and Develop-
ment (EBRD), committed themselves to rehabilitation of the mining
sector of the Kyrgyz Republic by supporting the privatization effort of
the government and providing guarantees to various multinational min-
ingcorporations. The re centen viron men tal problems caused by the Ca-
nadian Multinational Company operating in Kyrgyz Republic and
supported by the WB Group, Cameco, questioned the viability of min-
ing sector promotion, particularly from the environmental security per-
spective.

This paper evaluates the viability of mining industry promotion in
Kyrgyz Republic. The role of the World Bank Group will be discussed
as one of the key international actors in the country’s development. To
illustrate the mining industry environmental performance, the Kumtor
Operating Company’s operations will be described.
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2 Mining Sector in Kyrgyz Republic

2.1 Economic Aspects of the Mining Industry

The collapse of the So viet Unionleft Kyrgyz Re pub lic with lit tle foun da
tion for economic development. The backward technologies, inappro-
priate manage mentskills, cash flow problemsandlimited ac cess to world
markets, among other fac tors, hin dered the pro cess of the economic and
social stabilization of the country. As a result, the Gross Domestic Prod-
uct (GDP) of Kyrgyz Republic fell by ten percent in 1991, by 16.5 per-
cent in 1993 and by more than 20 percent in 1994. The industrial sector
suffered from a sharp decline in output, with an annual drop of roughly
25 per centin the pe riod of 1992-1994 (OECD 1998). While there was an
urgent need for modern technology and know-how, domestic invest-
ment remained extremely low (OECD 1998).

Takingintoac countthe existing economic conditions, the coun try (es pe
cially from the balance-of-payments view) was in need of identifying eco-
nomic sectors that were capable of earning foreign currency, providing
profitable production domestically and assistance in solving unemploy-
ment. According to the recommendations of various development agen-
cies, including the World Bank and EBRD, the mining and metallurgical
industry was considered to have great potential for promoting economic
development in Kyrgyz Republic. In fact, the geology of Kyrgyz Repub-
lic may support the proposition that the mining sector is the key industry
for the country’s economic development. There are over 400 deposits of
precious and semi-precious stones and 44 kinds of gem quality stones.

Although Kyrgyz Republic is rich in mineral resources such as mercury,
antimony, copper, and tin, these are not sufficiently competitive on the
world market. However, the country has several thousand gold deposits,
and their exploitation may generate hard currency for the country. The
demand for gold on the international market seems to make the Kyrgyz
mines very attractivetoforeigninvestors. Accordingly,governmentoffi-
cials have optimistically declared that the prioritization of the sector
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would result in Kyrgyzstan becoming the economic center of Central
Asia (Supplement of Mining Journal 1999). They have assumed that the
country would benefit from mining sector development as it used to in
the past. However, this assumption is questionable, as will be discussed
in subchapter 2.3.

Moreover, the Japan International Cooperation Agency (JICA) (1999)
stated that by promoting the mining industry, Kyrgyz Republic would
have the following benefits:

e Access to well-established international markets and industrial
outpost earns hard currency.

* The development of mining industry stimulates improvement in
other sectors of national economy.

* Mining promotion is a driving factor in development of local in-
dustries.

The JICA experts (1999) also stated that Kyrgyz gold mines would be at
tractive to international investors, particularly because gold mining
would require the least investment and produce the largest profit.

Nowadays, gold has already attracted considerable investment into the
mining sector. The bulk of Foreign Direct Investment (FDI) is concen-
trated in two big industrial projects, the Kumtor and Jeroy gold mining
operations that accounted for more than two thirds of FDI received by
the country in 1998 (about 66 percent) (OECD 1998). According to sta-
tistical data, in 1999 mining represented about 21 percent of the GDP,
out of which gold accounts for around seven percent (TEIU 2000). In
Appendix 1 readers can find a general description of the gold mines cur-
rently being considered as the “key players” in the new investment strat-
egy. The reason for this is the fact that these mines guarantee supetior
rates of return to foreign investors, despite the risks of operating in the
country. Kyrgyz Republic hopes to yield foreign currency to bal-
ance-of-payment support.
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Estimate
. . of Project | Payback
Project Project Com N Cost Period
Name Goals pany Name 0s erio
(USD (years)
million
Kumtor | Develop- | Joint Stock Com- | 452 10
Gold ment of pany “Kyrgyzaltyn
project mining & Canadian
industry Comeco
Corporation
Goldmin- | Develop- | Joint Stock Com- | 75,6 10
ing pro- | ment of pany
ject mining “Kyrgyzaltyn” -
“Jeroy” | industry “Norox” (the
partnership be-
tween Normandy
Mining of Austra-
lia and UK-based
Oxus Resources
Goldmin- | Develop- | Taldy-Bulak 45 7
ing pro- | ment of Mining Corpora-
ject mining in- | tion & Malaysian
“Taldy-B | dustry Mining
ulak Corporation
Levober
ejny”
Total 1,254

Data source: Kyrgyz Republic Development Gateway. (KDG) 2001. Invest-
ment Statistics. [on-line] URL: http://www.kyrgyzinvest.org/en/econ-
omy/invest_stats.htm [cited 30 October 2001]
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2.2. Mining Industry and the World Bank

According to the World Bank (1994), a country willing to attract private
investors in the mining sector needs to develop policies in four key areas.
First, establish sound mining and investment codes with clear rules and
guarantees regarding exploration and mining rights. Second, govern-
ments must assure companies that they will have the right to mine fol-
lowing successful exploration, and that they will be permitted to transfer
ot trade exploration or mining licenses subject to explicit criteria. Third,
governments need to enact fiscal regimes that are competitive with and
comparable to those in other miningcountries. Finally,governmen talin-
stitutions, which supervise and regulate the sector, should be capable of
performing their duties in a professional, fair, and transparent manner.

In 1994, the World Bank was one of the first international development
agencies that prepared recommendations on restructuring the mining
sector in Kyrgyz Republic. These recommendations laid the foundation
for the preparation of the Mining Sector Improvement Policy paper and
Action Plan that aimed to improve the efficiency of the mining sector
(see Appendix 2). The closure of unprofitable combines, restructure of
the mining sector and privatization of the industry were some of the ele-
ments of the new policy paper. As a result of its implementation the
country would increase capital inflows, improve balance of payments
and increase local employment. Hence, it would also enable foreign in-
vestors to exploit Kyrgyz Republic’snatural resources for their own ben-
efits.

The latest WB Mining Sector Report was unavailable at the time of writ
ing this paper. However, an attempt was undertaken to analyze whether
the policies, aiming to improve the economic situation had the desired
positive results and addressed the remaining problems.

There were some positive changes that reduced the financial burden on
the mining industry mainly due to the closure of unprofitable combines
as well as reduction of the administrative personnel involved in the sec-
tor (Annex 2). However, these incentives have only resulted in some ra-
tionalization of different branches of the industry, and have not
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promoted long-term economic stabilization of the sector as a whole.
Moreover, little was done to solve en viron men tal problems related to the
old tailing dumps and to improve overall environmental performance of
the industry.

There is still a huge problemwith the overallman age mentoftheindus try
due to the absence of a centralized management body that could develop
strategy and monitor the sector’s development. Mismanagement and
corruption are other factors hindering the industry’s development.
Though the lack of financial resources remains a central issue in the im-
provement of the sector, the misuse of existing funds and financial re-
sources are still a crucial feature of the mining sector.

Despite the fact that Kyrgyz Republic has some large gold deposits that
might capture the attention of private investors, the country has yet to
establish the proper environment to attract and keep investment within
the country. Moreover, Kyrgyz Republic should also be able to make a
balanced decision between economic development and environmental
protection. Until now the country has not had a specific policy for the
mining industry that would ad dress the ques tions of sus tainabledevelop-
ment, including those related to the environment.

2.3. Environmental Aspects of the Mining Sector

According to the National Report on Environment (MEPKR 1999), the
mining and metallurgy sectors are considered to be the main sources of
air and water pollution in Kyrgyz Republic, along with a small contribu-
tion from the agricultural, construction and transport sectors. This sec-
tor expects to meet the cost of on-going pollution control and site
rehabilitation after production activities are terminated. In 1995 the area
of land directly damaged by mining activities comprised 3 000 hectares
(MEPKR 1995). Tailing dumps are another big environmental concern
of the mining sec tor. They con tain about 100 mil lion m?3 of waste, includ-
ing two million m3 of radioactive waste (MEPKR 1995). According to
Torgoev et. al. (1999), occupying a territory of more than 195 thousand
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m?, the tailing dumps significantly affect the local environment not only
during its exploitation period, but even after they have been closed. Very
of ten, prob lems arise due to the dam age of the dikes and rub bing prisms,
water and wind erosion or insufficient leak-proofing and breakdowns of
the drainage systems.

It is known that, compared to other industries, a specific feature of the
mining industry is that it severely affects the local environment, causing
long-termin tensive technogenicim pacts by means of geologicalexplora
tion, mining and processing activities. According to Torgoev et al.
(1999), the following are the natural and technogenic processes and ex-
treme situations caused by the mining activities in Kyrgyz Republic:

* Generation and accumulation of a great amount of mining waste
(tailing ponds, slagheaps) located in areas prone to dangerous nat-
ural disasters, such as earthquakes, tectonic active zones and land-
slides. Moreover, they are maintained in poor condition and may
cause environmental accidents.

* Movement of earth, deformation and settlement of earth surface
due to underground mining and open pit mines.

* Accidents at the underground and open pit mining sites due to the
geodynamic processes on the local and regional levels.

* Cryogenic physico-geological processes at the mine sites situated
at high altitudes (thermosetting phenomenon and salt outcrop),
glacier destruction that, in it turn, may lead to glacier pulsation,
landslides and over-flooding of glacier lakes.

Unfortunately, most of the Kyrgyz mines during their lifecycle neglect
the particularities of the mountains’ ecosystems. The mines affect the
quality of atmosphere, hydrosphere, and biosphere. Such carelessness of
mining practices very often lead to unprecedented environmental and
social outcomes.

According to Aitmatov et al. (1997), the more complicated the geological
and mountain settingof the mining sites, the greater their impacts on the
environment. Due to ex haus tion of for mer min ingsites situated in much
more favorable locations, there is a world tendency towards moving
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mining sites to resource deposits which are located in more difficult geo-
graphical settings to operate in. These mines became more capital inten-
sive, because they need additional sophisticated approaches, such as
well-developedlo caland sup portivein frastruc ture. Init turn, suchac tivi-
tiesaiming toin crease the mine’sin frastruc ture and scale of its op era tion
can dramatically increase the negative impact on the environment. In
Kyrgyz Republic, such sites with extreme natural conditions include the
following mines: Kumtor, Solton-Sary and Djeruj (at an altitude of more
than 3 500 m above the sea level).

According to Torgoev (1999) it is doubtful that a new environmentally
sound technology will be developed in the near future, due to the slow
rate of scientific and technological progress. Therefore, it is hard to be-
lieve that the mining industry would perform in a more environmentally
friendly manner in the near future as a result of the application of
up-graded treatment facilities or improved waste utilization practices.
Kyrgyz Republic is already facing difficulties with the existing environ-
mental issues, inherited from its past mining activities. Keeping this as-
pect of the matter in mind, the question about the viability of mining
industry promotion should be asked by those forcing its development as
a key factor of economic stability. It is also debatable whether the coun-
try is ready to bear the future externality costs generated by the newly
opened mines.

24 Gonclusion

It is well known that mining is a risky business and it is far from being
sustainable. This particular industry is believed to be one of the most en-
vironmentally harmful sectors as it reduces raw natural resources, pro-
duces massive quantities of waste and consumes huge amounts of
energy. Utilizing heavy machinery, ex-mining sites, tailings and applying
toxic substances in the mining process are just a few of the problems
faced by the country in calculating the total cost of mining operation.
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The real sizes and limits of the deposits, as well as ore quality, can be dif-
ferent from the original expectations of the company and other inter-
ested parties, such as country government or lending institutions. There
may be unanticipatedcosts associated with waste management,transpot-
tation, and mine infrastructure. Moreover, the markets and commodity
prices for mineral products are unstable, including the price of gold. All
these factors may create some uncertainties in predicting the future prof-
itability of mines and bring about additional financial pressures on com-
panies and other main stakeholders involved in mine processing. Taking
into account that the mining industry is capital intensive, very often the
companies have to rely upon the investors, because they do not have the
internal capacity to generate the capital required for developing a mine.

And if the mine processing does not generate enough revenue to pay in-
vestors back, a company may become insolvent and the country’s gov-
ernment can find itself in deep debt that in turn will undermine the
country’s economic development. Very often, the government is the
only one bearing the costs associated with mine reclamation.

With that in mind, it should be questioned whether Kyrgyz Republic is
ready to pay such a price as environmental degradation and putting itself
into debt dependency. In a rush to exploit local resources to create eco-
nomic op por tuni ties, thereis a con cern that the to taland long-term costs
of mining operations are not being included into the calculations of fu-
ture economic benefits. What is more, it is feared that the government
and the local community would cover the hidden costs, such as clean up
of tailings and remediation for toxic materials that are frequently seen af-
ter the termination of the mining operation. Another crucial point is the
safety of the local community located in the same neighborhood as the
mine sites. In ad di tion, itislikely that the so cial safety nets and sev erance
packages may not be built into the overall cost benefit calculations. For
instance, the Kyrgyz government has already experienced the outcomes
of such “miscalculation.” It had to make special efforts to support local
people of such mining settlements as Mailu-Suu, Sumsar, Shekaftar,
Ak-Tuz, Min-Kush, Kan, Kok-Yangak, and Sulukta as a result of the
closing of the mines that once fed them (Torgoev et. al. 1999). It can be
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also asserted that the domination of the state-owned and state-run com-
pany “Kyrgyzaltin” in all mining related investments contributes to the
overall instability of the mining sector.

In some situations, even if the government included these costs into the
sale or lease of land and exploitation of mines, many companies might
find the investment less attractive when performing their profitability
analysis. This would cause a barrier to the entry of FDI into the country.
Unfortunately, a deeper investigation is difficult to perform, especially
when the coun tryis de pressed by ad verse eco nomic conditions and there
is a certain level of secrecy existing around the sector that makes difficult
to obtain useful documents. Access to such documents as the Govern-
ment Strategic Paper on mining industry promotion, the World Bank
Mining Sector 2001 Review would provide more comprehensible infor-
mation. And yet, based on the available information it is doubtful that
Kyrgyz Republic has incorporated all these costs into the investment
strategy.

Despite the possible disadvantages of the mining sector development,
there is only one argument in favor of the further promotion of the min-
ing sector, and that is its high economic profile. Very often the World
Bank and other publicly funded financial institutions are willing to sup-
port and promote the resource extraction industry as a form of develop-
ment. Accordingly, they declared that liberalization and the release of
market forces are missing parts of future industry development. These
notions are incorporated in the WB mining sector report as an instru-
ment of boosting the economic stability of the country. In 1980, the
World Bank developed so-called credit conditions or policy based lend-
ing as a part of their sectoral adjustment policy, aiming to boost eco-
nomic growth in various countries (Mosley et. al. 1991). High growth, as
the guarantee of the continuing creditworthiness of the borrowing coun-
tries, was considered by the WB Group as an ultimate goal in promoting
the mining industry, despite its negative implications.

However, some internationally recognized organizations, such as the
Mineral Policy Center, doubt the feasibility of the further development
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of the mining sector. For instance, the Center (1998) was concerned
about whether governments were subsidizing those “forms of economic
development that were not only non-sustainable from the environmental
and social perspectives, but were also dead-end economically” due to
oversupply and low metal prices. Furthermore, in light of the bargaining
context, it can be asserted that a country with weak bargaining strength
(economic crisis, problems with balance-of-payments) will most likely
accept conditional loans, even if they are unhappy with some of the con-
ditions. As Mosley et. al. (1991) states, conditions for policy reform tend
to be disproportionately loaded on countries that need bal-
ance-of-payment support money. These countries, however, might not
be the ones requiring policy reform.

Whilst we are on the subject, it would be worth mentioning the World
Bank’s own research findings on its development efforts. According to
this study, despite rapid economic growth, the distribution of the bene-
fits of that growth remained unsatisfactory (Mosley et. al. 1991). Addi-
tionally, the poverty of one billion people could be ascribed to economic
stagnation and very low productivity.

Hence, there is a reason to believe that Kyrgyz Republic may experience
similar problems because it receives WB rehabilitation loans for the min-
ing sector, accompanied by certain credit conditions. It is important that
the Kyrgyz governmentmakes deeperanal ysis and takesintoac count the
total costs associated with mining industry development to insure that
the cost side of their cost benefit analysis continues to give a green light
to foreign direct investment. In addition, any international development
organizations, including the WB Group, should be called by the coun-
try’s govern mentand Non-Governmental Or ga niza tions (NGOs) to un
dertake a thorough study to assure that their recommendations also
incorporate these costs.
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3 Overview of the Kumtor Operating
Company

3.1Project Description

In December 1992, on behalf of the Kyrgyz Government, Kyrgyzaltyn
State Concern and Canadian Cameco Corporation signed the Master
Agreement (PKR 1992) on joint development of the Kumtor deposit.
The Master Agreement is based on the Law on Concessions and For-
eign Concession Enterprises (1992) and the Law on Foreign Invest-
ments of the Kyrgyz Republic (1991) and will expire after ten years of
commercialproduction. The year by year projectdevelopment history is
shown in Table 2.

Table 2 Kumtor project development history

Years Development

1920s History of intermittent exploration in the Kumtor area
began

1978 Deposit discovered during a Kyrgyz geology geophysi-
cal expedition

1979-1988 Surface and underground exploration carried out

1989 USSR ministry of geology publishes results of detailed
exploration of the Kumtor gold deposit

1991 USSR dissolved

1991 Kyrgyz Republic declares independence

1992 Cameco geologists travel to the CIS in search of prom-

ising uranium deposits

1992 Initial agreements signed by Kyrgyz Republic and
Cameco giving Cameco exclusive right to assess the
Kumtor deposit
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1994 Final agreements and feasibility study approved and
construction began

1995 Initial financial package completed and approved

1996 Construction completed

1997 Commercial production achieved

1998 Operation achieved production milestone of one mil-

lion ounces

Data source: Cameco Corporation. 2001. Cameco Corporation: Gold
—kumtor. [On-line]

URL: http:/ /www.cameco.com/operations/gold /kumtor/history.php

The project is owned by the Government of the Kyrgyz Republic (two
thirds) via the state gold mining entity, State Concern Kyrgyzaltyn, and
by Cameco Gold Inc. (one third), which is a subsidiary of Cameco Cot-
poration (PKR 1992). According to the Master Agreement (PKR 1992)
the development of the deposit was commissioned with the affiliation
of the Kumtor Operating Company (KOC) registered in Kyrgyz Re-
public as a wholly owned subsidiary of Cameco. During 1993-1994, the
project Feasibility Study was prepared by Kilborn Western Inc.
(Saskatoon, Canada), according to which the estimated capital cost of
the project was in the amount of USD 360 million (Homeniuk 1997).

Homeniuk (1997), the president of the Cameco Corporation, in his pre-
sentation, stated that the construction of the mine and its supportive in-
frastructure was completed ahead of schedule, at a capital of USD 452
million (he left the company in 1998). This cost was 25 percent above
the feasibility calculation, mainly due to the additional costs associated
with legal requirements and the transportation of personnel and materi-
als.
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3.2 Location of the Project

The Kumtor Gold Project is located in the Tien-Shan Mountains of the
Kyrgyz Republic at an altitude of around 4 000 m, in a zone of perma-
frostandac tive gla ciers (IKOC 2000). The av erage an nual tem peratureis
about -5° C and the average annual precipitation is 323 mm. The main
access to the mining site is by the Barskaun — Karasai road, including a
new road along the Arabel River. (See Appendix 3.)

The project is considered not only one of the Kyrgyz Republic’s largest
mining operations, but also the largest western-managed mine in the
former Soviet Union (Supplement of Mining Journal 1999).

3.3 Participation of International Financial
Institutions

Financial Institutions provided about USD 355 million in the form of
equity and shareholder loans to develop the Kumtor mine (EBRD
1995). Gunther Vowinckel, director of the Natural Resources depart-
ment of the EBRD, said that: “Given the large size of the project rela-
tive to the size of the Kyrgyz economy, these loans will have a
significant impact on the government’s foreign currency revenue and
local employment. The project will demonstrate to the international
community the viability of mining projects in the Central Asian region,
and will help Kyrgyz Republic acquire the technology and management
skills to further develop its non-ferrous mining industry.” (EBRD
1995).

Table 3 Participation of International Financial I nstitutions

Name of institutions USD million

1 European Bank for Reconstruction and | 40 - loan
Development (EBRD)

2 International Finance Corporation 40 - loan

(Irc
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3 Multilateral Investment Guarantee 45 - for political risk
Agency (MIGA) insurance

4 The U.S. Overseas Private Investment | 192 (through Chase
Corporation (OPIC) Manhattan Bank) - for

political insurance

5 European Bank for Reconstruction and | 38 - to upgrade elec-
Development (EBRD) tricity infrastructure

6 Total 355

Data source: EBRD 1995

In turn, the Government of Kyrgyz Republic has granted the Kumtor
Operating Company a tax concession until the end of 2002. According
to the Mas ter Agree ment (1992), the KOC was freed of pay ing taxes ex-
cept for the value added tax, road, and roy alty taxes. The Kyrgyz Re pub-
lic also took a loan of USD 38 million from the EBRD for electricitynet
improvements which aimed to supply the mine site with electricity.

3.4 Project Contrihution to Economic and Social
Development of the Country

As far as the economic contribution of the project is concerned, it was
declared that the Kumtor project would bring Kyrgyz Republic high
revenues and social benefits. According to KOC (2000b) more than 1
500 people are directly employed by the company, whereas some 900
are residents of the Issyk-Kul region (the location of the mine). The
company makes several efforts to purchase goods and services in
Kyrgyz Republic to provide indirect benefits to the local economy.

Despite the fact that the project seems to be of benefit the local social
and economic development in the short run, it is still debatable whether
the country will receive long-term benefits. Indeed, at the end of 1999,
the to tal ex ter nal debt of the Kyrgyz Re public was es timated at USD 1,7
billion, while about USD 300 million was owed to commercial creditors
on account of the Kumtor gold project (EDIMF&WB 2001). The gold
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extracted by the mine is mainly going to pay this debt only after 2003
when, in fact, the production and exports will gradually decline. Fur-
thermore, the environmental risks and impacts consid ered belowwould
also undermine the economic benefits of the project.

3.9 Possihle Environmental Impacts of the Project

A comprehensive Environmental Impact Assessment (EIA) of the pro-
jected activities and an environmental audit of previous exploration
were required to meet EBRD procedures as the project was subsumed
to A/1 category under EBRD environmental screening categories. De-
spite the fact that the EIA of the project was carried out in order to de-
fine the least environmentally dangerous production scheme with
maximum profit, as well as to develop effective tools of decreasing neg-
ative environmental impacts, its accuracy can be queried. In addition, it
must be mentioned that unsatisfactory public consultation was carried
out during the EIA process.

As the Kumtor project consists of facilities with a high potential for
geo-ecological risks, such as quarty, slug-heap, tailing ponds, and efflu-
ent treatment facility, Torgoev and Aitmatov (1999) asserted that the
long-term potential environmental impacts as a result of geo-ecological
changes were not considered in the project-planning phase. Further-
more, they emphasized such significant geo-ecological risks as climate
change, tectonic conditions, and exhaustion of water and glaciers re-
sources that are currently taking place and can increase thenegative con-
sequences for the environment caused by the mining operation.

Despite the considerable depth of permafrost (up to 250 meters) and
the high altitude of the mine site (4 000 meters), the effects of global
warming might be considerable due to the strong solar radiation (more
than 25 kkal/sm? causing significant soil heating. According to
Torgoev and Aitmatov (1999) the overall impact of climate change can
be grouped in the following way:

* The climate warm ing pro cess can cause melting of the sub soil lay-
ing on the bottom of the tailing ponds not only after it would be
sealed, but also during its exploitation, because the tailing ponds
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accumulate great heat due to the constant input of pulp opera-
tion.

* Connate existence of both defrostation and frost zones, transfor-
mation of their configuration and the feature of thermo-physical
interaction may lead to temperature deformation inside the dam
and the tailing ponds.

* Frozen subsoil and tailings in permafrost regions may change its
physical, mechanical, and geo-technical properties during natural
melting process. These transformations can result in its swelling,
congelifraction, thermokarst, and soil flow.

In addition, dust pollution can be also considered as one of the negative
factors affecting the environment. The level of dust at the Kumtor min-
ing site gets up to 500 kg and con tains sus pended par ticles (SP) of 20 mi-
crons in size against the existing standards of the permissible

concentration of SP in theatmosphere, which is 0.5 mg/m® (Torgoev
and Aitmatov 1999).

Among other cryogenic phenomena, the collapse of the quarries’ walls
in the permafrost zone is one of the dangerous trends that might cause
massive destruction. Glacier pulsation in the Tien-Shan Mountains has
not caused any significant damage yet. However, taking into account
that the quarry and slagheaps of the Kumtor mine are located under the
glaciers,iceland slides can oc curany time and cause mas sive de struc tion.

Due to changes in the type of ore encountered after mining operations
began, Kumtor Operating Company found that even very low cyanide
concentrations interfered with the gold recovery process. To that end,
approvals were sought and received to allow the company to use fresh
water rather than recycled water, as in the feasibility study. A complete
wa ter bal ance was done to de ter mine the ef fect of fresh wa ter use on the
Kumtor River and Petrov Lake but this technology change increases the
environmental risks associated with the mine.
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3.9.1 Mine Decommissioning and Reclamation

Special at ten tion should be paid to the ques tion of mine de com mis sion
ing and reclamation. Mining is an inherently unsustainable activity be-
cause once mineral resources are excavated they are not reproduced.
And yet, if we apply the concept of sustainability to the mining sector it
is important to ensure that the mine return the land to its previous eco-
logical productivity and guarantee that the site is fully closed and
remediated. The key is to have a sustainable funding mechanism that
will provide opportunities for proper future environmental monitoring
and create post-mining options for communities. During the decom-
missioning and reclamation pro cess the govern mentand the fund ingin-
stitutions have to develop appropriate binding policies that will
encourage mining companies to follow their reclamation and closure
plans. Furthermore, they also have to create forms of securities, which
will guarantee that liabilities associated with the mining companies will
not fall on the public.

According to the Master Agreement (PKR 1992), reclamation and de-
commissioning of the Kumtor mine should be done in accordance with
the Land Code of Kyrgyz Republic (ZKRK 2001). When the mine is
closed, the open pit will fill with groundwater, surface runoff and ice
from the Lysyi Glacier. During decommissioning of surface facilities,
the pit will be used for disposal of demolition waste. The waste rock
dumps will not be rehabilitated be causeitis believed that there would be
no long-term acid rock drainage (KOC 2000a). A summary of decom-
missioning and re-vegetation plans is provided in Appendix 8.

Regarding the environmental monitoring activities, they will be carried
out in two phases. During the first phase (the first three years), monitor-
ing will be on a continuous basis until tailing discharge meets the de-
fined objectives. During the second phase (the next three years) waste
rock seepage, the site area runoff, and the seepage from the tailings ba-
sin will be monitored to ensure that site runoff quality is meeting the re-
quirements. According to KOC (2000a) the total reclamation cost (the
net cost of decommissioning and reclamation) is to be used as the basis
for calculating the total cost to be deposited in the Reserve, which is the
trust fund dedicated to the payment of the Total Reclamation Cost
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(TRC) of the Kumtor Mine. The TRC plan was estimated at USD 5,4
million in 1999 (KOC 2000a). Appendix 8.

Although the company was obligated to develop a plan for reclamation
and decommissioning of the mine site followingtheterminationofmin-
ing activities, there is no clear delineation of the roles and the responsi-
bilities of the various parties including the mining company, the
government, and the lendinginstitutions. In addition, it is difficult to de-
termine whether the fund of USD 5,4 million is an adequate sum of
money, how it was calculated and whether it will be available by the time
the mine closes, or who is going to be responsible for managing the Re-
serve Fund. Moreover, the issue of transparency becomes evident; par-
ticularly when IFC rejected disclosing the whole decommission and
reclamation plan for the Kumtor mine, as was requested by Kyrgyz
NGOs.
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4 The Cyanide Spill

4.1The Accident

Despite the fact that the company recognizes environmental manage-
ment and environmental protection as its highest priorities, a series of
accidents caused by the mine demonstrate the weakness of the existing
company’s environmental performance.

On May 20, 1998, at 12.15 p.m. at a point 78 kilometers from the mine
site and eight km from Barskaun village (population 7 000), a truck
rolled over on the road adjacent to a bridge over the Barskaun River.
The driver of the truck lost control on a curve, causing a container with
sodium cyanide packages to fall down into the river.

The container was damaged and seven of the cyanide packages inside
were punctured, mainly due to breaking as the container deformed. An
estimated 1 762-kg of sodium cyanide,and 935 kg cy anide were lostinto
the river. The truck driver suffered a broken arm and leg (MMSL 1998).

The scheme of the accident is shown in the Appendix 4.

The cyanide concentration in the water at the place of the accident was
1590, whereas the country permissible concentration (PC) of cyanide in
water is 0,035 mg/1. When the container was taken out of the rivet, the
concentration sharply decreased and reached the level of 10 PC, and by
May 21 it declined to the permissible level (OCEI 2000). According to
the report of the Kumtor Operating Company laboratory, the cyanide
concentration in Issyk-Kul Lake near the mouth of Barskaun River
reached 0.36 mg/1 that comprised 7.2 of PC (MMSL 1998). The analysis
of the soil samples taken from the bridge revealed that the concentra-
tion of cyanide in soil increased the PC more than 77 times the cyanide
level for North Kyrgyz Republic (0,06 mg/kg) and comprised 4,6
mg/kg (OCEI 2000).
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4.2 The Consequences for the Local Population

According to Moldogazieva (1999), from the period of May 16-20, 1998,
over eight thousand people appealed for medical help, but only 2 577 of
them were found poisoned. 850 people were hospitalized. By June 16,
four patients died and two were poisoned with hydra cyanic acid, others
died of acute complications of chronic diseases, caused by the cyanide.

In fact, the Ministry of Health of the Kyrgyz Republic (MHKR) also ad-
mit ted that the death of two peo ple was due to cyanide ex po sure, while 2
577 peo ple suf fered from the ac cident (OCEI2000). How ever, thein tee
national expert committee of the Mining and Mineral Sciences Labora-
tories, which prepared a special report on the impact of the cyanide spill
at Barskaun, has doubted the Ministry of Health findings (MMSL 1998).
They reported that the majority of these cases were misdiagnosed and
that a great number of them was not due to cyanide exposure (MMSL
1998). The MMSL experts used the routes of cyanide exposure, such as
air, water, soil, and food exposures as arguments to support their find-
ings.

Furthermore, the international expert committee stated that the cyanide

concentration (in air —7,3 mg/m? ; in soil —1,0 mg/kg below the Cana-
dian guideline, which is 29 mg/kg) in the villages Barskaun and Tamga
were found to be too low to support any cases of cyanide exposure
(MMSL 1998). As for the dead river fishes, which were found near the
accident site, the committee stated that the fishes died due to their high
biological sensitivity, which is 1000 times more sensitive than people

(MMSL. 1998).

According to the analysis of the medical data done by the same commit-
tee, the increase in the number of the people appealling for medical help
depended on the following factors (OCEI 2000):

* Lack of information about the cyanide effects on human health as
well as its clinical symp tomsamongthe medical specialists.In fact,
this situation resulted in overtaking the severity of people’s health
conditions.
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* There was inaccuracy in diagnosing peo ple,sometimespeoplebe-
lieved to be poisoned with cyanide whereas it was intensification
of the chronic diseases or acute pathology of organs.

* Often, mothers whose children suffered from cyanide exposure
were also registered and their medical records were opened.
While they did not have any clinical symptoms of cyanide expo-
sure, they automatically were considered as victims of the acci-
dent. This practicealso con tributedinto the number of the cases.

Theinternational committeealso ques tioned theac curacyof the of ficial
statistical data related to the cyanide exposures (MMSL 1998). They be-
lieved that “stress resulting from the spill and the host of different
pre-existing conditions” led to the most of the misdiagnoses. The possi-
bility of re ceiving com pen sation mayalso have caused aregis trationrate
increase (MMSL 1998).

Although the committee’s arguments appeared to be reasonable, they
failed to consider the impact of cyanide-related compounds on people’s
health. In fact, so dium hypochlorine, whichis poison ousitself, was used
to break down the cyanide and led to the formation of cyanate and
cyanogen chloride (OCEI 2000). According to a case study of the cya-
nide spill accident in Kyrgyz Republic, conducted by Doctor Robert
Moran (1998), cyanogen chloride is a cyanide-related compound that is
toxic to aquatic organisms and, as a heavy gas, it has spread out through
the vil lages and caused throatand eye irritation in mine workers. He also
came to the conclusion that “these compounds, together with the pres-
ence of gaseous ammonia” may affect the health of the local people.

Since the analytical techniques used to detect existing cyanide were ap-
plied only to the free cyanide form, it failed to report metal-cyanide
complexes, or toxic cyanide breakdown products (cyanates,
thiocyanates, cyanogen), or concentrations of ammonia and chloramine
(Moran 1998). Therefore, it can be concluded that these compounds
may also contribute into the negative impact on the health of the popu-
lation.
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4.3 The Spill Effects on the Environment

Cyanide spill impacts on the environment were less severe compared to
the im pacts on thelo cal pop ula tion. How ever, this can be true only in the
short-term. As the cyanide compounds were not examined, it is ques-
tionable that there weren’t any negative implications for the local envi-
ronment in a long run.

According to the report prepared by the Ministry of Environment, there
was no significant damage to the environment (OCEI 2000) (Table 4).
No free cyanide concentrations in the soil reached the level at which the
serious harm to the environment may occur (MMSL 1998). In a few
cases, low cyanide concentrations in the soil had an adverse impact on
earthworms and other soil invertebrates, as well as on the growth of rad-
ishes, lettuce and bush beans.

Fish are good biological markers of detecting cyanide contamination of
water. Thus, if the fish did not leave their habitation after exposure, then
there is no danger for other living forms in this impoundment. Of partic-
ular relevance to the Barskaun River, the fish died due to cyanide expo-
sure (1,5-mg/kg). Small fish, including trout, collected in Braskaun Bay
had 0,45 mg/kg cyanide (MMLS 1998). However, later on, there was no
evidence of fish death, evidence that the cyanide level in the river had
dramatically decreased and, therefore, the local inhabitants were out of
danger.

Table4 Area of contaminated lands

Type of contami-

nated land Total (in hectars)

1 Irrigation land 40
2 Individual Plot 1.8
3 Ditches net 120
4

Diverted channels 30

Data source: OCEI 2000.
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4.4 Company Response

Based on the company report concerning the cyanide spill, within min-
utes of notification, emergency response teams and environmental and
safety personnel, as well as doctors and nurses, left for the accident site
(KOC 1998a). To break down the cyanide, the use of sodium
hypochlorite was authorised. Later, contaminated soil samples were de-
livered to the company site.

Although the company had taken all measures defined in the Emer-
gency Re sponse Plan, they were charged with the delayinno ti fi ca tion of
the local authority about the accident. In fact, local people and local au-
thorities were informed about the spill only five hours later. People were

still using the contaminated water for about three hours after the acci-
dent took place (OCEI 2000).

In an article, “Kumtor washes off all traces,” published in daily newspa-
per Vechernij Bishkek, July 21 1998, Kuzmin reported that the com-
pany failed to notify the Ministry of Environmental Protection (MEP)
about its own application of sodium hypochlorite as a cyanide antidote.
As a result, the MEP authorized the use of sodium hypochlorite, which
led to the formation of other toxic chemicals, such as cyanogen chlorine
and cyanate.

As the company was liable for the environmental and health damage, it
was obliged to pay compensation in accordance with The Law on Envi-
ronmental Protection of the Kyrgyz Republic (1999), Chapter 10, Arti-
cle 54. The to tal dam age was es ti mated in the amount of USD 4 663 914,
out of which the company paid only USD 2 951 152 (see Appendix 5)
(TGKR 1998).

One aspect of the ac cidentis the con di tion of roads and bridges for safe
transport. According to the Kyrgyz parliamentary commission investi-
gating the spill, the management of the Kumtor Gold Mine has not re-
paired the bridges leading to the mining site, which were built 20 years
befor ethe accident and are not intended for cargoes exceeding 13 tons.
The com pany’s trucks reg u larly trans port 40 tons of car goes across such
bridges. (Radi Free Europe Newsline vol. 2, no. 139, part I, 23 July
1998). The reconstruction of the bridge at the location of the accident
happened after the spill.
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4.5 International Financial Institutions and the Cyanid
Spill Accident

It is well known that one of the mission areas of international lendmg in-
stitutions, such as the WB Group and EBRD, is to promote environ-
mentally sound and sustainable development. Such institutions also
require the borrower to carry out an EIA for future operations. Further-
more, according to their environmental assessment policy, the public
must have free access to any type of environmental information that “is
essential for the effective implementation and sustainability of the pro-
jects” (BIC 1999). Moreover, according to the Bank Information Center
(1999) these institutions also require that “the borrower provide relevant
information prior to consultations with affected people and NGOs.”

From the policy missions of the WB Group and EBRD and the way they
were operatmg in Kyrgyz Republic, it is evident that there is a big gap be-
tween the mis sion state mentanditsac tualim plemen tation. Accordingto
Natalia Ablova, director of the Bureau for Human Rights, NGOs were
critical of these International Financial Institutions for not releasing in-
formation on the emergency response plan for the Kumtor Operating
Company (KOC) upon request. She also said: “the lack of full transpar-
ency creates distrust among the local population. First, it was Cameco
and its daughter company, KOC, that loss their credibility in our eyes.
Today it’s the international agencies, such as EBRD and World Bank
Group’s IFC, funded by the western public, who have the power to
change things, yet continue hide behind bureaucracy” (Bergman 2000).
IFC refused to organize an independent environmental audit (Bergman
2000). KOC’s Emergency Response Plan was partially released and be-
came recently available for the public, only because of heavy pressure
from local NGOs, such as the Bureau for Human Rights, Tree of Life,
INTERBILIM, NGO Coalition and othets.

Despite the fact that there is an Independent Inspec tion Panel within the
World Bank, which aims to establish public accountability and openness,
and is empowered to receive and investigate requests for scrutiny from
peopleaffected by the WB projects,ithaslittleability toin fluence overall
policy of the WB. According to Shihata (2000), the Panel’s role in exami-
nation compliance with operational policies is downplayed, even if its
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role in dealing with actual or potential harm to local populations and as-
sessing remedial measures is emphasized. Moreover, he also stated that
the reason for such practices is the “perceived attitude of the Bank’s
Board,” not the choice of the Inspection Panel itself. On the whole, the
Board has authority to interrupt or to reconfirm any Resolution issued
by the Inspection Panel.

In the cases of IFC and MIGA, the Ombudsman Committee created to
investigate and respond to conflicts “relating to the staff implementa-
tion of the Banks’ operating rules and procedures and administrative
practices” is required to respect the confidentiality of sensitive business
information. Even though the committee would develop constructive

recommendations they would be non-binding and be made publicly
available (Shihata 2000).

4.6 Conclusion

Although the lending organizations promised that the Kumtor project
would promote economic development of the Kyrgyz Republic and
demonstrate to the international community the possibility of mining
operations in Central Asia, the cyanide spill accident which took place in
May 1998 showed the following:

* The weakness of the environmental management system of the
Kumtor Operating Company. Beyond the cyanide spill of May
1998, two other chemicals spills took place in July 1998 and Janu-
ary 2000. The 1998 spill released 70 liters of nitric acid. Mean-
while the same causes which led to the cyanide accident in 1998
caused the spill of 1,5 tonnes of am mo nium ni trate in 2000 (Berg:
man 2000). Despite the fact that the company recognizes envi-
ronmental management and has an Emergency Release Plan, its
environmental performance leaves much to be desired. In fact,
KOC has constantly experienced problems with chemical trans-
portation.

* The government’s own interests in the company (as the main
shareholder) lead to vagueness in monitoring the company’s per-
formances. Moreover, it tries to impede NGO activities geared

41



Mountains of Gold

42

toward campaigning to ensure the environmentally sound perfor-
mance of the company.

Despite the existing environmental policies within the IFIs, these
proved to be inefficient in the ongoing monitoring of lending pro-
jects. Thus, their stated favor of public participationattheverybe
ginning of project development (appraisal stage) and subsequent
cooperation in regulating the borrowers’ environmental perfor-
mance is in big contrast with the actual implementation of these
policies. In Kyrgyz Republic these IFIs have the ve neer of suc cess-
ful cooperation with the public rather than actually building con-
structive dialogue with local NGOs.
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9 Sustainability and the Mining Industry

The Kyrgyz government has made several commitments to sustainable
development that can be achieved by the improvement of economic,
social and environmental conditions. Nevertheless, it is difficult to as-
sert whether the government has any policy on sustainable mining in-
dustry development or ground rules for sustainable operations of the
sector. There are, however, general principles addressing mining
sustainability that can be used to evaluate the mining industry’s perfor-
mance in Kyrgyz Republic. These principles are articulated in scholatly
literature (Green 2001), industry publications (PWHC 2001), interna-
tional conventions (UNDSD 2000) and national laws (TLEP 1999).

Opverall, sustainable development “is development that meets the needs
of the current generation without compromising the ability of future
generations to meet their own needs” (WCED 1987). It seems challeng-
ing to apply this concept in re gard to the min ing in dus try, since the con
tinuing miningofnon-renewable re sources will re sultin de ple tion of the
resource and as a consequence future generations may not be able to
meet their needs. Furthermore, as Green (2001) pointed out, the future
economic activity of future generations would not be undermined by
the shortages in non-renewables, but rather future generations would
suffer from the burdenofthecumulativeenvironmentalimpacts caused
by extraction, processing, manufacturing, usage, and disposal.

Very often governments and industry refer to sustainable development
in a mining context as the following (Green 2001):

* All mining operanns (extracting, producmg, recycling, etc.)
should be done in the most efficient, competitive, and environ-
mentally responsible manner.

* Respecting the needs and values of all resources users, and con-
sidering those needs and values in government decision-making.

* Maintaining the quality of life and the environment for present
and future generations.

* Assuring the involvement and participation of stakeholders, indi-
viduals, and communities in decision-making.
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There is little incentive in these principles to reduce the current level of
extraction and consumption of minerals, producing a heavy burden on
the environment. Overall, such approaches to mining sustainability
show that governments and industry do not recognize that economies
must be restrained by the limits of the environment.

It is also necessary to draw a line between economic growth and devel-
opment because these two terms are usually used interchangeably. Eco-
nomic growth is mainly about a quantitative increase in the physical
aspect of the economy, while economic development implies a qualita-
tive improvement in structure, design and composition (Green 2001).
From the sustainable point of view continued eco nomic growthisunde-
sirable, because it leads to intensification of the depletion of natural re-
sources, creates pollution, and thus, should not be a target in promoting
any industries.

Although there may have been attempts by the Kyrgyz government to
plan a policy for long-term sustainability of the mining sector; it has be-
comeap parentthatanumberof fac tors were ei ther overlooked or dis re-
garded by the government, particularly environmental and social
sustainability. Therefore, it can be concluded that neither the present
performance of the mining industry in Kyrgyz Republic nor the basic
course of its promo tioncanbe consid ered as no tions toward sus tainable
development. This may have been a result of economic pressures, inex-
perience and poor plan ning by the Kyrgyz gov ern ment or over-reaching
by international parties to the industry.

Furthermore, it is worth restating that giving emphasis to economic
growth by investing in the private sector does not necessarily result in
sustainable development. Economic growth may bring profits for a
company, and it may create some jobs, but that is not sufficient for fos-
tering development and contributing to human “well-being/prospects”
for sustainability. Very often, many international agencies promote the
mining industry, only because it generates economic growth. They
hardly rec og nize the im por tance of reach ing sustainability within the in-

dustry.

On the whole, in endorsing the mining and metals industry, the Kyrgyz
government has to put emphasis on qualitative, rather than quantitative
improvement of the mining industry’s performance, by creating incen-
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tives and disincentives for responsible action. In addition, as
D’Esposito (2000) stated, the government must enact provisions for
mining on public or state-controlled lands and require full public disclo-
sure, remove subsidies for extraction, and mandate full reclamation and
full cost bonding for clean up of mine sites. As a result, the government
would be able to make the first step toward creating more or less sus-
tainable industry.

9.1 Sustainability and the Kumtor Mine

Information on company sustainability was not available at the time of
this writing. Nevertheless, the author tried to evaluate the Kumtor
mine’s performance based on the sustainability principles used in Can-
ada (Ap pen dix 6). The as sump tion was also made that the com panyisin
accordance with the following definition of the sustainable develop-
ment: “Sustainable development is to make good business decisions
which consider the social, environmental and economic factors ensut-
ing [the company’s] long term survival” (PWHC 2001).

In light of this definition, it seems that the Kumtor Operating Company
made good business decisions that promoted the long term
sustainability of the Cameco Corporation. In 2001, the gain of Cameco’s
share in the Kumtor mine was USD 8 million.

9.1.1Acceptable Legacy

According to Green (2001), a mine can be considered sustainable if it is
developed in such a way that the future generations would not bear the
cost associated with ecological restoration, ongoing treatment and de-
contamination of site discharges.

In 1999, Conor Pacific and SENES Consultants completed the decom-
missioning/reclamation plan for the Kumtor Mine (KOC 20002). The
plan was submitted to the agency lenders and had to serve as a guarantee
for the local community and the government that the mine would not
leave any undesirable and “harmful” legacy (Appendix 7). Indeed, the
Kumtor project includes such facilities as open-pit mining, milling, cya-
nide leaching, and tailing impoundment. In addition, there are supple-
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mentaryfacilities,suchassiteac cessroads,electricityinfrastructure, fuel
and chemical storage areas, a work camp, and water facilities. All of
these facilities can affect the well being of the future generation if the
company does not propetly decommission and close them.

In the best-case scenario of successful closure and decommissioning,
there will still be an ongoing risk for futuregenerations — the cost related
to the provision of continuing treatment of the mining site. This can be
true if the geologic/geographic particularities of the mine site, such as
permafrost zone, ice caves and climate change will be taken into ac-
count. Moreover, we must also admit our limited ability to predict how
the mountain ecosystem will react to such human intervention as min-
ing activities as well as how much disturbance this ecosystem can toler-
ate. Therefore, the cost of on-going monitoring of a past mining site can
be another risk factor.

9.1.2 Contribution to LocalEconomicDevelopment

The company’s local employment and purchasing practices are similar
to those used by its parent Canadian Com pany, Comeco. Kumtor Oper
ating Company directly employs more than 1 500 people and indirectly
employs hun dreds more through short-term con tracts and through jobs
in the goods and services industry. In 1999, the total country benefits of
the Kumtor mine amounted to USD 27 649 992 (KOC 2000b). Gen-
erally speaking, the KOC provided an opportunity for new businesses
to become established. For some local service-oriented businesses, the
companycreatedatemporarybusinessenvironment (withinthelifespan
of the mining project) with greater than usual demand and high in-
comes.

As Green (2001) asserted, new businesses in small communities usually
need between five to ten years to go through the initial conception
(dream and birth stages), to become economically sustainable. As min-
ing production is likely to last for twenty years or more, it is apparent
that local residents and entrepreneurs will have sufficient long-term se-
curity to make long-term investments resulting in diversification. High
mine wages and mine spending are also likely to increase local wage ex-
pectations that in it turn will lead to an increase in income disparity.
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In the case of the Kumtor mine, there is a danger that after the mine is
closed the lo cal com mu nity will be left with few op por tu ni ties for fu ture
economicdevelopment. Rather, they will face the high risk of future en-
vironmental distraction. In addition, as the investment was not made to
maintain the long-term flow of goods and services, the localcommunity
is highly dependent on the mine presence in the region, and there may
be a time when the local people would leave the region for the new
places where the new gold mines would be opened.
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Conclusions and Recommendations

It is reasonable to assert that countries or regions which are rich in min-
eral resources, would have an easier time developing their economies.
Green (2001) states that experience often suggests the reverse, some-
thing known as the resource curse thesis: “It widely believed that natural
mineral resources are desirable. However, it seems that this ‘natural as-
set’ can distort the economyto suchade gree thatthe bene fitac tuallybe-
comes a curse” (Auty 1993).

Despite the Kyrgyz Republic being in great need of FDI to reach eco-
nomic stability and to improve the living standards of the population,
there is concern whether the promotion of the mining industry is an ac-
ceptable tool. It should also be asked whether the extracted gold con-
tributes to human well-being as well as whether the mining operation
decreases its impacts on ecosystem.

According to Young (2000) current holdings of 57 000 tons would sat-
isty human needs for over 120 years, so no new gold would need to be
mined for 12-15 years. Having in mind that the World Bank and other
IFIs are promoting sustainable development that is not only social, but
also environmental development, it is unclear why these institutions are
still promoting gold mining as one of the cures for economic hardship.
Especially when, on the one hand, there is no additional need for gold
and, on the other, the mining activities distress the environment.

In the Kyrgyz context, an attempt to repair the macro economy by pro-
moting mining industry may affect local communities. The people of
Kyrgyz Republic may suffer from misconduct at the mining sites, new
tailings and open pits. The finalin sult will oc cur when the miningop era-
tion withdraws, leaving the communities which relied upon it for sur-
vival.

Following the case study, it is inevitable that the mining com panywilldo
harm to the environment. Although the Kumtor Operating Company
has developed an Environmental Management System, there is still
room for misconduct at different stages of its operations, that lead to
environmental impacts of varying degrees. Moreover, there is a likeli-
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hood that the mine will be a source of constant risk to the environment
even after its closure.

The followingrecommendationsweredeveloped based onthe findings:
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e Itis unlikely that the Kyrgyz Government will disregard the no-

tion of developing the mining industry. Therefore, the govern-
ment must ensure that it takes environmental matters seriously as
part of the country development strategy. There are existing
models (in Canada or in the US), which can be useful to look at as
possible exam ples; never theless the coun try has to stick toits own
priorities.

A deeper analysis of mining sustainability development should be
undertaken, including the calculation of the total costs associated
with the mining industry.

The government must pass provisions for mining on public or
state-controlled lands and cleatly state the principles of distribu-
tion of the expense burden upon the environment.

The govern mentmustclearly de fine the frame work and re spon st
bilities for mine decommissioning and reclamation.
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Appendix 1
World Bank Recommendations

| Mineral Sector Policies and Strategies
Problem Statement

The government should formulate a clear vision of its policies or devel-
opment strategy in respect to the sector. Key policy questions such as
the role of the State in production activities, level and manner of taxa-
tion, creation and roles of government oversight institutions, instru-
ments for conferring exploration and exploitation rights, among other
policy questions, need to be discussed and decided.

Prepare a clear statement by the government of policies and principles
in respect to the sector. The policy and principle statements will be used
subsequently to prepare the necessary legal texts.

Il Review and Revise Minerals Legislation
Problem Statement

The Law on Sub-Soil Resources as well as other legislation pertaining to
the mining sector does not reflect clear government policies nor is it in
line with international best practices. Deficiencies such as security of
tenure, clarity in issuance of mining titles, delineation of national and
provincial responsibilities, valuation of mineral deposits, among other
items, need to be clarified in this legislation.

Revise the Law on Sub-soil Resources, prepare implementing regula-
tions and a model investment agreement that are in line with interna-
tional best practices
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Il Privatization of Existing Operations
Problem Statement

In an attempt to further rationalize management of the existing mining
operations as well as to coordinate the development of new deposits,
the government is considering extending the mandate of Kyrgyzaltin to
create a formal holding company. This holding company would own
shares in the constituent mining enterprises. Experience in other coun-
tries has demonstrated that management and operation of different
commodity production units by centralized state owned companies of-
ten results in substantial losses to the central treasury through subsidies
and other preferential treatment.

Some production facilities appear to have a relatively good competitive
position in international markets. After appropriate study, this could be
restructured, separated from Kyrgyzaltin and run autonomously, ideally
through a well-designed and executed privatization program. Other
units that are characterized by poor market prospects and economies
should be given to closure and arrangements made for the labor and so-
cial consequences.

IV Public Administration of Mining Sector
Problem Statement

The governmentinsti tu tions pres entlyin charge of su per vising the min-
ing sector lack clear mandates and are unsure of how to administer the
sector. In particular, the role of the government as regulator and super-
visor of the sector instead of producer of minerals commodities is not
sufficiently clear.

A new focal point for mining should be created within the government
under which would exist distinct departments in charge of various as-
pects of sector management.
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V Environment
Problem Statement

The government is aware that it has inherited some severe toxic waste
disposal problems, particularly in respect of uranium tailings located in
seismically unstable areas, close to populated areas, or in localities with
tourist potential. In addition, adequate environmental standards and
legislation are lackingand the govern mentinstitu tionsin charge ofenvi-
ronmental control lack the capacity and equipment to protect the envi-
ronment
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Appendix 2
Analysis of Current Prohlems

I Review and Revise Minerals Legislation
WB Proposed Solutions in 1994

Revise the Law on Sub-soil Resources, prepare implementing regula-
tions and a model investment agreement that are in line with interna-
tional best practices.

Actual Implementation (1994-1999)

Information was not available.

The spheres of interference of state bodies for the control of licensing,
mineral resources use, and reserve approval are various and wide. The
priority of the state to be the first to purchase gold and other mineral
raw materials and requirement that the state should be notified of such
deals in advance restricts purchase and sale on the market.

Il Privatization of Existing Operations
Proposed Solutions

Some production facilities appear to have a relatively good competitive
position in international markets. After appropriate study, this could be
restructured, separated from Kyrgyzaltin and run autonomously, ideally
through a well-designed and executed privatization program. Other
units that are characterized by poor market prospects and economies
should be given to closure and arrangements made for the labor and so-
cial consequences.
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Within the Privatization and Enterprise Sectors Adjustment Credit of
the WB, 28 enterprises having great debts were reorganized and restruc-
tured.

The current situation with the plants is very difficult due to the follow-
ing factors: the markets are reduced, metal prices have dropped, deposit
grades are declining, power supply tariffs are increasing.
Over-production forms dead stock, and the current assets are not suffi-
cient to operate the activities efficiently. Most of the enterprises do not
have medium and long-term perspective plans.

Il Public Administration of Mining Sector
Proposed Solutions

A new focal point for mining should be created within the government
under which would exist distinct departments in charge of various as-
pects of sector management.

Actual Implementation

Some simplification of structure has been accomplished and the num-
ber of staff has been reduced. However, these were only cutbacks in
scales and sizes.

There is no official body in charge of the planning of mining policy pro-
jects, or for definingtheresponsibility forworkingoutand coordinating
with different organizations related to the sector. Openness of informa-
tion is not systematized, causing administrative disbelief and irrational-

ity.
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IV Environment
Proposed Solutions

Steps should be taken to clean-up the uranium tailings and toxic waste
dump sites; measures should be stepped up at existing facilities (anti-
mony, mercury, uranium) to ensure that these comply with environ-
mental safety and health standards. The government should pass
legislation; establish standards, and organize propetly equipped supervi-
sory agencies.

Actual Implementation

Nothing much has happened to improve the situation.

Due to budget scarcities, the real work on monitoring tailing dumps is
not performed.

Thelab o ratorymonitoring equip mentand sam plingde vices used by the
subdivisions of the Ministry of Environment are out-dated, deteriorated
and are not appropriate for monitoring and environment control.

Vlocal Investment in Mining
Proposed Solutions

The Law on Sub-Soil resources must be clarified as to mine title func-
tions, government monopoly control of gold extraction through
Kyrgyzaltin should be abolished, the Central Bank should pay world
market prices for all gold purchased, and government institutions
should content themselves to supervise, but not intervene directly in
operations. Funds could be mobilized locally supplemented by funding
from donor sources.
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In 1997 “Kyrgyzaltin” personnel was reduced by 30 percent. Despite
this cutback, its structure and the roles remained the same as when it
was created.

Current Problems
The problems have existed since 1994

Data source: Japan International Cooperation Agency (JICA). 1999. Master
plan on study on promotion of mining industry in Kyrgyz Republic.Final re-

port. Bishkek: MINDECO.
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Location of the Kumtor Gold Mine
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Appendix 4
Scheme of the Accident Site
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Assesment of the Cyanide Spill Damage to the Local
Population and the Environment

Total Paid by Amount
Title of damage the KOC Com-
.. outstand-
organizatin cost 1998 ing (USD ments
(USD) (USD) g
1 Medical In- | 607 032 484 499 122 533 Drug and
stitutions treatment
costs, food
expendit
ure for pa-
tients
2 Ministry of | 19 000 0 19 100
Emergency
Situation
and Civil
Defense
3 State Veteri- | 17 630 0 17 630
nary Depart-
ment
4 Ministry of | 94 207 0 94 207
Internal Af-
fairs
5 Ministry of | 58 740 0 58 740
National Se-
curity
6 Bishkek City | 16 519 16134 385
Municipality
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Ministry of
Transport
and Com-
munication

106 628

78 848

27780

Transport
expendit
ure on pop-
ulation on
evacuation

Ministry of
Environ-
mental Pro-
tection

1402 579

38 876

1363 703

Arable
lands -
USD 270
005; Helath
resorts and
sanatoti-
ums - USD
579 994;
fish stock
question
USD 513
703; envi-
ronmental
monitoring
- USD 38
877

Issyk-Kul
region,
Djety-Ogyzs
kij district

2176 040

2167 356

8 684

Health re-
sorts and
sanatoti-
ums - USD
981 942;
roads,
ditches and
bridges
mainte-
nance -
USD 712
447; private
reiumburse
ment -
USD 481
651
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10 | Experts cost | 165439 165 439 0
(environ-
mental
monitoring)
Total 4 663 914 2951152 1712 762

Data source: TGKR. 1998.
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Principles of Sustainability Assesment in Mining

Principles of
sustainability
assesment in mining

Comments

Meeting the needs of
the present generation
without compromising
the ability of future
generation to meet their
own needs

The mine can and will be developed in
such a way that there is low risk that future
generations will be burdened by the need
to undertake ecological restoration, or by
the need to provide ongoing treatment
and decontamination of site discharges.

Acceptablelegacy

The min eral will be ex tracted, re fined, and
processed in such a way that the producer
is responsible for mitigating,
compensating, or offsetting the mine’s
known social and environmental costs.
The mine cleatly be financially viable to
reduce the sk of  premature
abandonment, to ensure rehabilitation is
car ried out, to en able the owner to re dress
unanticipated impacts, and to avoid
externalizing environment and social
costs.

Full Cost

The mine provides local and regional
economic benefits that contribute to the
long-term  viability of the local and
regional economies and facilities a shift to
sustainable economic activities. In
particular assets and resources that
currently allow local populations to meet
basic needs or that could make an
important contribution to long-term local
economic activity are not degraded.
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Contribution to eco-
nomic development

The mine provides local and regional
economic benefits that contribute to the
long-term viability of the local and
regional econ o miesand facilities a shiftto
sustainable economic  activities. In
particular assets and resources that
currently allow local populations to meet
basic needs or that could make an
important contribution to long-term local
economic activity are not degraded.

Equity

Sustainable development requires equity
between and within generations. Those
who are to be most affected by a
development should have the right to a
significant portion of the benefit. Because
deposits that are mined will no longer be
available  to  future  generations,
compensatingmechanismsare required to
spread benefits across generations.

Permission of local
communities

Sustainable =~ development  requires
effective participation in decision-making
by local communities, and the
precautionary principle puts a duty of care
or onus of proof on those who propose
change. If permission is obtained, it
sug gests that those who will be af fected by
the project are satisfied with mitigation
and compensation measures.
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7 | Respect for ecological
limits, maintenance of
ecological limits, main-
tenance of ecological
integrity and landscape
requitements

The mine does not re sultinim pair ment of
ecosystem process, or result in significant
loss of ecosystem goods or ecosystem
services, either at local, regional or global
scales. In particular, the mine and
associated infrastructure should fit within
the landscape as determined in an
ecosystem-based management planning
approach so as to not impede the
protection and wviability of sensitive
ecosystem components, representative
habitats. The primary focus must be on
maintaining ecological integrity while
allowing only compatible human uses and
development.

Data source: Green 2001
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Appendix 7

Mine Facil-

it Area Decommissioning Plan Re-vegetatin
y
Open pit Allow to fill with ground wa- | Not planned
ter surface runoff and ice
Waste Rock | 230 ha | Leave as is Natural plant
Dumps succession
Low Grade 12 ha Process until depleted dis- Natural plant
and Ore pose of contaminated mate- | succession
stockpiles rial in open pit and / ot
spread cover of waste rock
Tailings 253 ha | Contour to slope to north Re-vegetate for
Basing and east by controlling tail- | erosion control
ings placement, cover with 2
m of till, construct drainage
ditches, treat effluent until it
meets water quality
reyuirements, construct spill-
way to Kumtor River, stabi-
lize water diversions
Tailings Dam | 32 ha Construct for long-term sta- | Re-vegetate for
exposed | bility, exposed areas to be erosion control
re-vegetated for stability,
protect from overtopping
with spillway
Tailings Pipe- | 20 ha Bury line in open pit and Re-vegetate for

line and Road

grade roadway to blend into
existing contours

erosion control
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Industrial In- Cover with tailings to grade | Re-vegetate for
Waste Dis- cluded | as tailings are deposited, then | erosion control
posal Area in Basin | place 2 m till cover
Area
Effluent 22 ha Remove equipment and Natural plant
Treatment Fa- buildings, cover sludge in seccession
cility treatment ponds with 2 m of
till, fill in seepage collection
ditch
Construction Has been covered with till Re-vegetate
Dump Site and contoured as part of pro- | first to test
gressive decommissioning large scale rec-
lamation plans
Borrow Areas | Not Grade for stability Natural plant
available succession
Surface 38 ha Salvage buildings where prac- | Natural plant
Facilities (lower) | tical, demolish remaining seccession.
2 ha building. Salvage equipment | Re-vegetate for
(upper) | where practical. Dispose of | erosion control

waste in open pit. Cover con-
crete foundations with till or
waste rock. Any areas of con-
tamination will also be dis-
posed of in open pit

as neccessary
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Surface Infra-
structure

30 ha
for
roads

Site roads not required for
monitoring will be left to de-
grade naturally although cul-
verts will be removed and
originaldrainage
re-established. On-site power
lines, pipelines, fences, etc.
will be removed and salvaged
or disposed into open pit.
Airstrip and helicopter pad
will be left in place. Fuel
tanks, liner cover material
and liners from fuel stored
sites to be disposed in open

pit.

Natural plant
seccession.
Re-vegetate for
erosion control
as necessary

Power Line

and Access
Road

Will be left in place, however
cost assumes power line will
be removed.

Natural plant
succession.
Re-vegetate for
erosion control
as necessary

Data Source: KOC 2000a
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The Total Decommissioning Costs

Appendix §

vage Value)

Item Cost (USD)
Capital Cost

Trainings Management Area and Effluent Treatment 7 922 000
Plant

Open Pit, Waste Rock and Stockpile Areas 168 000
Surface Facilities 3 686 000
Engineering Fees 1178 000
Estimating Allowance 1178 000
Total Capital Cost 14 132 000
Salvage Value 14 927 000
Net Capital Cost -795 000
Operating Cost

Interim Post-closure Water Treatment 1028 000
Care and Maintenance 992 000
Re-vegetation 3 650 000
Monitoring 300 000
Estimating Allowance 261 000
Total Operating Cost 62331 000
Total Capital and oOperating Cost (Net of Sal- 5 436 000
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Chronology of the Kumtor Gold Mine According to
Media Sources

7 July 1995 CANADIANS SIGN GOLD DEAL IN KYRGYZSTAN.
On 7 July, Can ada’s Cameco Corp. signed an agree ment to de velop the
Kumtor gold field in eastern Kyrgyzstan near the Chinese border, ac-
cording to Reuters. Cameco is working with a syndicate of seven
banks investing USD 360 mil lion to mine for gold in whatis es ti mated
as the eighth larg est gold field in the world. Cameco will own one-third
of the joint ven ture and the Kyrgyz com pany, Kyrgyzaltyn, two-thirds.
The joint venture, the Kumtor Gold Company, is scheduled to make
its first gold ex trac tionin 1997; be fore that, a million tons of gla cierice
must be removed from the area. The target figures for extraction are
12,4 tons in 1997 and 15,5 tons in later years. — Bruce Pannier,
OMR]I, Inc.

31 January 1996 CAMECO WILL INVEST USD 160 MILLION IN
KYRGYZSTAN THIS YEAR.
Canada’s Cameco plans to invest USD 160 million in the Kumtor gold
tield in 1996, Kumtor Operating Company President Len Homenyuk
told the Russian media on 30 January. In 1995 Cameco invested USD
215 million in the project, which is Kyrgyzstan’s largest. The projectis
expected to yield 15 metric tons of gold annually, worth about USD
200 million. Production is scheduled to begin in 1997. — Bruce
Pannier

6 March 1997 KYRGYZ PLANT TO REFINE KUMTOR GOLD.
Jalgap Kazakbayev, director of the Kara-Balta state mining company,
and Leonard Homenyuk, president of Kumtor Operating Company,
have signed an agreement whereby gold extracted at Kumtor will be
refined at the Kara-Balta complex, RFE/RL reported on 5 March.
KOC s a joint ven ture be tween the Kyrgyz governmentand the Cana-
dian com pany CAMECO. Some 12 tons of gold are ex pected to be re-
fined at Kara-Balta this year. There are believed to be 500 metric tons
of gold at the Kumtor site. Eatlier reports that gold would be refined
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abroad led to an outcry from opposition groups in Kyrgyzstan. —
Naryn Idinov

20 November 1997 KYRGYZ GOLD PROJECT AHEAD OF

SCHEDULE

Kyrgyzstan’s largest joint venture, the Kumtor gold mine, announced
on 17 November that it has exceeded its goal of producing 12,7 tons
of gold this yeat, according to RFE/RL cotrespondents. So far this
year, 13,2 tons of gold have been produced. Cameco corporation of
Canada and Kyrgyzaltyn, who are partners in the project, expect pro-
duction to reach 20 tons annually by the end of the century. The gold
mine began operations this year. BP

6 February 1998 KYRGYZSTAN THIRD IN GOLD PRODUCTION

Kyrgyzstan ranks third among the Commonwealth of Independent
States (CIS) in gold production,following Rus sia and Uzbekistan. But,
the politics associated with gold has led to a state of confusion over
this perceived blessing of national wealth.

16 April 1998 KYRGYZ OFFICIAL WANTS INDEPENDENT AUDIT

OF GOLD INDUSTRY

Mamat Aibalaev, the head of Kyrgyzstan’s parliamentary commission
on corruption in the gold industry, told RFE/RL cotrespondents in
Bishkek on 15 April that the government should ask a foreign com-
pany to conduct an audit of the industry. A four- member partliamen-
tary commission requestedinformation on the gold industryfrom the
Kumtor joint venture in February but has only just received it. The
Kumtor facility had far exceeded its budget in January, while Apas
Jumagulov’s sudden resignation as premier in March followed media
reportts alleging that Jumagulov was involved in illegal sales of Kyrgyz
gold through a company in Austria. BP

21 May 1998 CANADIAN FIRM SAYS CYANIDE SPILLED IN THE
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KYRGYASTAN RIVER

REUTERS: Canada’s Cameco Cozp., the world’s largest uranium pro-
ducer, said Thursday that a traffic accident near the company’s
Kumtor gold mine in Kyrgyzstan in Central Asia had resulted in a spill
of cyanide into a nearby river.

Cameco said in a press release that the accidentoccurredafter a truck
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containing 20 one-ton packages of granular sodium cyanide crashed
into the Barskon River en route to the Kumtor mine.

The truck and its cargo were removed from the river within six hours
of the accident, but not before one of the packages ruptured, spilling
some of its contents into the river. “The source of the spill has been
contained and monitoring of the river continues in order to assessthe
environmental impact of the incident,” Cameco said.

“At this time, the impact is believed to be negligible,” the company
added.

22 May 1998 IS ISSIK-KUL CONTAMINATED FOLLOWING
TRUCK ACCIDENT?
A truck carrying 20 tons of sodium cyanide drove into the Barskoon
River near the Issik-Kul lake, which is Kyrgyzstan’s biggest tourist at-
traction, RFE/RL cotrespondents and ITAR-TASS reported on 20
May. Reports vary as to the ex tentof the dam age to the en viron ment.
A spokes woman for President Askar Akayev said there were no “en vi-
ronmental consequences.” But “Komsomolskaya Pravda” on 22 May
reported that eight tons of so dium cy a nide spilled into the river. In de-
pendent ecological experts told RFE/RL correspondents in Bishkek
that the Kumtor gold mining operation, located in the mountainsnot
far from Issik-Kul, refused to allow them to the site. BP

25 May 1998 MEDIA REPORTS SUGGEST OTHERWISE
Both ITAR-TASS and RFE/RL correspondents report that dead fish
and cattle have been found near the scene of the accident. They also
say that residents of the area have been warned against drinking un-
boiled water or swimming in the river or lake. Minister of Ecology
Kulubek Bokonbayev told RFE/RL cotrespondents that since the 20
May accident, some 250 residents of the Issik-Kul region have sought
medicalhelp. Issik-Kulisamajor touristattrac tionin Cen tral Asia. BP

27 May 1998 MORE PEOPLE TAKEN ILL AFTER KYRGYZ
CHEMICAL SPILL
One week after a truck from the Kumtor gold miningcom pany spilled
sodium cyanide into the Barskoon River in eastern Kyrgyzstan, 475
people have become sick and sought medical treatment, Interfax re-
ported. Of those, 68 have been kept in the hospital. Officials from the
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Kyrgyz gov ern ment and the Kumtor com pany con tinue to say that the
effects from the spill will be negligible. BP

28 May 1998 KYRGYZ PREMIER COMMENTS ON ISSIK-KUL
DISASTER
Kubanychbek Jumaliev held a press conference in Bishkek on 28 May
to report on the consequences to date of the sodium cyanide spill into
the Barskoon River, RFE/RL cortespondents reported. Jumaliev said
more than 1 000 residents of the southern Issik-Kul area have sought
medical treatment and at least 93 have been kept in the hospital. Two
people have died, while eight are in a serious condition and have been
moved by helicopter to better facilities in Bishkek, he noted. The pre-
vious day, Deputy Premier Boris Silayev said the Kumtor Mining
Company was irre sponsibleinitshandlingofthe situation, pointing to
the company’s failure to inform the Kyrgyz government or local resi-
dents for several hours after the spill. A team of experts from the
World Health Organization is due to inspect the scene of the incident
on 28 May. BP

1June 1998 KUMTOR HEADS VISIT TO DISASTER SITE

The heads of the Kumtor gold mining project on 29 May visited resi-
dents of the area in which one of the com pany’s trucks over turned and
spilled neatly two tons of cyanide into the water supply, RFE/RL cor-
re spon dents re ported. Dastan Sarygulov and Gerhardt Glattis said the
company will pay for all medical costs of the more than 1 000 people
affected by the spill and will install a water system to villages on the
south shore of Lake Issyk-Kul. The residents have demanded that
there be no further shipments of sodium cyanide along the lake’s
southern road. ITAR-TASS reported on 29 May that on the lake’s
northern shore, where tourist facilities are located, more than half the
reservations for the summersea son have been cancelled following re-
ports of cyanide in Issyk-Kul. BP

3 June 1998 WOMAN DIES FROM CYANIDE POISONING IN
KYRGYZSTAN...
A woman on 3 June died in a hospital in the eastern town of Karakol
from cyanide poisoning, RFE/RLcor re spondentste ported. Sheis the
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first person to die as a result of the spill last month of 1,7 tons of so-
dium cyanide into the Barskoon River, which flows into the southern
part of Lake Issyk-Kul.

Michel Bernard, president of CAMECO Corp., told a press confer-
ence in the Kyrgyz capital Bishkek that reporting of the incident was
exaggerated. He said that what he called “well-respected experts” had
concluded that the spill will not present environmental hazards to the
residents of the area or to the lake.

5 June 1998 EVACUATION OF BARSKOON BEGINS

Kyrgyz Dep uty Prime Min is ter Boris Silayev on 4 June an nounced that
3 500 residents of the Barskoon area on the southern shore of Lake
Issyk-Kul will be evacuated to the northern shore, RFE/RL cotte-
spondents reported. Residents of the southern shore are demanding
the Kumtor gold mining operation, which is responsible for the spill,
be shut down. Concerns have also been raised about the storage of 2
000 tons of sodium cyanide in the town of Balykchy, on the western
shore of Issyk-Kul. Despite mounting evidence of a major environ-
mental disaster, government officials continue to say it is safe to swim
in the lake. BP

9 June 1998 ANOTHER DEATH LINKED TO ISSYK-KUL SPILL?
Doctors say that, according to preliminary finding, the death of a
71-year-old man from the Issyk-Kul area on 6 June was from sodium
cyanidepoisoning following the spill last month, RFE/RL correspon-
dents reported. An autopsy is currently being performed in Bishkek.
Meanwhile, Interfax reported on 9 June that 40 people assisting in the
clean up of the area have been taken ill and brought back to the capital,
for treatment. Meanwhile, the department head of the Kumtor gold
mining venture, which is being held responsible for the spill, told
RFE/RL cottespondents on 8 June that Kumtor president Gerhardt
Glattis has resigned and will be replaced by one of his predecessors,
Len Homeniuk. BP

10 June 1998 EVACUATION OF BARSKOON AREA COMPLETED
Kyrgyz Minister of Health Care Naken Kasiev told a press conference
in Bishkek on 9 June that the evac u a tion of the Barskoon area has been
completed, RFE/RL cortrespondents reported. Kasiev said the au-
thorities have temporarily relocated 4 800 people to the northern
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shore of the lake and that 5 349 people from the affected area have
sought medical help. BP

11 June 1998 KYRGYZ PRESIDENT SAYS NO MORE DANGER

FROM TOXIC SPILL...

Askar Akayev said on 10 June there are no longer any dangers posed
by spill of sodium cy a nide near Lake Issyk-Kul, Interfax and RFE/RL
correspondents reported. According to Akayev, who was speaking in
Astana, Kazakhstan, “the lake is alive and well and is looking forward
to tourists.”” Headded thatIssyk-Kulis “ab so lutely not con taminated”
as the chemical “dissolves into harmless components” when mixed
with water. The same day, of fi cials from the Kumtor gold min ing pro-
ject told a news con fer ence in Bishkek that ex perts from Canada’s De-
partment of Foreign Affairs and the World Health Organization have
reached the same conclusion. BP

...BUT LIABILITY FOR DAMAGES NOW AT ISSUE

At same the news conference, the new president of Kumtor, Len
Homeniuk, and the head of Kyrgyzstan’s state gold company, Dastan
Sarygulov, admitted that the spill of sodium cyanidee was Kumtot’s
fault and that the com panywas negligentinin formingthe population
of the area as to the possible danger, RFE/RL correspondents re-
ported. How ever, opin ions dif fer over who should pay for the cleanup
and compensate residents of the area. Kyrgyz officials, including
Akayev, say the Canadian company that is a partner in the joint ven-
ture, CAMECO Corp., will pay all compensation. CAMECO officials,
however, say that since the company has only a one-third share in the
project, it will pay only one-third of the costs. BP

16 July 1998 SITUATION SOUTH OF ISSIK-KUL MAY BE WORSE
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THAN EARLIER REPORTED

While the ef fects of the 20 May so dium cy a nide spill into the Barskoon
River are reported to have been dealt with, new questions are arising
about the clean-up pro cess, RFE/RL’s Kyrgyz Ser vice re ported on 15
July. Two weeks after the spill, chloride was first used in the cleanup.
Though chloride is typically used in such situations, it must be applied
immediately. Reports from hospitals in the area say some local resi-
dents have developed a rash, possibly related to the chloride. More-
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over, independent experts from the U.S. were unable to reach the
Kumtor gold mine, which is held responsible for the spill, to inspect
conditions there. The experts were informed that the plane assigned

them by the government was unable to fly owing to technical reasons.
BP

21 July 1998 INTERVIEW ON BARSKOON ACCIDENT.

The Vecherni Bishkek daily car ries anin ter view with Viktor Grinenko,
Deputy Minister of Health Care and Chief Sanitary Inspector of
Kyrgyzstan, in its today’s edition. Grinenko says the rescuers of the
Kumtor Operating Company (KOC), worked the soil and the water
on the accident site by calcium hypo chlorite in extended volume on
21 May, one day after the accident. So, people and the soil has been
poisoned with cal cium hypochlorite now. Ac cord ing to Grinenko, the
KOC did not co-ordinate its action with the Health Ministry.

22 July 1998 DRIVER IN KYRGYZ CYANIDE SPILL CHARGED
The driver of the truck that spilled sodium cyanide into the Barskoon
River on 20 May has been charged with violatingrules fortrans porting
chemicals, Interfax reported on 22 July. He faces a maximum of ten
years in prison if found guilty. All other drivers who transported that
chemical the same day as the accident have been fired. The Kyrgyz
patliamentary commission investigating the spill re ports that the man-
agement of the Kumtor Gold Mining project has not repaired bridges
lead ing to the min ing site, which were built 20 years ago and are notin-
tended for cargoes exceeding 13 tons. The company’s trucks regularly
transport 40-ton cargoes across such bridges. BP

23 July 1998 ANOTHER CHEMICAL SPILL IN KYRGYZSTAN
A tanker truck belonging to the Kumtor Mining Company spilled
some 70 litres of nitric acid along the road from Tokmak (outside
Bishkek) to Issyk Kul, on 22 July, ITAR-TASS reported. A statement
from Kyrgyzstan’s Ministry of Emergencies claims there is no envi-
ronmental dam age. A truck belonging to the same com pany spilled 1,7
tons of sodium cyanide in late May. BP

6 August 1998 FOREIGN EXPERTS DENIED ACCESS TO
INFORMATION ON KYRGYZ CHEMICAL SPILL
Two foreign toxicologists in vited by the man age ment of Kyrgyzstan’s
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Kumtor Mining com pany to ex amine find ings on the con se quences of
the 20 May chemical spill have been denied accessto thatinformation,

RFE/RL cotrespondents reported on 5 August. The Kyrgyz Health

Care Ministry said that the U.S.’s Allen Holl and Russia’s Yurii

Ostapenko do not have authorization from the World Health Organi-

zation toin ves ti gate the ef fects of the in cident, in which 1.7 tons of so-

dium cyanide spilled into the Barskoon River. Kyrgyz Dep uty Min s ter
of Health Care Viktor Grinenko said that without such authorization,

the two toxicologists are not allowed to talk with people who were
hospitalised following the spill. Grinenko added that the information

gathered on the accident is now in the hands of the National Security
Ministry, which has begun its own investigation. BP

7 October 1998 KYRGYZ GOVERNMENT RELEASES INITIAL

ESTIMATE OF ISSYK KUL DAMAGE

Deputy Prime Minister Botis Silayev has said that according to a pre-
liminary estimate, the damage caused by the sodium cyanide spill ear-
lier this year in the southern area of Issyk Kul totals 91 million som
(about USD four million), Interfax reported on 7 October. Silayev,
who heads the government commission investigating the damage to
the area, said the estimate does not include agricultural losses. An
RFE/RL journalist who visited the village most affected by the spill,
Barskoon, found that while a med i cal cen tre has been set up there, res-
idents have not receivedcompensation for their losses and humanitar-
ian aid to the village amounted to one notebook, one pen, and five
pieces of candy per inhabitant. BP

16 December 1998 ANOTHER CYANIDE INCIDENT IN
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KYRGYZSTAN...

The Kyrgyz authorities have ended their search for a canister contain-
ing 70 litres of cyanide, after finding the missing container outside a
hospital in the city of Naryn, RFE/RL correspondents reported. The
canister, which belonged to a company working on the Makmal gold
mine in Naryn Oblast, was part of a shipment of 56 tons of cyanide
from China. The contents of the container had been spilled onto the
hospital courtyard.

WHILE DIAGNOSIS CENTER TO OPEN AT SITE OF
EARLIER CYANIDE SPILL
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The Kumtor Gold Mining Company an nounced in Bishkek on 15 De-
cember that it will open a diagnosis and monitoring centre in the vil-
lage of Barskoon, on the southern shore of Issik Kul, RFE/RL
correspondentsinre ported. The com pany will payall con struc tion ex-
penses and finance the centre for the first year. BP

15 January 1999 KYRGYZSTAN INTENSIFIES CONTROL OVER
DANGEROUS CHEMICALS
The Ministry for Emergency Situations is to assume control over the
transportation of poisonous chemicals on the territory of Kyrgyzstan,
RFE/RL’s Bishkek butreau reported on 14 January, quoting Deputy
Minister Tilekbay Kyshtobaev. The Interior Ministry had previously
been responsible for that task. Kyshtobaev said that an average of 16
tons of poison ous chemicals are im ported daily from China. Four peo-
ple died and some 5,000 were hospitalised last summer af ter the Cana-
dian Kumtor Operating Company spilled 2 tons of natrium cyanide
near Barskoon village in the region of Issyk-Kul. LF

20 January 1999 SETTLEMENT REACHED IN KYRGYZ CYANIDE
SPILL
The Canadian company Cameco has agreed to pay USD 4,6 million to
the government of Kyrgyzstan for damages incurred as a result of the
spill of 20 tons of so dium cyanideinto a trib u tary of Lake Issyk-Kulin
May, 1998, AP reported. Sev eral sub se quent deaths in the area were at-

tributed to environmental pollution resulting from the spillage (see
“RFE/RL Newsline,” 15 June 1998). LF

12 March 1999 ... WHILE GOLD PRODUCTION DWINDLING

Kyrgyzstan’s biggest gold company, Kyrgyzaltyn, said gold produc-
tion dropped in the first two months of 1999, Interfax reported on 11
March. The company noted an 8,3 percent drop, compared with the
same period last year. The major reason is a decrease in production at
the country’s largest mining project, Kumtor. The Kumtor Gold
Company, in which Canada’s Cameco Corp. is a partner, reported a
9,4 percent decline in production in January-February. Kumtor pro-
duced 19,2 tons of gold in 1998, up 25 percent on the previous year.
Kyrgyzaltyn reported it produced 21,311 tons of gold last year. BP

91



Mountains of Gold

30 March 1999 DEATH TOLL IN KYRGYZ CHEMICAL SPILL

HIGHER THAN REPORTED?

Parliamentary deputy Jypar Jeksheev, who is chairman of the Demo-
cratic Movement of Kyrgyzstan, said in Bishkek on 26 March that
some 80 people have died as a direct consequence of the spill of so-
dium cyanide into the Barskoon River in May 1998, RFE/RL’s
Bishkek bu reau re ported. Jeksheev added that nei ther the Kyrgyzaltyn
state gold company nor the Canadian Kumtor Operating Company,
one of whose lorries caused the accident, has kept its promises to pay
compensation for all damage resulting from the spill. LF

14 May 1999 KYRGYZ PROTEST EMBEZZLEMENT OF

21
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DISASTER RELIEF FUNDS

Residents of Kyrgyzstan’s Issyk-Kul region blocked roads leading to
the Kumtor gold mine from 4-8 May and destroyed two trucks be-
longing to the Kumtor Operating Company that is exploiting the de-
posit, RFE/RL’s Bishkek bureau reported on 13 May. The picketers
were protesting the disappearance of some 780 000 soms (USD 22
000) allocated by the Kumtor Operating Company as compensation
for victims of the spill of toxic chemicals into the Barskoon River in
May 1998. That accident was caused by a truck owned by the com-
pany. Five police and two picketers were hospitalised in clashes when
police tried to disperse the picketers, 34 of whom were detained.
Other demonstrators then took three local officials hostage and re-
leased them only during the night of 9-10 May after their fellow pro-
testors had been freed. Criminal proceedings have been brought

against one of the local officials accused of embezzling the relief
funds. LF

May 1999 KYRGYZSTAN COMMEMORATES 1998
ECOLOGICAL DISASTER
Some 1 000 residents of the village of Barskoon held a meeting on 20
May to mark the first anniversary of the accident in which a lorry be-
longing to the Canadian-owned Kumtor Operating Company spilled
toxic chemicals into the Barskoon river, which flows into Lake
Issyk-Kul, RFE/RL’s Bishkek butreau reported. No local ot national
officials attended the ceremony. But at a session of the Karakol re-
gional assembly the same day, the chairman of the regional commis-



Appendix 9

sion on the aftermath of the accident announced that Kumtor has
promisedanother USD 7 000in com pensation for thousands of vil lag-
ers affected by the toxic spill. Victims of the spill took local officials
hostage eatrlier this month to pro testthe alleged em bez zle mentof ear
lier finds Kumtor had paid in compensation. LF

MEETING ON BARSKOON ACCIDENT IN BISHKEK.
Parliamentdep uty Jypar Jeksheev said ata news con fer ence in Bishkek
on 21 May that the conciliatory agreement between the Kyrgyz Gov-
ernment and the Canadian Cameco corporation signed in New York
last Jan u ary should be can celled. He also said that the Kyrgyz Gov ern-
ment and the Kumtor Operating Company (KOC), a daughter com-
pany of Cameco, should pay all compensations promised to the
vic tims of the chemicalac cidentin Barskoonayearago. The firstan ni-
versary of the accident was marked in Kyrgyzstan on 20 May with
meetings and demonstrations. Residents of the Barskoon, Tamga,
Tosor and other villages held several demonstrations earlier this
month to de mand pay mentofall com pensation,and ac cusinglo calau-
thorities of corruption.

24 May 1999 KYRGYZ PARLIAMENTARY DEPUTY WANTS NEW
COMPENSATION AGREEMENT
Speaking at a news conference in Bishkek on 21 May, Jypar Jaksheev
ar gued that the Jan uary 1999 agree ment con cluded by the Kyrgyz gov-
ernment and the Kumtor Operating Company on compensation for
victims of the May 1998 ecological disaster in Kyrgyzstan’s Issyk-Kul
region should be revoked, RFE/RL’s Bishkek bureau reported. Four
people died and thousands suffered from poisoning after a
Kumtor-owned lorry spilled toxic chemicals into a local river.
Jeksheev accused the Kyrgyz government and the Canadian company
Cameco, which owns Kumtor, of failing to pay the promised compen-
sation. LF

25 May 1999 DEATH TOLL IN KYRGYZ ECOLOGICAL
DISASTER HIGHER THAN ORIGINALLY
REPORTED?

Jengish Jylkybaeva, a physician at the National Hospital in
Bishkek, told RFE/RL last week that she recently visited
Barskoon, the site of the spill of toxic chemicals in May 1998.
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Jylkylbaeva said that local records indicate that 22 people have died in
the village over the past year, compared with a total of 40 deaths in the
pre ced ing four years. In two cases, the cause of death was given as cy a-
nide poisoning. The Kyrgyz authorities say that only four people died
asare sultof the disas ter. Speaking ata press con fer ence in Bishkek on
24 May, First Deputy Premier Silaev de fended as “ad e quate” the comr
pensation agreement signed in January 1999 by the Kyrgyz govern-
ment and the Canadian Cameco Corporation, whose Kumtor
subsidiary was responsible for the spill of chemicals. Parliamentary
deputy Jypar Jeksheev ar gued last week that USD 3 million was in suf fi-
cient to compensate all victims (see “RFE/RL Newsline,” 24 May
1999). LF

2 July 1999 VILLAGERS DEMAND COMPENSATION FOR SPILL.

It was reported by an RL correspondent in Yssyk-Koel oblast that in-
habitants from Tosor and Tamga villages of Jeti Oegyez rajon con-
tinue blocking the Barskon-Kumtor road leading to the gold mines.
Inhabitants of Tosor and Tamga villages started their action on 26
June. They are demanding to be fully compensated for the losses
caused by last year’s cyanide spill. They also want to meet with the
head of the government commission on mitigating the consequences
of the spill, Vice-Prime Minister Boris Silajev in person. Kumtor Op-
erating Company’s (KOC) Foreign Relations officer Tynara
Shajdyldajeva confirmed that for four days the lorries were prevented
from reaching the mining site, causing very many difficulties. She also
maintained that the villagers had no claims to the KOC.

12 October 1999 IMPACT OF GOLD PROJECT ON
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ENVIRONMENT EXAMINED.

An of fi cial from the Kumtor gold project told an RFE /RL cort re spon-
dent in Bishkek on 11 October that an independent British organiza-
tion will examine the impact of the project on the ecological situation
in Kyrgyzstan. The action is financed by the European Bank for Re-
construction and Development (EBRD) and the British “Flora and
Fauna International” has won an international tender on it. The
EBRD will allocate USD 190 000 to finance it.



Appendix 9

30 November 1999 CANADIAN COMPANY WILL PAY MORE
TAXES.
Manager of the KOC Tynara Shaiyldaeva an nounced in Bishkek to day
that the KOC and the Kyrgyz government had agreed that the KOC
will pay to Kyrgyz state bud get about USD six mil lion soon. Itis a part
of the taxes, from which the company had become free before. The
agreement has been reached after a long and heated discussion.

21 January 2000 NEW CHEMICAL ACCIDENT AT THE Kumtor
GOLD MINE.
Accordingto the Minis try of Emer gencies, on the morning of 20 Jan u-
ary a truck with chemicals overturned on a bridge along the road be-
tween Barskoon village and the mountainous Kumtor gold mine.
About 1 500 kilograms of ammonium nitrate were spilled. The truck
belonged to the Canadian Kumtor Operating Company which devel-
ops the mine. KOC workers collected all the spilled chemicals the
same day. Emergency Ministry experts began to examine soil on the
site and water of Barskoon River on 21 January.

5February2000 COLOGISTS CRITICIZE CANADIAN COMPANY.

Statements by representatives of several ecological and human rights
organizations were re leased in Bishkek on 4 Feb ru ary. They call foran
independent audit of the Canadian Kumtor Operating Company’s
(KOC) development of the Kumtor gold mine in Kyrgyzstan. They
also call upon the World Bank’s International Fianancial Corporation
and the Canadian Cameco Cor po ration, owner of the KOC, to release
a emergency response plan for the mine. Ac cording to them, the three
chemical spills that happened at Kumtor in less than a two-year period
is dangerous for the ecology of Kyrgyzstan.

5 April 2000 GOLD PRODUCTION IN TROUBLE.
Deputy Minister of Industry and Foreign Trade Arzymat Sulaimanov
an nounced in Bishkek on 31 March that Kyrgyzstan pro duced 610 000
ounces of gold (about 17 tons) in 1999 and would produce 648 800
ounces this year. However, according to Sulaimanov, gold output in
January 2000 was by 3 000 ounces less than planned.

18 September 2001 KUMTOR GOLD COMPANY PRODUCES 90
TONNES OF GOLD IN FIVE YEARS
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The Kumtor Gold Company has produced around 89,2 tons of gold
since it started de vel oping the Kumtor de positin 1996, PR man agerat
Kumtor Operating Company, which represents Canada in the ven-
ture, Tynara Shaildaeva, told Interfax.

21 September 2000 KUMTOR RESERVES MAY RUN OUT IN 2007
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The reserves of the Kumtor gold deposit, the largest in Kyrgyzstan,
could run out by 2007, if the Kumtor Gold Com pany keeps up its cut-
rent rate of production. Over the past three years more gold is being
pro duced at Kumtor than en vis aged in the fea si bility study, direc tor of
the Kyrgyz state geology and mineral resources agency, Sheyshenaly
Murzagaziyev, told Interfax. The company produced 16 tons of gold
in 1997, 21,6 tons in 1998 and 22,5 tons in 1999, he said. It is in the
state’s interests for the deposit to work as long as predicted in the fea-
sibility study, he said.
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