The Ukrainian Box of Pandora

The Ministry of Environment is the only serious (and official) obstacle to start gold mining in the Carpathian region 

“This is not a normal country” said Simon Pepper, CEO of Sauyliak PLC, who has understood already that the Ukrainians have their own game rules

By Denis Kuznetsov and Nevena Panayotova 
Before 2003 the road and railway traffic at the Ukrainian border used to be very heavy, but after the EU enlargement the people who live in the border region have lost their privileges. Ukrainian passport was enough to cross the border five years ago, but now visas are required. Hungary, Romania and Slovakia issued free long term visas for the people living at the border area, but in the south-west part of Ukraine traffic is much weaker at small border checkpoints. About 80% of the people who go to Romania and Hungary live in the villages around, where the street names are written at both– Ukrainian and Romanian or Hungarian and almost nobody speaks Ukrainian. The gas traffic, which used to be the main source of living for the region became more difficult, but still it is paying more that agriculture.   
The checkpoints in the town of Chop and Salivka village cover 40 km of the border line and are next to the main highways. The border lies right in the middle of the Tisza River before entering Hungary. Before the Soviet Union dissolution there was no chance to cross the river, the barbed wire that used to lye the whole riverside, now there are only few pieces left at spots difficult to reach. The rest was stolen long ago and now surrounds the gardens of the houses in the villages around. The border forces were significantly reduced, in spite of this fact the Ukrainian border remains on of the best protected in Europe. Tourists never come here the modern resorts are far away to the north. But the old rules are still valid – walking close to the border line is absolutely forbidden, getting down from the car and taking pictures too, if anybody is cached the pictures are deleted, the camera may be seized, and in the worst case – it is thrown down in the river, and the person arrested to clarifying the circumstances. In spite of all restrictions, both banks of the river are covered with domestic waste for kilometers and sooner or later it sink into the river, sometimes the local people through it directly in the water. Fishing too, is forbidden – as well as taking pictures. But everybody here, border forces and local people, do it anyway.  
At present nothing shows that an accident happened in 2000 in Baia Mare, Romaina. Now, there is as much fish as it used to be 10 years ago, remembered captain I. M., who was appointed in the Salivka checkpoint in 1998. He is responsible for everything in the vicinty – from a tree cut down to every car with a foreign registration number.
“According to the Regional Environmental Protection Inspection Director Sandor Seik, in the Tisza upper current, the Somes River, a Tisza tributary in Romania, pollution with complex cyanides was registered. The pollution source is a cooper mine, located not far from the Lapus River on Romanian territory. The pollution concentration on Hungarian territory on the third day after the accident (2 February 2000) was as follows: cyanides – 30 mg/l, copper – 18 mg/l, zinc – 1 mg/l. On the next day the cyanide level is only 5-10 mg/l. On Hungarian territory large quantities of fish died. In Ukraine the border line passes in the middle of Tisza River, from Salivka village to town of Chop the distance is about 40 km. There are no river barriers or other installations. Pollution is expected at the Hungarian border on the 4th of February. The laboratory at the General Environmental Safety Management at Zakarpatye Region took surface water samples near Chop. No intensive toxicity was registered. Despite the ice cover, the General Environmental Safety Management and Regional Epidemiologic Center will continue taking samples during the following days, not only from the river but from the drinking water wells, as they feed water from Tisza. There is a data exchange agreement between the Ukrainian and Hungarian sanitary services.” This is the Ukraine Ministry of Ecological Safety press release from the 10th of February, 2000. 
In the night of 30th of January, 2000 captain I.M. was on duty, he was one of the first people who were informed about the cyanide accident near Baia Mare. The next few months the Ukrainian border units and the flying squads of the Ministry of Emergency Situations patrolled the borders. There were no visible changes at the Ukrainian bank of the river. Nobody from the closest villages Salivka and Esen and from the Chop town 
saw dead fish in the water.
The photos from Hungary continue rise a lot of questions since the important quantities of water should accelerate the cyanide dissolving. Fish does not decrease, crabs were affected, but on the next year the local fishermen noticed that the population was restored. 
The company responsible for the accident near Baia Mare was Aurul S.A., in which 51% belonged to the Australian company Esmeralda Exploration, established by the Romanian businessman Vasile Frank Timis, who is also behind several other suspicious companies including Gabriel Resources. In February 2000 the company stopped trading at the Australian Stock Exchange until the end of 2001 when Peter Gunzburg became executive director of Esmeralda - a stockbroker with 20 years of experience and former director of the Australian Stock Exchange and until 2001 director of one of the Australian biggest investment banks. 
A few months after Gunzburg became Esmeralda’s executive director, the company’s name was changed to Eurogold Limited, which “sounds more friendly for a company that operates in Europe” explained Simon Pepper, executive director of Saulyak PLC, one of the Eurogold Ltd subsidiary companies. Aurul S.A. was renamed Transgold S.A, ownership remained the same, and the company continued its work in spite of all court cases against it after the accident.

The safety belt appeared in 2002.
Saulyak

Is only 60 km from Baia Mare. The average gold quantity is about 7,9 gr/t according to the State Geological Committee data, 8,4 gr/t according to Eurogold, in one section the breaking is 22 gr/t, there are very few other metals in the ore, and there is a big amount of nuggets. Extraction is extremely profitable - 4 $/gr for unrefined gold compared to 11 $/gr for the major part of the world deposits.
According to Saulyak PLC data, the ore deposits are about 18 tonnes in two ore bodies, 12-13 more in deeper layers. A perfect chance to restore Eurogol’s failing financial balance and to redress its image. But “this is not a normal country” said Simon Pepper. After it bought the exploration license, Eurogold opened Pandora’s Box. Since Ukraine became independent from the former USSR, all the ruling figures were obsessed with the idea of gold and the struggle became brutal. The golden rush started in 1996 with the decree №347 on the developing of goldmining industry. At the same time the Russian company Tukuringra, close to the former Prime Minister Pavel Lazarenko appeared on stage and in January 1997 the company received a twenty years license for extraction of gold. 
Work started in spite of the tremendous protests of the closest village Delovoe. The first people the company hired were those who protested most of all. The extraction work started immediately at the spots where the ore was close to the surface. The spoil banks have been reprocessed too. As we could see, there were no traces of them any more. The explanation for the local people was that the company was taking samples. This continued until the first unexpected examination which found out that there was no documentation for the extraction of the ore, nor was the company registered in the local tax service. “I was glad that people had work, in the beginning they had good salaries. But they didn’t pay them for the last 8 months” said emotionally the Mayor of the village Maria Cardiani. The people never received those salaries since the company disappeared in 2000 with the same speed as it had got the license some time before that. Eurogold had got the license from the state company Ukrzoloto, subordinated to the Ministry of Industry and established after a long struggle of different economic interests representing one of the biggest economic affairs in Ukraine. Zakarpatpolymetaly was a company established “precisely for the developing of gold mining” and 93, 67% of the neighboring deposit Mujievo are in its assets. The small plant is located about a kilometer from the last houses in the Mujievo village, the mine is 7,5 km further. This was the place where gold mining was supposed to take place. The first gold bars were cast in 1999 - 23, 800 kg in total. They were the only ones since the platinum moulds had been stolen few weeks before production started and a 200 kg safe case with 20 grams of gold produced in the factory disappeared as well. 
In 2002 Eurogold Ltd acquired 75% from Saulyak LLC, owner of the deposit near Delovoe village, the remaining 25% and 6,33% from Mujievo from Zakarpatpolymetaly. According to Eurogold’s documents we found, the sellers were Alpha Minerals Ltd and Ukrainian Resources. The Alpha Minerals address was the same as the one of another company – Total Resources, both registered in Port Louis, Mauritius Island. According to an announcement published at the London Stock Exchange in January 2004, Alpha Minerals Ltd and Ukrainian Resources sold to Eurogold all Zakarpatpolymetaly funds for $2, 572 million dollars, $ 550 000 in cash, the rest as assets. The investors of the Australian company include six British investment funds, among them JP Morgan Asset Management and Fidelity Investments International. In Eurogold one more executive director appeared – Chris Barker who disposed the 6,33% from Mujievo. At the same time he is one of the Eurogold’s main shareholders with 10, 7266% of the company. 
Delovoe village, at the foot of Carpathian Mountains
The border is only 1 km from the village, everybody here speaks Romanian or Russian. A few boys are plaing football at a meadow. There is no football field. Bottles of Champaign are used in stead of gates. The village holds the first place of cancer mortality on this side of the Carpathian Mountains because of high radiation coming from a uranium deposit on the other side of the border. The mine is located higher then the village, a few hundred meters further in the mountain. The security is symbolic, just one guard who was not glad to see us. “Go away as soon as possible, I am expecting an inspection” were his words he met us. Taking pictures is forbidden by default –everything concerning the precious metals in Ukraine is classified information. The security services are particularly watchful when it comes to people who ask persistent questions. But the two stulms were opened and everybody could penetrate in. At the time of Tukuringra there used to be three of them but one was filled up by the Russian company. In the wooden village church the Sunday service is over. The main roads in the region have been constructed in the times of the Austro-Hungarian Empire, since the insignificant amelioration and maintenance have been made; some stone roads have been covered with asphalt. On this background, the money Eurogold promised to the local municipality is of crucial importance. The company gave computers to the village school; the hospital was renovated, too. 
At 112 km from here, 

in Mujievo

there are no signs of enthousiasm. The region is famous for its vineyards a matter of pride for 80% of the farmers engaged in their cultivation. There are few places in Ukraine where grape is cultivated, especially after Gorbachiev’s “original” campaign against alcoholism when the vineyards were uprooted in the whole USSR. Near the village there are two canning factories and 300 m out of the village an open pit for kaolin extraction exported for Slovakia. Since December 2006 the Mujievo gold plant has been closed. The workers, about 400 persons (only 100 of them local people) have been unemployed for more than 8 months. The management promised to pay 75% of their salaries, but it was empty promises.
“All water sources are polluted; we have no drinking water, no sewerage, either. We have to make drillings deep underground, in order to have drinking water. There is no way to agree with their ideas for gold production. Moreover, we have planted dozens of hectares of new vineyards, and in 10 years we will have a normal harvest. We don’t care if the cyanide technology is profitable, we won’t let it happen”. This is what Yosip Stepanovich Vidyansky explained with firm determination between two cups of coffee. A few years ago he was still the school director of the village after occupying this post for 40 years. All people here fear that the water can be poisoned and it will bring them new diseases, and they have enough troubles with eye diseases already. The village is one with the highest rate of these diseases in the whole beyond Carpathian region.
The Mujievo plant is in some way a monument the golden rush of the last two Ukrainian Presidents. Sensless and much too expensive. The Ukraine Gold Project which looks a lot like the old socialist five year plans and was the foundation of the Zacapatpolymetaly Company which in just a few years created big financial difficulties for several banks. Its bankruptcy is the reason for the lack of recultivation and this provoked big tensions. “It is may be profitable for a few people, but not for us. They will poison everything around and will leave. But we will stay here, we have nowhere to go. And we depend on this soil” said angrily Volodya Preslavski, a farmer well known for his high quality wine who joined our conversation.  

Leonid Skakun is one of the best geological experts. “With the gold prices we have at the moment, this deposit is absolutely profitable. With the gravitation technology, used not so long ago, about 60-65% of the gold is extracted. The rest was thrown into the tailing damps, and now there is about one half of tonnes of gold and as much silver because of the technological shortcomings. The real problem are the spoil banks, dozens of thousands tonnes which contain heavy metal salts. When it rains or the snow thaws, everything goes into the underground waters, and this is the main problem in the region.”
Saulyak PLC’s office is in

Rakhiv, 15 km from Delovoe village. 
The town is spread out at the feet of the Carpathian Mountain and is famous for its slanting streets some with 600 m displacement, quite a record for this country. The Tisza River separates the town into two parts; many suspension bridges connect the both parts. There are almost no new buildings; unemployment is a big problem. The makeshift markets with their goods spread on the pavement are everywhere in the centre. Everybody tries to sell whatever is at hand in order to make some money.

This was the background of our meeting with Simon Pepper, CEO of Saulyak PLC. It was not hard to recognize him – you can tell an Englishman in the Ukrainian countryside from a long distance. Definitely he was glad to see us. The 3 years, since his arrival to Rakhiv have left their mark on him, due to the language barrier and some other cultural particularities, like resistance to alcohol. The company’s office was located on the second floor of a small building at the end of the bus station. At the first was a shop for all kind of goods. The inscription “Saulyak PLC”, printed on a simple A4 white sheet of paper on the door was the only thing which suggested the presence of a goldmining company. “In the normal world you would receive an explanation why you can’t work although you have all the necessary documents. Here a simple phone call from Kiev is enough to block your efforts in one moment. Ukraine leves according to its own rules and goldmining is political question, not economical. It seems that the interests of other company are the reason for our present difficulties. That is why the administration creates obstructions at every step in all possible ways.” Simon Pepper had no idea who wanted to take their place; he only suggested that it could be a very powerful company, with significant influence in the political circles and enough resources. One of the possible factors in the political and economical configuration of Ukraine might be Victor Vekselberg. The Russian oligarch is the owner of Tyumen Oil, one of the biggest Russian oil companies, also SUAL Holding and ZAO Titan-Apatite Company, owning two of the biggest melting plants in the world. Before 2004, those plants were part of the Ukrpolymetaly, but under another name. Vladimir Palant, former senior manager of the ZAO Titan-Apatite Company and closely related to Vekselberg, became director of the new lyregistered Gold Extraction Company of Ukraine, which didn’t hide its interests concerning Saulyak. Vekselberg denied it all, but his close relation with Palant and the total absence of action of Gold Extraction Company of Ukraine suggested something else. The other interested company is the Russian Polus Gold, the biggest in Russia and one of the top ten in the world. The company is owned by another oligarch, Mikhail Prokhorov. The local rival was represented by the district administration that didn’t hide its intention to take the place of Eurogold Ltd.
For the moment, the Ministry of Environment is the only serious and official obstacle to start goldmining iunthe region of the Carpathian Mountains. Right next to the deposit is the Carpathian International Biosphere Reserve protected by UNESCO, one of the last ecologically clean regions in Europe with unique biodiversity that could have its status changed because of goldmining. The mine is located only 4 km further.  































