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Introduction

The scarcity of raw material resources at the disposal of the Romanian society, the long crisis of the mining industry, as well as the need for attracting and supporting major foreign investments arouse the specialists’ concern to define viable solutions for the sustainable development of the Romanian industry, in general, and mining industry, in particular. Among the opportunities offered by the foreign investors to the Romanian economy we find the “Roşia Montanã Project” that poses several major questions about the following:

· What is the future of the settlements in the Apuseni Mountains after the investment finalisation and closing down of the Roşia Montanã Mines?

· What are the actual risk and effective cost of the gold and silver production, as against the estimates of the feasibility study, for the entire duration of the deposit exploitation?

· Whether the estimated costs considered by the Romanian-Canadian company can cope with competition and bring in profit and what is the profit size as the average price of the gold ounce may stay at about USD 300 or increases in the next years to USD 350 or diminishes to less than USD 270, when the mining of the deposits is no longer profitable and the mines must be closed?

· What funds could the Canadian party bring in to achieve the investment, including the amounts required for the environment rehabilitation after the deposit depletion and closing of the mine?

· What is the size of the financial provisions to support the environment rehabilitation after the completion of the Roşia Montanã exploitation?

· And, as a conclusion, is this foreign investment beneficial to the Romanian economy?

We try to answer the above questions by taking into account first Romania’s gains and losses from the above project
.

A synthetic presentation of the investment project

The purpose of the Roşia Montanã Project is the exploitation of the low gold and silver content ores in the area (estimated to be oz. 10.6 million of gold and oz. 52.3 million of silver) by surface mining over 16.4 years based on cyanide treatment (250,000 tons of cyanide for the entire mining period). The waste and processing residues are to be deposited in settlement ponds of about 400 hectares and 250 million tons with a dam 185 m high.

· The company’s capital cost is estimated to be USD 437 million.

· The annual metal production is 23.47 tons of gold and 81 tons of silver.

· The interval rate of return is 35.3 percent.

· The exemption from the customs duties over the period when the area is considered an “unfavoured area”.

· The investment depreciation: about 4.5 years, in accordance with the improved feasibility study.

1. Romania’s gains from the investment

Briefly speaking, the gains consist of:

a) The industrial valuation of a mineral resource located in an underdeveloped economic area.

b) 250-500 new direct jobs (including foreign employees) as well as several new indirect job.

c) Positive outsourcing: modernisation of the transport infrastructure, social objectives, various additional activities, etc.

d) 2 percent royalties of the entire production paid to the state, that is USD 20 million.

e) The land concession estimated to be USD 3 million.

f) Over the entire exploitation period, the consolidated budget of the state receives about USD 300 million.

g) The value of the deposit known so far is estimated to be over USD 3 billion.

2. The investment losses to Romania’s economy

Based on the documents available to us we may point out the following important technical and economic aspects:

a) The gold content of the deposit, i.e. 1.4 g/to of ore, is very close to the profitability threshold of the gold mining by the present technology (1.2 g/to of ore). Due to this feature, the Roşia Montanã mine is permanently sensitive to the price fluctuation in the gold market, and it can be closed temporarily or permanently in case of a steep or persisting diminution in price to less than 270 USD/ounce, in spite of all economic, ecological and social effects of such a predictable risk.

b) Between two successive updatings of the feasibility study (USD 253 million as initial value and USD 437 million as updated value) the cost of capital increased by about USD 180 million. This fact, associated with other financial and ecological aspects, has caused in the last month a lower quotation at the Toronto Stock Exchange from 3.20 to 2.70 USD/share
. At the same time the Merryl and Lynches consultants wrote in their report on the Gabriel Resources; “In our opinion, the increasing costs for the development of the Roşia Montanã Project increase also the financial risk concerning the terms, duration and availability of funds required by Gabriel Resources to start the deposit exploitation by itself”.

c) Gabriel Resources applied for a USD 100 million loan to the International Financial Corporation, but in October 2002 IFC informed the company that they are not ready to finance the project due to the severe social and environmental problems that the project might cause.

d) The feasibility study indicated about 500 new jobs provided that at least 30 million tons of rock would be processed every year. According to the improved version of the study (February 27, 2003) the processed rock production would amount to about 13 million tons, that is less possible jobs (250-300 people). As many foreign specialists would be included, the total number of jobs for the locals would be about 200.

e) At present, the shares of the main shareholder in the Roşia Montanã Gold Corporation are listed at the Toronto Stock Exchange, known for its high-risk level of the newly listed mining companies. As far back as the 1970’s, this stock exchange was well known for the high risk of the quoted shares and financial scandals that might cause major doubt concerning the Project viability.

f) The economic viability of the Project was approached in a study requested by the EEC bank monitoring institutions
. According to the study, at an internal rate of return of 40 percent
 (and 44 percent by the improved study), the profitability limit is a little lower than a stock exchange price of 300 USD/gold ounce.

3. The evaluation of the latest improvements
in the feasibility study

The recent improvement in the Project has brought about a major rise in the operation cost and capital expenses. On the stock exchange, it has caused that the investment become less attractive and more unlikely to be carried on. Among the reasons that have significantly influenced the quotation, we find three major ones:

3.1. The increases in capital and operation costs not included
in the general estimate, as provided by the foreign consulting companies

Among them we find: 

a) In the sodium cyanide management, for a total amount of 250.000 tons. The following aspects are to be blamed:

· No technology and plants for the removal of the heavy metals (arsenium, uranium, nickel, and cadmium) from the waste sent to the settlement tank.

· The transportation by trucks of 250.000 tons of cyanide on the Romanian public roads is very hazardous. To reduce the hazard it is necessary to monitor each transport, to set clear rules ……………



ved versions of the feasibility study suggest the residual cyanide neutralisation by the SO2/air procedure to a 1ppm concentration. The additional operation costs amount to 3 million USD/year, and the capital expenses should be increased by USD 9.1 million. But even the 1ppm level has a deadly effect on fish and other water creatures.

b) For the settlement pond, the following technological solutions should by financially evaluated:

· The “axis-raised” type of settlement pool. David Chambers estimates the cost to be USD 76.6 million
, but this amount was only partially considered for the general estimate.

· The protection of the settlement pond bottom with two plastic layers. The capital expenses increase by USD 8 to 10 million.

· The monitoring of the pool water infiltration into the ground (cyanide and heavy metal pollution). Although not included in the general project, such monitorisation that requires wells, channels, measurement and control instruments, etc. should receive financial support for the entire life of the pond (about 100 years).

c) Generation of acid waters

Once started, the quarrying cannot be stopped and the proliferation of the acid rain and waters goes on. This problem is not approached in the feasibility study for the period following the exploitation shutdown. According to studies carried out in the USA, the annual cost to neutralise acid waters similar to the Roşia Montanã ones might amount to 50 million USD/year. When they become functional, the costs have to be covered by the consolidated budget.

d) The evaluation of the high risk cases

In our opinion, the last version of the feasibility study should also deal with the high risk cases and risk management following:

· Work accidents that, even small, may cause land sliding. The land sliding may cause higher water levels in the settlement pond and, under certain conditions, the cyanide containing water may flow into the surface waters in the area, that is an ecological catastrophe.

· The strong and frequent explosions in the area required by the current quarry operations. They may destabilise the ground weakened already by many unclosed galleries.

e) The cost of closing the mining operations

According to the feasibility study, the above costs are estimated to be USD 19.53 million. For a similar mine in the USA, the cost was about USD 60 million. If such an underestimate is not clarified by the investment beneficiary, then it must be covered by the state budget. If the exploitation is to be closed before the stipulated term of 16.4 years due to the company’s possible bankruptcy, then the provisions set for the area rehabilitation should be used; but no mention of them was made in the feasibility study.

f) The waste stockpiles

The feasibility study does not include comments on the acid-base balance of the waste material. Moreover, the waste stockpiles are not covered. Therefore, water and oxygen may easily penetrate the waste material and cause acid water and pollution that may alter the surface and underground waters. In our opinion, measures should be taken to monitor the waste. 

g) The dam material

The dam will be made of the quarry waste. Due to the high sulphur content, the material may cause or not acid in the dam structure. If the material is not suitable for the dam erection, the cost of the dam will rise.

h) The cost of utilities

The estimated prices of the related utilities are generally lower than the prices set for the Romanian industrial consumers, which night increase the operational cost
. A conclusion to the above-mentioned could be the following: the Project is underestimated and one should also consider additional capital expenses and operational costs that could diminish the rate of return to less than 40 percent. Also, if the gold price diminishes to less than 270 USD/ounce, the rate of return would be under 30 percent, which compromises the Roşia Montanã investment and the Gabriel Resources shares on the Toronto Stock Exchange.

3.2. The capital expenses and operational costs directly covered
by the Roşia Montanã Corporation

To estimate the economic impact of the whole investment on the Roşia Montanã area, the solution included in the improved impact study, should be fully included in the general estimate and financially supported. In our opinion, the operational costs should also include:

· A higher number of tests to evaluate the hazard of acid leaking in the ground.

· The creation of a “central cone” type of dam.

· The waste material insulation to prevent acid leaking.

· The prevention of the collapse of the old galleries. As the ore is removed by means of heavy trucks, major accident might occur in the old galleries. Therefore, a separate monitoring system is required for the whole neutralisation of the cyanide waste.

After the commissioning, financial adjustments are required to get a very real economic and financial picture.

3.3. The negative externalities after the investment closing

Among the externalities explicitly revealed in the feasibility study of the Roşia Montanã Project and considered to have a major impact on the economic indicators after the investment closing because of their non-inclusion in the group of capital expenses and operation costs, one may find:

· The ecological monitoring of the whole zone, pointing out the major implications (staff, reagents, intervention means, maintenance and repair equipment, etc.) and the financing sources.

· The treatment of the acid water from the whole platform (staff, installations, reagents, etc.) after the completion of the works and the responsibility of the local authorities for the management of the acid water.

· The social assistance to the personnel laid-off after the investment closing.

· The monitoring of the waste pool: laboratories, reagents, supervision personnel, maintenance and interventions in case of accidents, periodical evaluations and financing sources.

· The monitoring of the underground water, of the possible infiltrations of noxious waste from the settlement tanks requiring equipment, control wells, staff and reagents, maintenance and intervention procedures, etc.

· The management of the major risks concerning the environment and funding.

· The periodical checking of the critical points in the area (dams, permeability of the settlement basin, etc.).

· The cost of the studies on the waste impact on the environment and the evolution of the environment quality.

Conclusions concerning the project utility

a) Economic uncertainty and ecological disaster endanger the whole Roşia Montanã Project. At the same time, all independent evaluations made by prestigious foreign consulting companies underline the sensitivity of the Roşia Montanã Project to the gold price on the stock exchange and the high cost of the environment protection. Therefore, a realistic evaluation of the economic and financial problems is permanently required.

b) While the ecological effects on medium, long and very long term are in charge of the Romanian authorities, the economic non-viability, the investment risk along with the gold price oscillation, the higher operational costs and capital costs are to be borne by the investors. It is unlikely that the foreign investors could ignore all these problems as they invest their own capital.

c) To the question “Why do the Romanian authorities and/or RMGC wish to achieve as soon as possible the Roşia Montanã Project, although the operational or capital expenses are not yet assessed?” we try to express our point of view based on the truth:

· In case of ecological accidents, Gabriel Resources, controlled by two off-shore companies based in Barbados and New Jersey, hardy can be made responsible for any such disasters.

· Moreover, the world insurance companies have changed their policy concerning the mining companies and refused to cover all risks, and consequently the Roşia Montanã Corporation could not enjoy such services. Therefore, the Corporation provided a very controversial solution, i.e. the establishment of a gold guarantee bank, where the Corporation could deposit the guarantee and the state would take up all ecological risks. Of course, the authorities rejected the solutions.

d) After the project evaluation, many economic experts and independent mining experts point out that the project is not viable and it rather is a speculative operation on the capital market, and the presence of Frank Timiş until some days ago in the RMGC staff strengthen this point of view. In the past, there were similar practices, and the case of Indonesia should not be ignored. 

e) So far, no independent evaluation has been made and there has been no certification of the economic and financial information provided by the RMGC in relation to the deposit size and quality, the average unit price of 210 USD/ounce of gold suggested by the Corporation. The lack of sure financial resources, the lack of interest shown by the National Agency for Mineral Resources to find truth, even if the Mining Law includes provisions in this respect make the Project quite uncertain. One should not ignore that some deposit assessments specified probable and possible reserves that were 5-7 times smaller.

In conclusion, even if the authors might change some elements later, we believe that the Roşia Montanã Project is still risky and uncertain due to:

· The uncontrolled evolution of the gold price on the stock exchange in the last decade.

· The setting of the total operational costs and capital costs (with a 
± 5 percent margin) for the entire Roşia Montanã mining area.

· The internalisation of the other expenses, social and environment costs.

· The investment reliability and financing in accordance with the long-tern resources.

· The unpredictable impact of the process waste on the environment.

· Accurate evaluation of the deposits and their quality for the whole exploitation.

· The high ecological risks generated by the investment and risk management.

Considering the facts, our Prime Minister Adrian Nãstase said about this Project: “We must clearly say that the Project is not a priority and the environmental risks are very high”. He also added “Our authorities should courageously express their opinion, even if it displeases the company representatives”. The Prime Minister expressed his point of view only a few days after the Romanian Academy, throught its President, Acad. Eugen Simion, requested “the project abandonment, before causing irretrievable losses”.
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� The data on gains and losses are taken from the Feasibility Study carried out by Roºia Montanã Gold Corporation (RMGC) and from well-known foreign institutions specialized in the field and Romanian professional organizations.


� The Gabriel Resources shares at the Toronto Stock Exchange on July 4,2003 were quoted 2.72 USD at opening and 2.70 USD at closing.


� It refers to the study concerning “A Financial Evaluation of the Roºia Montanã Project”, by James R. Kuipers, Center for Science in Public Participation, New York, January 2003.


� A 40 percent rate of return is the limit at which the investment is still justified economically.


� Estimation by David M. Chambers in “Technical comments on the feasibility study and Roºia Montanã Project”, www.csp2.org., December 2002.


� “Aspects concerning the economic efficiency of the Rosia Montanã Project” show that the effect of a power price of abut 35 USD/MWh as against 22.5 USD/MWh estimated in the project may be an increase in the operational cost of about USD 100 million, which changes significantly the company’s profile and the stock exchange attractiveness of the shares issued by Gabriel Resources.
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