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Foreword
In June 2018, Kinross Gold celebrated its 25th anniversary, a
significant milestone for our Company. For the past quarter
of a century, Kinross has grown to become a leading gold
mining company by generating value through responsible
mining. In 1995, Kinross made its initial entry into Russia.
Today, our Russian mines, called Kupol and Dvoinoye and
located in the Chukotka Autonomous District, are among
the company’s best-performing assets.

Since commencing operations in Russia, Kinross has
contributed to the development of Russia’s Far East economy
and helped improve the standard of living in the regions
where our mines are located. Our success operating in Russia
was made possible by the knowledge and experience of our
Russian employees – engineers, miners and geologists —
and the strong support from the federal and regional
authorities and the residents of the Russian Far East, first of
all, representatives of the indigenous communities.
As one of the major investors in Russia’s Far East economy,
a member of the Foreign Investment Advisory Council
(FIAC), and with our extensive experience working in diverse
jurisdictions around the globe, Kinross has continuously
shared its expertise with the Russian Government and the
country’s professional community. We have a shared interest
to fulfil Russia’s high potential to become a leading global
mining country and first-rate jurisdiction by attracting more
foreign investment into the exploration and mining industry.
We are hopeful that our expertise can provide a competitive
edge for Russia’s mining industry and for the economic
advancement of the country, which has a high level of human
development, extensive geological traditions and unique
mineral resources.

Since 2011, we have presented a series of studies and
recommendations to further improve the investment climate
in Russia’s mining industry. The Government of Russia
has adopted some of our recommendations, including
the important introduction of a claim-staking procedure
for obtaining rights to subsoil use for geological study, an
initiative that was also embraced by our peers in the mining
industry.
On this anniversary year for the company, Kinross Gold
has prepared a new joint study with EY, one of the largest
professional service firms in the world. The study focuses
on potential socio-economic benefits of an increase in
the “strategic” threshold for gold deposits. The idea of
conducting such a study was discussed with the Ministry
of Natural Resources and Environment of Russia within the
framework of the FIAC annual plenary session in 2017.
It is our hope that this study will provide useful strategic
input for discussions on additional opportunities to attract
investment in geological exploration and mining in Russia
that would leverage Russia’s mineral endowment for the
economic benefit of the country.

Yours sincerely,
J. Paul Rollinson
President and Chief Executive Officer
Kinross Gold Corporation
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Summary
EY study has identified an opportunity to encourage
investment in the Russian gold mining industry by increasing
the strategic threshold for gold ore deposits and estimated
the potential socio-economic impact of such an increase.
Amendments to Law No. 2395-1 “On Subsoil” (hereinafter,
the “Law”), restricting foreign investments in deposits with
federal status, were introduced in April 2008 during a period
when substantial foreign investments were coming in and
the Russian economy was growing at a rapid rate. Under
these amendments with respect to the gold mining industry,
a primary (ore) deposit is regarded as having federal
significance if it contains 50 tonnes or more of gold reserves.
In the ten years since the threshold was introduced, the
government has never enforced it. The threshold offers no
economic benefit for the government and acts as a deterrent
to foreign investments and financing that is so important
today. If the strategic threshold is raised to 200 tonnes, the
government retains a wide range of instruments that can be
used to regulate mining companies. It should be noted that
the findings of EY annual survey of gold mining companies
confirm the need to attract funding and readiness to partner

with foreign companies. The majority (70%) of Russian gold
mining companies polled by EY need additional financing
to implement new projects. 90% of respondents are ready
to take on a project jointly with a foreign partner, while the
distribution of shares in a joint venture is not a critical factor
for 6 out of 10 companies.
In the Russian Far East, the mining industry accounts
for a significant share of investment in fixed capital. The
President of the Russian Federation, in his Address to the
Federal Assembly in March 2018, said that an increase in
investment in fixed capital to 25% of GDP was a prerequisite
for achieving a GDP growth rate above the global average
while maintaining macroeconomic stability.
The goal of this study was to estimate the potential longterm contribution of the gold mining industry to the Russian
economy if regulatory restrictions are reformed. Raising the
threshold or eliminating it altogether would open up more
opportunities for attracting foreign direct investment (FDI)
and foreign capital and for developing remote areas and
would also provide access to innovative technologies and
stimulate private spending on geological exploration.

Potential socio-economic impact of developing deposits of federal significance under the scenario of
raising the “strategic” threshold to 200 tonnes (2018-2041)
Effect of all gold mining projects in Russia

Effect of Far Eastern gold mining projects

Direct and indirect budget effect
up to USD 48 billion

Direct and indirect budget effect
up to USD 16 billion

FDI for the development of deposits
up to USD 1.2 billion

FDI for the development of deposits
up to USD 0.4 billion

New jobs
up to 61 thousand

New jobs
up to 12 thousand

Direct and indirect contributions to GDP
up to USD 136 billion

Direct and indirect contributions to GDP
up to USD 46 billion
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Current Situation:
Unrealized Opportunities
The existing threshold (50 tonnes) offers no economic
benefit for the government, but limits foreign investments
and financing, the development of remote areas (Siberia, the
Russian Far East), and access to advanced technologies and
best practices in mining.
The Government of Russia has never exercised its right to
restrict or terminate exploration and extraction of mineral
resources by foreign companies on deposits of federal

significance and has never blocked deals with foreign
investors for the acquisition of voting shares in companies
engaged in geological study and/or exploration and mining
of mineral deposits that contain 50 tonnes or more of gold
reserves. The threshold significantly slows the process of
issuing licenses to foreign investors that perceive it as a
significant financial and administrative risk for investment,
and this substantially lowers the competitiveness and
investment attractiveness of Russia as a mining jurisdiction.

Potential financial and administrative risks for foreign and Russian gold mining companies
•

If, during a geological study, a company that has a foreign investor discovers a mineral deposit with 50 tonnes or
more of gold reserves, the government may decide not to grant the right to use the deposit for the exploration and
production of mineral resources.

•

M&A deals involving a foreign investor may be blocked by the government if the purpose of the deals is to acquire
more than 5% (if the acquisition is being made by a foreign investor that fails to provide information) or 25% of the
voting shares of a company with a license for a primary ore deposit of federal significance that contains 50 tonnes or
more of gold reserves.

•

If a Russian subsoil user is developing a deposit of federal significance and intends to raise foreign financing, its
shares may be accepted as collateral only after it has obtained additional approval from regulatory agencies.

In cooperation with the industry, the Government of Russia
is making tremendous efforts to improve regulations so
as to encourage geological exploration and production
of solid mineral resources, including gold. At the same

time, as a result of the introduction of the threshold in
2008, investment activity in the industry has declined, as
manifested by the negative dynamic of FDI and the number
of M&A deals.

FDI in the mining industry as a percentage of total FDI in Russia
2014-2016
2010-2013
2004-2008
2009
Russia

2.1%

1.7%

1.0%

х1.5

Canada

6.6%

11.4%

13.0%

х1.8

Australia

5.4%

8.7%

9.8%

х1.7

Source: the countries’ federal statistics services, OECD (if the federal statistics service lacks the relevant data)

M&A activity in the gold industry (number of deals)
2010-2013
2004-2008
2009
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Change*
2004-2008 /
2010-2016

* Average value for the period

2014-2016

Change in annual
average values
2004-2008 / 2010-2016
х2

Russia

73

40

12

Canada

404

671

367

х1.8

Australia

179

284

203

х1.9

Brazil

18

29

7

х1.4

Chile

11

14

7

х1.4

Source: Capital IQ

Russia’s worsening ranking in the State Regulation Perception Index for mining since 2007 is another telling
indicator.

Position of the Russian Federation in the Subsoil Regulation Perception Index
#46

#69

2007

2010

#91

2013

Entry into force of Law No. 57-FZ of the Russian Federation of 29 April 2008,
which restricts foreign investments in the mining industry

#65

#60

2016

2017

Publication of Order No. 37 of the Ministry of Natural Resources and the
Environment of the Russian Federation of 27 January 2014, which implements the
claim-staking procedure for obtaining geological licenses

Source: Fraser Institute’s 2017 Annual Survey of Mining Companies

As shown in the diagrams below, Russia has not only seen a decline in investment activity in the industry,
it also lags behind other leading mining jurisdictions in terms of investment in geological exploration and
production.
Total investments in announced projects, 2016,
USD billion*
%

Investments in exploration in 2016,
USD million**

of GDP

Canada

324

China

160

20

Canada

1

Australia

971
897

%
of GDP

0.06

0.07

Australia

93

7

USA

500

India

85

3

Chile

443

0.16

0.4

Peru

429

0.20

63

3

Mexico

401

0.03

#7 Russia

58

4

China

394

0.003

Chile

50

18

USA

75

Brazil

Peru
South
Africa

42

34

20

Brazil

10

DR Congo

* The diagram covers all possible types of projects, i.e. prospecting, exploration, production, etc.

325

#8 Russia

243

143

0.003

0.02

0.01

0.38

** Investments in exploration for solid minerals (excluding iron, aluminum, coal, oil, gas and
some other metals).
Sources: SNL, E&MJ
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Today, with foreign direct investments on the decline,
raising or eliminating the threshold could help attract
foreign investments and financing and so give a boost to
the gold mining industry and the domestic economy as a
whole, especially in Far Eastern regions, where mining is a

traditional industry. The findings of the EY Gold Survey also
testify to the need to increase the threshold for deposits
of federal significance. 70% of respondents reported this
measure as one of the most important steps that could be
taken to enhance Russia’s subsoil regulation.

What amendments are needed to enhance the regulation of subsoil in Russia?
Claim-staking procedure for licensing

80%

Guarantees for discoverers

80%

Raising threshold for deposits with federal status

70% of Russian gold
mining companies
said that the
threshold needs to
be raised.

70%

Greater number of sites available for exploration

50%

20% 40%

0%

60%

80% 100%

Source: EY Gold Survey 2018 (interviews with gold mining companies)

Mineral deposits with 50 tonnes or more of gold make up
the bulk of global resources and are of primary interest to
gold mining companies, both Russian and international,
according to an analysis of the resource bases of the top
10 Russian and foreign companies in the industry. As can
be seen in the diagrams below, deposits with 50 tonnes or

more of gold resources account for 98% of the resources
held by the top 10 foreign companies and 76% of the total
in quantitative terms. 38% of deposits operated by Russia’s
10 largest companies contain 50 tonnes or more of gold
reserves, and such deposits account for 89% of all reserves.

DISTRIBUTION OF GOLD DEPOSITS
among the top 10 foreign companies

34,088 t
of resources

2%

9,998 t
of reserves

11%

24%

38%

>50 t
144
deposits

76%

Sources: Companies’ Annual Reports
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among the top 10 Russian companies

98%

<50 t

94
deposits
62%
69%

97%

89%

Raising the Strategic Threshold:
Potential Socio-Economic Impact
EY has attempted to forecast the potential socio-economic
impact under several scenarios for raising the threshold:
“Increase to 100 tonnes,” “Increase to 150 tonnes,”
“Increase to 200 tonnes” and “Elimination of the threshold.”
The potential socio-economic impact was assessed for all
gold ore deposits across Russia and separately for gold ore
deposits in the Russian Far East alone. If the threshold is
increased to 200 tonnes, the potential nominal budget effect
in 2018-2041 will be USD 12-48 billion, while potential FDI
will range between USD 0.3 billion and 1.2 billion.
For each scenario, both the direct budget effect of the
analyzed projects (including VAT, profits tax, personal income
tax, mineral extraction tax and property tax) and the indirect

budget effect (tax payments generated by other companies
as a result of implementing analyzed projects and increased
household income) were calculated. The initial effect on GDP
is the gross added value created by mining projects. The
indirect contributions to GDP are as follows:
•

the production-induced effect is the gross added
value created by other companies as a result of the
implementation of the analyzed projects;

•

the consumption-induced effect is the gross added
value created by companies as a result of extra
household consumption owing to the implementation of
the analyzed projects.

Potential socio-economic impact of threshold reform (2018-2041, for the Russian Federation as a whole)
Increase to 100 tonnes

Increase to 150 tonnes

Increase to 200 tonnes

Elimination of the threshold

Direct and indirect budget effect
USD 5-19 billion

Direct and indirect budget effect
USD 9-37 billion

Direct and indirect budget effect
USD 12-48 billion

Direct and indirect budget effect
USD 34-137 billion

FDI
USD 0.1-0.5 billion

FDI
USD 0.2-0.9 billion

FDI
USD 0.3-1.2 billion

FDI
USD 0.8-3.3 billion

New jobs
11-43 thousand

New jobs
14-57 thousand

New jobs
15-61 thousand

New jobs
27-106 thousand

Direct effect on GDP
USD 5-21 billion

Direct effect on GDP
USD 10-40 billion

Direct effect on GDP
USD 13-52 billion

Direct effect on GDP
USD 37-147 billion

Overall effect on GDP
USD 14-54 billion

Overall effect on GDP
USD 26-105 billion

Overall effect on GDP
USD 34-136 billion

Overall effect on GDP
USD 97-388 billion

Potential socio-economic impact of threshold reform (2018-2041, for the Far Eastern Federal District)
Increase to 100 tonnes

Increase to 150 tonnes

Increase to 200 tonnes

Elimination of the threshold

Direct and indirect budget effect
USD 1-4 billion

Direct and indirect budget effect
USD 3-11 billion

Direct and indirect budget effect
USD 4-16 billion

Direct and indirect budget effect
USD 11-44 billion

FDI
USD 0.02-0.1 billion

FDI
USD 0.1-0.3 billion

FDI
USD 0.1-0.4 billion

FDI
USD 0.3-1.1 billion

New jobs
1-5 thousand

New jobs
3-11 thousand

New jobs
3-12 thousand

New jobs
7-28 thousand

Direct effect on GDP
USD 1-4 billion

Direct effect on GDP
USD 3-11 billion

Direct effect on GDP
USD 4-17 billion

Direct effect on GDP
USD 12-47 billion

Indirect effect on GDP
USD 2-7 billion

Indirect effect on GDP
USD 5-19 billion

Indirect effect on GDP
USD 7-28 billion

Indirect effect on GDP
USD 19-76 billion
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International Experience:
Foreign Investors’ Contribution to the
Development of National Economies
In major mining jurisdictions such as Canada, Brazil, Chile, China and Australia, there is no threshold for gold
deposits. These countries provide examples of major gold deposits (in several cases, a country’s largest)
operated by foreign companies for the benefit of the national economies.
Gold production, exploration spending per ounce by country in 2017

Canada

Australia

USD 67
per oz

Chile

USD 140
per oz

USD 117
per oz

Russia

Peru

57%

USD 16
per oz

USD 36
per oz

Mexico

USD 65
per oz

Brazil

USD 36
per oz

Domestic companies

The analysis reveals that the higher the share
of foreign companies in total gold production,
the greater the financing of exploration.

Domestic companies
that are more than 25%
foreign-owned

Foreign companies
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Sources: Bloomberg, Capital IQ, GFMS, SNL,
National Unions of Gold Producers

Comparison of Russian legislation on subsoil with the legislation of leading gold-producing countries

Country

Approval procedure for investments in strategic projects

Russia

Foreign investors acquiring 5%/25% of all voting shares of companies that use mineral
deposits of federal significance must obtain permission from the Government Commission
to develop deposits of federal significance.

China

Since June 2017, China has eased its restrictions on foreign investments in the exploration
and mining of precious metals. Precious metals have been moved from the category
“restricted for foreign investments” to “permitted for foreign investments.”

Canada
Brazil
Chile
Australia

No restrictions or special reviews in terms of the resource level of deposits.

Examples of the socio-economic impact of the development of major deposits by foreign companies

Chile, Antofagasta Region
Mine: El Peñón, 99 tonnes of gold (resources)
Operator: Yamana Gold (Canada)
CAPEX: USD 1 billion in 2000-2017 (launched in 1999)
Socio-economic impact:
• Taxes paid in 2013-2017: USD 459 million.
• Average headcount in 2016: 2,026 employees.
• Contributions to support local communities
totaled USD 12.6 million in 2015-2016. The
majority of employees (81%) are from the regions
where Yamana Gold operates.

Brazil, Minas Gerais
Mine: Paracatu, 383 tonnes of gold (resources)
Operator: Kinross Gold Corporation (Canada)
CAPEX: USD 2.16 billion in 2003-2017 (launched in
1987)
Socio-economic impact:
• Taxes paid in 2012-2016: USD 739 million.
• Average headcount in 2016: 1,519 employees.
• Projects implemented include the construction
of a community center, a confectionery factory
providing employment for local women, and an
environmental monitoring station.

Source: Yamana Gold

Source: Kinross Gold Corporation

Western Australia
Mines: Sunrise Dam, 225 tonnes of gold (resources),
and Tropicana, 258 tonnes of gold (resources)
Operator: AngloGold Ashanti (South Africa)
CAPEX: USD 1.1 billion in 2012-2017
Socio-economic impact:
• Taxes paid in 2014-2017: USD 77 million.
• Average headcount in 2017: 974 employees.
• The following projects have received financial
support: the Football Academy, the Girls
Academy, and the Artist in Residence and
Youth Leadership programs. Several socially
significant facilities have been established.

Canada, Quebec
Mine: Casa Berardi, 109 tonnes of gold (resources)
Operator: Hecla Mining Co. (USA)
CAPEX: USD 193 million in 2013-2016, USD 105
million more expected by 2022 (launched in 1988)
Socio-economic impact:
• Taxes paid in 2013-2017: USD 129 million.
• Average headcount in 2017: 577 employees.
• A power transmission line and access roads
were built in 1990.
• In 2012, the company joined the CORESafety
mining program.

Source: AngloGold Ashanti

Source: Hecla Mining Co.
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Russian Federation, Chukotka Autonomous District
Mines: Kupol, more than 130 tonnes of gold (reserves)
Dvoinoye, 64 tonnes of gold (reserves)
Operator: Chukotka Mining & Geological Company and Northern Gold
(Kinross Gold Corporation, Canada)
CAPEX: USD 1.2 billion in 2007-2017

Infrastructure

Socio-economic impact

•

A 1,800 m airstrip has been built about 10 km
north of the Kupol mine.

•

Kinross Gold paid over USD 1 billion in taxes and
other payments to local budgets in 2008-2017.

•

Electricity is provided by a main power plant with
approximately 25 MW installed capacity.

•

It has created approx. 2,300 new jobs.

•

Water is processed by water treatment systems.

•

•

A road system connects site facilities and
provides access to Kupol from the town of Pevek
via a winter road (430 km).

The Kupol Foundation has earmarked over RUB
120 million for more than 130 projects to support
the traditional lifestyles of the indigenous peoples
of the North, education projects, healthcare
services and small and medium-sized businesses.
Source: Company data

Chukotka Autonomous
District

Pevek

Anadyr

Dvoinoye
450 km

430 km

Kupol
Kamchatka Territory

1,200 km

Moscow

6,400 km

Republic of Sakha
(Yakutia)

Magadan
Region

Magadan
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Findings
The amendments to Law No.
2395-1 “On Subsoil” that restrict
foreign investment in deposits
with federal status have adversely
affected both the investment
attractiveness of the gold mining
industry and the ability of
local producers to raise foreign
financing.

The amendments establishing a 50-tonne threshold have had an
adverse impact on the investment attractiveness of the gold mining
industry. The share of FDI in the mining sector and the annual
average number of M&A deals have decreased by factors of 1.5 and
2, respectively.

Raising or eliminating the
threshold could significantly
improve access to foreign capital
and drive exploration spending.

Considering that, apart from thresholds, the government has many
other means of controlling the operations of mining companies,
raising the threshold or eliminating it altogether would open up
more opportunities for attracting foreign capital and developing
remote areas like Siberia and the Russian Far East, provide access
to innovative technologies and foreign investments and drive
exploration spending. Domestic gold producers are keen on attracting
capital and partnering with foreign companies, which is confirmed by
the findings of the annual EY Gold Survey.

If the threshold is increased to
200 tonnes, with the time horizon
of 2018-2041, the potential added
value may include GDP growth
by up to USD 136 billion, up to
61 thousand new jobs and an
increase in exploration spending
in the gold mining industry
from USD 137 million to USD 354
million.

For the above scenarios of a threshold increase, the effects on GDP
and Russia’s consolidated budget were estimated provided that
foreign investments would be attracted to develop the deposits
covered in the Study.

The amendments have resulted in a much longer licensing process
and have therefore restricted access to foreign capital for gold
producers, and the threshold itself is perceived by investors as a
major financial and administrative risks.

In the scenario of raising the threshold to 200 tonnes, the analyzed
projects could potentially increase GDP by USD 34 billion to USD
136 billion in 2018-2041. Potential added value may also include
15 thousand to 61 thousand new jobs and USD 4 billion to USD 17
billion in additional household income (salaries, including social and
pension payments and personal income tax), attributed directly to
the implementation of the projects in 2018-2041.

A revision of the 50-tonne threshold will provide potential for the attraction of additional foreign investments
in gold mining projects in Russia, drive exploration spending and generate social and economic benefits for
the country.
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