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Petropavlovsk at a Glance

Petropavlovsk is one of the leading Russian gold producers with a strong portfolio  
of assets and a proven track record of developing projects from the early exploration 
“greenfield” stage into successful producing operations. This key strength of the 
Group has ensured consistent year-on-year growth in gold production since it first 
listed on the London Stock Exchange in 2002, creating value over that period for its 
stakeholders in the Russian Far East and its shareholders worldwide. 

Major Russian producer  
Record gold production in 2010 ensured  
the Group remains one of Russia’s top three 
gold producers 

Assets  
Strong portfolio of assets in exploration, 
development and production in several 
regions of Russia

Team 
Experienced key management team,  
a number of whom have been with the  
Group for many years

Production growth  
Proven track record of year-on-year 
production growth since listing in 2002 

Gold Reserves & Resources 
9.1Moz of Ore Reserves and 23.1Moz  
of Mineral Resources in accordance with  
the JORC Code (2004)  

Potential   
In-house expertise to develop assets from 
greenfield stage to production  

Experience     
17 years’ experience of operating in the Amur 
region, Russian Far East  

IRC     
Petropavlovsk has a 65.6% stake in IRC 
Limited. IRC is a producer and developer of 
industrial commodities  
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1  Pioneer
The Group acquired the Pioneer 
licence when it was a greenfield 
stage project and commissioned 
the mine just seven years later,  
in 2008.  
See page 34

2  Pokrovskiy 
The Group’s first gold mine. 
Acquired as an early stage asset in 
1994, it was developed in-house 
and commissioned in 1999.  
See page 36
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3  Malomir
The Group’s first mine in its north- 
east Amur cluster of assets was 
acquired as an early exploration 
stage project in 2003 and 
commissioned in August 2010.   
See page 38

4  Albyn
The Group’s next major mining 
project to come on stream. 
Located in close proximity to 
Malomir, it is being developed 
for commissioning in the fourth 
quarter of 2011. 
See page 40

Petropavlovsk’s Assets

Petropavlovsk operates in ten regions across Russia but its key 
assets are located in the Amur region in the Russian Far East,  
which borders China. The Amur region is located across an ancient 
tectonic plate boundary and consequently is one of Russia’s 
leading gold-producing and mineral-rich regions. The region covers 
approximately 361,600km² and has well developed infrastructure. 



2010 at a Glance

A transitional year for the Group  
as Petropavlovsk continues to evolve  
into a world-class multi-mine operator
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Record total attributable gold production  
Full year production* of 506,800oz, up 4%  
on 2009 production and eighth consecutive  
year of production growth 

Third major gold mine commissioned  
Malomir commissioned on schedule in August 
2010, using predominantly in-house expertise 
 

Additional milling line at Pioneer commissioned  
Milling line commissioned on schedule  
in April 2010, increasing plant capacity  
by c.80% to 5.0Mtpa 

Exploration success  
Significant increases in JORC Ore Reserves 
attributable to successful exploration and new 
acquisitions completed in 2010 

Development success    
Work towards commissioning the Albyn  
gold mine and additional processing facility  
at Malomir is on schedule 

Listing of IRC Limited 
Listing of the former Non-Precious Metals  
Division on the Stock Exchange of Hong Kong 
Limited raised gross proceeds of approximately 
US$240 million 

*  Full definition of attributable gold production as stated here and throughout this document may be found on page 75.
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Building a Russian Mining Champion

As a result of this strategy of organic growth, the Group’s 
annual total attributable gold production has increased 625% 
to 506,800oz since the Company’s shares were first admitted 
to trading on the Alternative Investment Market of the London 
Stock Exchange (“AIM”)  in 2002 as Peter Hambro Mining Plc. 
Now listed on the Main Market as Petropavlovsk PLC, the 
Company’s market capitalisation as at 31 December 2010 
was £2,150 million (US$3,354 million), placing it in the top 
quartile of the FTSE 250. The Group is one of Russia’s top 
three gold producers.  

Currently, Petropavlovsk has more than 30 projects at various 
stages of exploration, development and production across 
Russia. Petropavlovsk’s key projects are located in the Amur 
region, in the Russian Far East. The region offers an excellent 
base for Petropavlovsk; possessing vast mineral wealth, good 
infrastructure links and a long-standing mining tradition. 
Petropavlovsk is also active in a further nine prospective 
regions of Russia. 

To date, the Group has commissioned three open-pit hard-
rock gold mines, Pokrovskiy, Pioneer and Malomir, and it is 
currently on schedule to launch its fourth mine, Albyn, during 
the final quarter of 2011. Acquired as pre-development and 
early-stage exploration targets, these projects were developed 
utilising the Group’s in-house expertise for exploration, 
engineering and construction.   

The Group uses a phased approach in the development of its 
assets; the mines are developed in stages with initial revenues 
being used to expand project capacities. After commissioning, 
extensive exploration is conducted in the surrounding areas of 
the deposit to prove additional reserves. 

Petropavlovsk is investing in the future by operating an active 
exploration and development programme to sustain growth.  
In 2010, this work focused mainly on prospective areas within 
close proximity to Petropavlovsk’s producing mines, with the 
successful results from this exploration work providing an 
immediate boost to the longevity and NPV of these projects. 
Petropavlovsk also undertook exploration work at a number  
of other assets, including at its newly-acquired projects in the 
Krasnoyarsk region and elsewhere. 

The majority of Petropavlovsk’s key operational management 
team members are local to the regions in which they operate 
and consequently possess a significant amount of regional 
knowledge which has proven to be invaluable to the Group’s 
development. The Group is proud to contribute to the training 
of future generations of specialists through its various 
education programmes.

Reserves and Resources
During 2010, Proven and Probable Ore Reserves in 
accordance with the guidelines of the JORC Code (2004) 
increased by 36%, from 6.7Moz of gold at an average grade 
of 1.26g/t Au in 164Mt of ore to 9.1Moz of gold at an average 
grade of 1.17g/t Au in 243Mt of ore. The increase in Ore 
Reserves is attributable to the successful exploration 
programme conducted by the Group during 2010 at its 
principal assets, predominantly at Malomir and Pioneer,  
as well as evaluation of Proven and Probable Ore Reserves  
for Petropavlovskoye in the Yamal Region (Northern Russia).  
Both 2010 and 2011 estimates were completed using a 
long-term gold price of US$1,000/oz. Total Mineral Resources 
have increased by 96%, from 11.8Moz of gold at an average 
grade of 1.23g/t Au, in 300Mt of mineralised material to 
23.1Moz of gold at an average grade of 0.98g/t Au, in 732Mt 
of mineralised material. Of the 23.1Moz, 12.8Moz are 
Measured and Indicated and 10.3Moz are Inferred Mineral 
Resources. The reported uplift in Ore Reserves and Mineral 
Resources has been achieved notwithstanding depletion of 
c.490koz of gold through production at Pokrovskiy, Pioneer 
and Malomir mines during 2010.

IRC Limited
IRC is the Group’s former Non Precious Metals Division. 
Petropavlovsk has a 65.6% holding stake in IRC Limited, 
which has been listed on the Stock Exchange of Hong Kong 
Limited since 21 October 2010. IRC Limited had a market 
capitalisation as at 31 December 2010 of approximately 
US$614 million. 

Since its inception in 1994, Petropavlovsk 
has been focused on developing greenfield 
sites into fully-fledged producing gold 
mines in a cost-efficient manner with the 
aim of creating value for shareholders by 
delivering consistent year-on-year 
production growth. 
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Assets
Petropavlovsk has a portfolio of 135 licences 
belonging to more than 30 gold projects across 
Russia and covering an area of approximately 
20,000km2. Petropavlovsk’s policy of developing 
these assets in-house helps to ensure that it will  
be able to sustain gold production growth in the 
long-term and in a cost-efficient manner.

Teams and skills
The Group’s specialists possess a range of 
professional skills, knowledge of the Russian gold 
mining industry and an understanding of local 
conditions. The Group is committed to advancing its 
team and encouraging younger generations through 
its support of training and education programmes.  

Growth
Petropavlovsk’s strategy of developing its assets 
in-house in a cost-effective manner has been  
key to its consistent year-on-year growth in gold 
production. The Group’s total annual attributable 
gold production has increased 625% since 2002 
and its 2002 to 2010 compound annual growth 
rate of attributable production stands at 28%.

9.1Moz
of Proven and Probable Ore Reserves

23.1Moz 
of total Mineral Resources 

11,789 
average number of Group employees 
in Russia in 2010 

126 
126 students admitted to Petropavlovsk’s 
Pokrovskiy Mining College last year

3 
gold mines developed in-house from 
early-stage projects

87,000 
geological samples analysed by 
Irigiredmet in 2010  

Over 2.7Moz
produced since 1999 

506,800oz 
total attributable gold production  
for 2010 

Technology and innovation
The Group’s technological expertise is provided  
by one of Russia’s leading mining engineering 
institutions, OJSC Irgiredmet, a leading research 
centre, LLC NIC Gidrometallurgiya, an in-house 
geological modelling department, a network of 
laboratories, a pilot plant, and engineering and 
construction subsidiaries. 
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1999 
First gold is produced 

1994 
Petropavlovsk was founded 

Petropavlovsk was founded in 1994 when Peter Hambro 
(now Chairman) cooperated with Pavel Maslovskiy  
(now Chief Executive Officer) to develop a 
highly-prospective, under-developed gold project in  
the Amur region in the Russian Far East. They became 
business partners and began to amass a strong team  
of mining experts, whilst seeking project finance.  
This early-stage project became one of the most 
successful gold mines in the Russian Far East, the 
Pokrovskiy mine, which to date has produced more  
than 1.6Moz of gold and is still contributing to a sizeable 
proportion of the Group’s production.

Petropavlovsk’s History

The Petropavlovsk story began 17 years ago  
as one undeveloped project in a remote region of Russia.  
Since then, Petropavlosk has grown from strength  
to strength and is now a major Russian multi-mine  
gold producer. 

Between 1994 and 1999 exploration and construction 
work was conducted and preliminary finance was 
raised. The professionalism and hard work of the 
Group’s management team, many of whom are 
still with Petropavlosk today, helped to ensure the 
success of the Group during those early years. 
Pokrovskiy produced its first gold using heap-leach 
technology in September 1999. A third stage crushing 
and screening was introduced in 2000 for handling 
harder ore. In 2002 the resin-in-pulp (“RIP”) processing 
plant was successfully commissioned. 
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2010 and beyond 
Building a mining champion 

2002 
Admission to AIM 

The Company’s shares were admitted to trading on 
AIM as Peter Hambro Mining Plc on 29 April 2002. 
Petropavlovsk thereby became one of the first Russian 
businesses to be admitted to trading on AIM. Since 
then, Petropavlovsk has expanded into a multi-mine gold 
producer and a major developer of Russian gold-mining 
projects. In 2009, the Company successfully moved to 
the Main Market of the London Stock Exchange and 
entered the FTSE 250. Also during 2009, the Company 
rebranded as Petropavlovsk PLC to reinforce its  
Russian focus. 

Having produced 506,800oz of gold in 2010,  
the Group reinforced its position as one of the largest 
gold producers in Russia. Petropavlovsk operates three 
hard-rock open-pit gold mines, alluvial operations and 
a joint venture and is developing more than 30 projects 
located in 10 regions of Russia thanks to its specialist  
in-house expertise. The Group’s 65.6%-owned 
subsidiary, IRC, is producing and developing industrial 
commodities. With the commissioning of Petropavlovsk’s 
fourth hard-rock gold mine scheduled for the end of 
2011, the Group is very well positioned for further growth. 

5,891% 
increase in market capitalisation  
since listing in 2002

625%
increase in annual gold production 
since listing in 2002
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2010 in perspective

We ended the year with total gold production of 506,800oz, a 4% 
increase on 2009. The growth in production is partly attributable to 
increased capacity at Pioneer and the launch of our latest project, 
Malomir. Together with Pokrovskiy and Omchak, these assets formed 
the core of Petropavlovsk’s producing gold mining operations in 2010. 
Total gold revenue advanced to US$557.9 million, a 31% increase on 
2009, supported by a continued strong momentum in the gold price. 
Whilst the full year production figure is significantly lower than the target 
we initially set, it is still another consecutive annual production increase. 

In April 2010, we upgraded the processing capacity at our flagship mine, 
Pioneer, with the addition of a third production line, increasing the 
throughput capacity of the plant to 420,000 tonnes per month. As a result, 
Pioneer is now a significant bulk-tonnage operation. In August 2010, our 
Malomir mine and plant were launched, with the new plant achieving a 
capacity of 55,000 tonnes per month shortly after commissioning. 

As an extensive expansion programme progressed through 2010, 
Petropavlovsk tackled a number of operational challenges. At Pokrovskiy, 
stabilisation of the southern pit wall impacted, albeit not significantly,  
on our production capability. Nevertheless, during 2010, 6.2 million m3  
of material was moved at the site (up 114% on 2009), 1.7 million tonnes 
of ore were mined (down 10% on 2009 as Pokrovskiy is a maturing 
asset) and 1.7 million tonnes were milled (down 1% on 2009).  
Delays in the delivery of key 15m3 excavator equipment in combination 
with adverse weather, including extreme cold and subsequent flooding  
at the Pioneer mine, caused disruption to the mining schedule.  
This meant that the increased capacity of the plant was used to process 
lower grades of ore than scheduled, resulting in reduced production for 
the year. Nonetheless, it is worth remembering that the underlying gold 
deposits are still there to be excavated and sold to the market, with the 
price increasing by 29% in the last year.

2010 marked a transitional phase  
for the Group: a year of both challenges 
and achievements, as it evolves  
into a world-class multi-mine operator. 

Chairman’s Statement
Peter Hambro

Petropavlovsk Annual Report 2010



Board changes, management restructuring  
and new committees
Following a strategic review, I am pleased to welcome the appointment 
of three experienced executives to the Board. Dr. Alfiya (Alya) 
Samokhvalova joined as Strategic Director, Mr. Andrey Maruta as 
Finance Director, Russia, and Mr. Martin Smith as Technical Director. 
Each of these individuals brings with them a deep understanding  
of the Company and its operations. The Board looks forward to 
drawing on their valuable expertise and detailed knowledge in 
helping Petropavlovsk to achieve its objectives as it continues in  
its evolution as a major gold producer. I also wish to welcome  
Dr. Graham Birch into his new role as Senior Independent 
Non-Executive Director.

On behalf of the Board, I would like to record our special thanks to  
Mr. Peter Hill-Wood, who will retire as a Non-Executive Director at the 
Company’s forthcoming AGM. He joined us in 2003 and his sound 
common sense, enthusiasm, and encouragement have been of great 
assistance. Being at various times, Chairman of the Audit Committee 
and Senior Non-Executive Director, was very different from his day job 
as Chairman of Arsenal Football Club but, in spite of this, we have 
benefited hugely from his active participation and instinctive feel for the 
right way of doing things. We will miss him very much.

The gold market
The gold price reached new nominal highs in 2010. Having started the 
year at US$1,088, and with an intra day high of US$1,431 in December, 
the precious metal closed the year at US$1,406, an increase of 29% 
over 2009 prices.

The rise in the price of gold has been underpinned by the precious 
metal’s appeal as an alternative monetary asset, as a hedge against 
inflation, sovereign risk and weaker currencies and also as a store  
of value during times of uncertainty. Aside from investment demand, 
gold also continued to benefit from purchases by central banks as well 
as renewed demand in the jewellery, industrial and retail sector. 

Amidst fiscal imbalances and quantitative easing policies introduced 
by central banks to stimulate economic recovery, there are reasons 
to consider that gold may find further momentum in 2011. With this  
in mind, it is worth noting that, in real terms, the gold price is well below 
its all-time high of US$2,399 (January 1980). As an unhedged gold 
producer, Petropavlovsk is well positioned to take advantage of further 
strength in the gold price going forward. 

Share price performance and dividend 
Petropavlovsk’s share price appreciated by 11.5% between 1 January 
and 31 December 2010, which the Board believes to be a fair 
performance given the operational challenges we tackled. However,  
our share price is subject to market risks and past performance cannot 
be relied on as a guide to future performance.

Paying a dividend, in our view, is the hallmark of a strong and confident 
business. We are confident that the long term fundamentals of the 
Group are robust and we wish to reward shareholders as the business 
prospers and develops, striking a balance between returning profit to 
shareholders and reinvesting capital back into the business. I am 
pleased that the Board paid an interim dividend of £0.03 per share  
and resolved to recommend a final dividend of £0.07 per share.

Our people
Human capital is the most important aspect of every successful 
business. On behalf of the Board of Directors, I wish to express my 
gratitude to all the Group’s employees, who continue to work with 
tireless commitment and enthusiasm, driving our ambitions forward.

The road ahead 
This year’s accomplishments have positioned the Group for its next 
phase of development and growth and we believe that our prospects 
remain encouraging. In particular, our investment in iron ore concentrate 
production, through IRC, gives us great confidence. As we look to the 
future and continue to execute our strategy, we will be guided by 
conservatism in our forecasts, greater consistency in our operations, 
as well as ensuring contingency plans are in place and that investors 
continue to benefit from frequent and transparent communications.

Since Pavel and I founded this business in 1994, our vision has always 
been to build Russia’s Far East mining champion. More than 2.7 million 
ounces of gold later and as one of Russia’s largest gold producers,  
our vision continues to stand strong.

Peter Hambro
Chairman

 2010 is Petropavlovsk’s 8th consecutive year of production growth 
 Steps taken during 2010 to overcome operational challenges
 Prospective new licences acquired
 Gold price reaches new nominal highs, closing at US$1,406 in 2010
 Petropavlovsk’s share price appreciated 11.5% during 2010

506,800oz 
2010 attributable gold production

28% 
gold production CAGR of 28%  
(2002 – 2010)
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During 2010 the Group encountered 
numerous challenges, but also delivered 
record gold production, record revenues, 
new mines, a strong balance sheet  
and significant additions to our reserves 
and resources.

Operating results
As a vertically integrated mining business, a significant part of what  
we have accomplished has been planned and executed in-house. 
Several achievements are worthy of particular mention this year.  
The commissioning of a third milling line at our flagship Pioneer mine,  
has transformed the site into a significant bulk-tonnage operation, 
capable of processing in excess of 5 million tonnes of ore annually. 
During 2010, 19.6 million m3 of material was moved at Pioneer  
(up 116% on 2009), 3.9 million tonnes of ore were mined (up 203% 
on 2009) and 3.9 million tonnes were milled (up 263% on 2009).

In addition to the substantial expansion of capacity at Pioneer,  
in August 2010, our Malomir mine and plant were launched. This was  
a remarkable achievement, given the remote location of the asset and 
the infrastructure challenges it presented. Malomir’s first line began 
operating in August 2010, with work on the second phase of the plant 
continuing in parallel. Commissioning of the second line is scheduled for 
the second half of 2011. 

We are proud to have delivered both of these gold projects on schedule 
and look forward to their contribution in years to come. Looking ahead, 
we endeavour to replicate our success in commissioning quality assets 
with the planned launch of our fourth mine Albyn, in the fourth quarter  
of 2011.

Although this was a record for us, the 2010 production figure  
was significantly below our initial production forecast range due to 
operational challenges, some of which were beyond our control,  
and the hurdle of moving to a seamless multi-mine operation. Whilst we 
faced a number of challenges, these should be kept in perspective.

At Pokrovskiy, we experienced movement in the southern wall of  
the main pit, the stabilisation of which impacted on the mining schedule. 

Chief Executive Officer’s Statement
Dr Pavel Maslovskiy

Petropavlovsk Annual Report 2010



At Pioneer, mining capacity suffered due to a delay in the delivery  
of key 15m3 excavator equipment and adverse weather. The three 
delayed excavators translated into a lower volume of stripping work, 
temporarily delaying the Group’s ability to access higher grade ore.  
The consequent processing of lower grade ore resulted in a production 
shortfall against our initial gold production target. 

Production at the newly commissioned Malomir mine was lower than 
originally envisaged due to the complicated structure of the upper levels 
of the Quartzitovoye ore body, surrounded by lower grade material, 
resulting in lower than expected grades being processed through the mill.

Costs
The Group’s total cash costs for hard-rock deposits in 2010 were 
US$558/oz, an increase of 84% compared to 2009, principally due  
to a 55% decrease in mined and processed grades at Pioneer and 
start up costs at Malomir. The increase in costs was partially offset  
by the increase in the average gold price realised and an increase  
in the physical volume of gold sold. 

New licence acquisitions
As an organically grown producer, the acquisition of prospective new 
licences and subsequent exploration of these is a key focus in our 
strategy. During 2010, the Group acquired new licences covering an area 
totalling c.3,279km2 in the Amur, Krasnoyarsk, Irkutsk and Yamal regions, 
as well as the EAO. We look forward to exploring these prospective 
assets in due course. On 22 February 2011, the Group acquired a gold 
exploration licence, covering an area of 44.6km2, in Mazaruni Mining District 
No.3, Guyana, for the cash consideration of US$0.15 million.

Reserves and resources
We continued to actively build our gold reserves and rescources base 
during 2010, with Proven and Probable Ore Reserves increasing by 
36% and Mineral Resources by 96%. In accordance with the JORC 
Code (2004), Petropavlovsk now has 9.1Moz of Proven and Probable 
Reserves (compared to 6.7Moz reported in 2010), 12.8Moz of 
Measured and Indicated Resources (compared to 8.2Moz reported  
in 2010) and 10.3Moz of Inferred Resources (compared to 3.7Moz 
reported in 2010). The additional reserves and resources are attributable 
to both exploration work at existing sites as well as value generating 
acquisitions. As in the past, future exploration will continue to be a key 
driver of our strategy and an effective way to convert quality reserves 
and resources into cost-effective gold ounces.

Corporate highlights
In February, the Group took advantage of comparatively low market 
interest rates by issuing a US$380 million 4.00% guaranteed convertible 
bond maturing February 2015. The funds received have strengthened 
our balance sheet and were mostly invested in prospective exploration 
and development work to deliver future production growth. 

During H2 2010, the Group increased its total holding in CJSC ZRK 
Omchak to 90%. Accordingly Omchak has become a subsidiary and 
production from Omchak during H2 2010 was 100% attributable to the 
Group. Production from Omchak for H1 2010 and for 2009 was 50% 
attributable to the Group. 

I am pleased to report that the Group’s former Non-Precious  
Metals Division, IRC, was listed on the Stock Exchange of Hong Kong 
Limited in October 2010, raising gross proceeds of approximately 
US$240 million. IRC’s IPO was a commercial opportunity that helped  
us to realise the value of our non-precious metals operations and to 
partially spin-off the division, leaving us to concentrate on our core 
business of gold exploration, development and production, while 
retaining an interest of 65.6%. In December 2010, a subsidiary of IRC 
entered into a US$340m loan facility with the Industrial and Commercial 
Bank of China Limited (“ICBC”). The loan will be used towards funding 
the construction of IRC’s mining operations at K&S with production 
commencing in 2013. In the same month, IRC also entered into  
a contract with China National Electric Engineering Company Limited 
(“CNEEC”), a major Chinese state-owned contractor, for the design and 
construction of mining and processing operations at K&S, including  
a processing plant that will produce iron ore concentrate. 

Presidential visit
In July 2010, I was delighted to welcome the Russian President,  
Dmitry Medvedev, who honoured the Group with a visit to our 
metallurgical test plant in Blagoveschensk in the Amur region.  
During his visit, the President took part in a ceremony to celebrate  
the launch of the newly commissioned line at Pioneer and the 
processing facility at Kuranakh. 

2011 and beyond
2010 was a transitional year for the Group, its employees and 
shareholders. Petropavlovsk continues to evolve from a small-scale 
business into a multi-mine operation and this evolution has naturally 
presented some challenges. But with challenges come opportunities 
and the progress we made during 2010 has allowed us to build on  
our strong foundations, positioning the Group to deliver sustainable 
production growth in 2011 and beyond.

Dr Pavel Maslovskiy
Chief Executive Officer

 Third processing line at flagship Pioneer mine  
launched April 2010

 First processing line at Malomir launched August 2010
 Albyn on track for commissioning in the fourth quarter 

of 2011, as scheduled
 Successful IPO of IRC Limited on the Stock Exchange  

of Hong Kong Limited
 Significant uplift in gold Ore Reserves and Mineral 

Resources

600,000oz 
2011 attributable gold  
production forecast

Over 2.7Moz 
of gold produced since the  
Company was founded
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Chief Financial Officer’s Statement
Brian Egan

Financial highlights
 2010 2009 
 US$ million US$ million

Group Revenue 612.0 472.3
Operating profit before  
exceptional items 118.3 178.3
Underlying EBITDA before  
exceptional items, including IRC* 204.8 229.0
Net profit 23.0 144.8
Earnings per share (basic) US$0.11 US$0.98
Total cash cost per ounce  
for hard-rock mines US$558/oz US$303/oz
Total cash cost per ounce  
for alluvial operations US$862/oz US$769/oz

 At 31 December At 31 December 
 2010 2009 
 US$ million US$ million

Net debt  (171.1) (19.1)

*  Underlying EBITDA as defined on page 75.

Key changes in the Group structure
This year the Group completed a number of corporate transactions,  
the most significant of which are set out below.

 Historically, the Group held a 50% interest in Omchak, which was  
a joint venture arrangement of the Group. In July 2010, the Group 
completed the acquisition of a further 32.5% for the cash consideration 
of US$21.9 million and obtained control over Omchak. Accordingly, 
Omchak has become a subsidiary of the Group since that date.  
On 19 August 2010, the Group acquired a further 7.5% in Omchak  
for the cash consideration of US$5.1 million.

 On 15 July 2010, the Group acquired 100% of the share capital  
of LLC Iljinskoye, holder of exploration and mining rights for the 
Visokoe gold deposit, for the total cash consideration of US$35 million.

 On 21 October 2010, IRC was listed on the Stock Exchange of 
Hong Kong Limited. IRC issued an additional 1,040 million ordinary 
shares in the offering, or 30.93% of its issued share capital, and the 
Group retained an interest in 2,206 million ordinary shares, or 65.61% 
of the total issued shares of IRC. A further 3.46% of the total issued 
shares were retained within the Employee Benefit Trust operated in 
conjunction with the long-term incentive schemes of IRC Limited. The 
listing raised gross proceeds of c.US$240 million. This transaction has 
not resulted in any change in control over IRC and its subsidiaries. 
Accordingly, IRC continues to be consolidated in the Group’s 
consolidated financial statements. 
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Revenue
 2010 2009 
 US$ million US$ million

Revenue from precious metal operations 561.7 430.6
Revenue generated by IRC  25.8 6.6
Revenue from other operations 24.5 35.1
 612.0 472.3

Physical volumes of gold production and sales 
  2010 2009 
  oz oz

Gold sold from Pokrovskiy, Pioneer, Malomir  363,830     414,169
Gold sold from alluvial operations  81,518 24,046
Movement in gold in circuit and doré-bars  39,852(a) 10,385
Gold produced by subsidiaries of the Group(b)  485,200 448,600
Gold produced by joint ventures and investments(b) 21,600 38,200
Total attributable production  506,800 486,800

(a)  Attributed to high grades processed in December at Pokrovskiy, Pioneer and Malomir with subsequent recovery and sales expected in 2011.
(b)  In July 2010, Omchak became a subsidiary of the Group and production from Omchak is 100% attributable to the Group since the date of acquisition. Production from Omchak for the first half of 2010 and 

for 2009 was 50% attributable to the Group and was included in the amounts produced by joint ventures and investments.

Group revenue in 2010 was US$612.0 million, 30% higher than the 
US$472.3 million achieved in 2009.  

The increase in revenue was attributable to growth in revenue from the 
precious metals operations of 30% from US$430.6 million in 2009 to 
US$561.7 million in 2010. Gold remains the key commodity produced 
and sold by the Group, comprising 91% of total revenue generated 
during the year. The Group’s average gold price realised increased by 
29% from US$975/oz in 2009 to US$1,253/oz in 2010, which 
contributed to a US$122 million increase in revenue from the precious 
metals operations. The physical volume of gold sold increased by 2% 
from 438,215 ounces in 2009 to 445,348 ounces in 2010, which 
contributed to a further US$9 million increase in revenue from the 
precious metals operations. 

During the year, the Group commenced operations at Kuranakh and 
commercial sales of iron ore concentrate began in September 2010, 
contributing US$12.6 million to the Group’s total revenue in 2010.  
A further increase in revenue generated by IRC was through its mining 
research institute Giproruda, reflecting the recovery in the mining sector. 
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Exceptional items
The Group has disclosed separately exceptional items, being significant 
items of income and expense, which due to their nature or the expected 
infrequency of the events that give rise to these items should, in the 
opinion of the Directors, be disclosed separately to enable a better 
understanding of the financial performance of the Group. 

This year, the following items were considered as exceptional:

 US$34.9 million impairment charge against amounts invested in the 
Titanium Sponge Joint Venture due to deferral of the development  
of the processing plant and consequential uncertainty of the 
recoverability of the amounts invested to date following the decision 
of our former joint venture partner to withdraw from some of its 
non-core ventures including the Titanium Sponge Joint Venture;

 US$9.4 million listing costs incurred in relation to the listing of IRC  
on the Stock Exchange of Hong Kong Limited;

 US$28.9 million gain on the re-measuring of the Group’s existing 
interest in Omchak on acquisition of a controlling interest in that 
company in July 2010; and

 US$10.3 million finance costs being the agreed exit cost paid to 
facilitate the unwinding of the pre-IPO investment into IRC Limited in 
order to meet the requirements of the Stock Exchange of Hong Kong 
Limited placed on IRC Limited in connection with the listing. 

Disclosure of exceptional items involves representation of the comparative 
financial information for the year ended 31 December 2009 for those 
items that would be considered exceptional:

 US$4.5 million costs incurred in relation to the admission of 
Petropavlovsk PLC to the Main Board of London Stock Exchange; 
and

 US$23.7 million gain arising on the purchase of a total of US$127 
million nominal amount of the Group’s 7.0 per cent Gold Equivalent 
Exchangeable Bonds due 2012 at an average price of US$95.00  
plus accrued interest, a total of US$51.9 million nominal amount  
at an average price of US$109.00 plus accrued interest and a total  
of US$1.1 million nominal amount at an average price of US$104.00 
plus accrued interest and the related US$7.3 million deferred tax 
charge on this gain. 

The effect of exceptional items on operating profit and profit for the 
period is set out in the table below.

Chief Financial Officer’s Statement
continued

  2010  2009
 Before     Before
 exceptional items Exceptional items Total  exceptional items Exceptional items Total
 US$ million US$ million US$ million  US$ million US$ million US$ million

Operating profit 118.3 (15.4) 102.9  178.3 (4.5) 173.8
Profit for the period 48.7 (25.7) 23.0  132.9 11.9 144.8

EBITDA, operating profit and expenses
  2010 2009 
  US$ million US$ million

EBITDA before exceptional items  204.8 229.0
Depreciation, amortisation and impairment  (83.3) (44.8)
Foreign exchange losses  (3.2) (5.9)
Operating profit before exceptional items  118.3 178.3
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Precious Metals
This year, the precious metals operations generated an operating  
profit before exceptional items of US$214.7 million compared to 
US$251.6 million in 2009. The total cash cost per ounce for hard-rock 
mines was US$558/oz and the total cash cost per ounce for alluvial 
operations was US$862/oz, resulting in the average total cash cost per 
ounce for the Group of US$617/oz. The average total cash cost per 
ounce for the Group increased compared to US$331/oz in 2009, 
mainly due to the lower grades of ore mined and processed at 
Pokrovskiy and Pioneer in 2010. This was partially offset by the increase 
in average gold price realised and the increase in physical volume of 
gold sold, resulting in a net US$1.4 million increase in the operating 
cash profit. An increase in depreciation due to higher volumes of ore 
processed and a reduction in the grade of ore delivered resulted in a 
further US$28.1 million decrease in the operating profit. The remaining 
US$10.2 million decrease in the operating profit before exceptional 
items for the precious metals operations is due to impairment charges 
and the Group’s share of results in joint ventures. 

The key components of the operating cash expenses are wages, 
electricity, diesel, chemical reagents and consumables, as set out in the 
table below. The key cost drivers affecting the operating cash expenses 
were Rouble inflation, fluctuations in Rouble to US Dollar exchange rate 
and lower grades of ore mined and processed.

Compared to 2009, electricity costs increased by 16%, cost of chemical 
reagents increased in the range between 7% and 19%, cost of diesel 
increased by 12% and consumables prices increased by up to 3%,  
due to Rouble inflation, wages increased by 6%. The effects of Rouble 
price inflation were increased by the appreciation of the Rouble against 
the US Dollar by 5%, with the average exchange rate for the year going 
from 32 Roubles per US Dollar in 2009 to 30.4 Roubles per US Dollar  
in 2010.

At Pioneer we successfully reduced processing costs by 41% from 
US$40/tonne to US$24/tonne, taking advantage of economies of scale. 

Refinery and transportation costs are variable costs dependent on the 
production volume and royalties, comprising 6% of the gold price,  
are variable costs dependent on the production volume and the gold  
price realised.

Operating profit before exceptional items, as contributed by business segments, is set out below.
  2010 2009 
  US$ million US$ million

Precious metals  214.7 251.6
IRC  (13.9) (6.8)
Other  (15.2) (11.0)
Operating profit before exceptional items as contributed by business segments  185.6 233.8
Central administration  (64.1) (49.6)
Foreign exchange losses  (3.2) (5.9) 
Operating profit before exceptional items   118.3 178.3

  2010 2009 
  US$ million US$ million

Staff cost  76.3 38.4
Materials  73.0 39.6
Fuel  32.5 15.4
Electricity  19.6 8.1
Other external services  38.6 8.0
Other operating expenses  21.0 11.9
  261.0 121.4
Movement in work in progress and bullion in process attributable to gold production  (35.3) (17.0)
Total operating cash expenses   225.7 104.4
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IRC
IRC generated a loss before exceptional items of US$13.9 million 
compared to a US$6.8 million loss in 2009, primarily due to higher 
operating costs attributable to the commencement of operations  
at the Kuranakh processing plant in the second half of 2010. 

Other
Other operations comprise the in-house geological exploration  
expertise and the in-house construction and engineering expertise, 
supporting the precious metals operations, as well as procurement  
of materials such as reagents and consumables and equipment.  
The US$15.2 million segment loss related to the cost of running  
these operations. 

Chief Financial Officer’s Statement
continued

 
 
 
 
 
  Hard-rock mines  Alluvial  2010 2009
 Pioneer Pokrovskiy Malomir Operations Other Total Total 
 US$ million US$ million US$ million US$ million US$ million US$ million US$ million

Physical volume of         
gold sold, oz  202,249 137,003 24,578 80,506 1,012 445,348 438,215
Revenue
Gold  250.4 169.7 34.0 102.5 1.3 557.9 426.9
Silver 3.2 0.5 – 0.1 – 3.8 2.9
Other – – – – – – 0.8
 253.6 170.2 34.0 102.6 1.3 561.7 430.6
Expenses
Operating cash expenses  94.6 58.4 8.5 62.2 2.0 225.7 104.4 
Refinery and transportation 1.7 1.0 0.1 0.7 – 3.5 3.3
Other taxes 2.9 2.0 1.0 0.6 0.1 6.6 3.5
Operating cash costs 99.2 61.4 9.6 63.5 2.1 235.8 111.2
Operating cash cost  
per oz, US$ 490 448 386 789 – 529 254
Royalties 15.0 10.1 2.1 5.9 0.1 33.2 24.2
Deferred stripping costs – 5.8 – – – 5.8 9.7
Total cash costs 114.2 77.3 11.7 69.4 2.2 274.8 145.1
Total cash cost per oz for  
hard-rock mines, US$ 565 564 473 – – 558 303
Total cash cost per oz for  
alluvial operations, US$ – – – 862 – 862 769
Average total cash cost  
per oz, US$      617 331
Depreciation and amortisation 28.8 21.3 3.4 6.7 0.1 60.3 32.2
Impairment – – – 0.2 8.7 8.9 4.2
Operating expenses      344.0 181.5
Share of results in  
joint ventures      (3.0) 2.5 
Result of precious metals  
operations before  
exceptional items       214.7 251.6 

EBITDA, operating profit and expenses continued
Precious Metals continued 
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Central administration expenses
The Group has corporate offices in London, Hong Kong, Moscow 
and Blagoveschensk which together represent the central 
administration function. Central administration expenses before 
exceptional items increased by US$14.5 million from US$49.6 million 
in 2009 to US$64.1 million in 2010. IRC contributed US$9.7 million  
to the increase in central administration expenses primarily due to the 
establishment of IRC’s Hong Kong headquarters, as well as due to 
an increase in professional fees, attributable to audit, legal and 
consultancy fees paid. 

Interest income and expense 
  2010 2009 
  US$ million US$ million

Interest income   6.5 7.7

  2010 2009 
  US$ million US$ million

Interest expense  37.8 21.5
Less interest capitalised   (7.2) (14.7)
Other  1.6 0.3
  32.2 7.1

The Group earned interest income on loans issued to Venezuela 
Holdings Limited, a subsidiary of Rusoro Mining Limited (“Rusoro”)  
as well as joint ventures within the precious metals operations, the 
Omchak Joint Venture (prior to its acquisition by the Group in July 2010) 
and Odolgo Joint Venture, and on the proceeds from the issue of 
US$380 million convertible bonds placed on cash deposits with banks. 

Interest expense increased by US$25.1 million from US$7.1 million  
in 2009 to US$32.2 million in 2010. Interest expense for the year 
comprised of US$23.3 million effective interest on the convertible 
bonds, US$7.3 million effective interest on the US$150 million facility 
agreement and US$7.2 million interest on other facilities. A further 
US$7.2 million of interest expense was capitalised as part of  
mine development costs within property, plant and equipment  
(2009: US$14.7 million).  

Taxation
  2010 2009 
  US$ million US$ million

Current tax   23.4 39.2
Deferred tax  22.8 13.4
  46.2 52.6
 
The Group pays corporation tax under the UK, Russia and Cyprus  
tax legislation. 

The total tax charge for the year comprised US$46.2 million, arising 
primarily in relation to the Group’s precious metals operations. The high 
tax charge relative to the consolidated profit before tax of US$69.2 
million was mainly due to the current period tax losses represented by 
central administration costs, operating losses of IRC and other 
operations for which no deferred income tax asset was recognised,  
a US$34.9 million impairment charge against amounts invested in the 
Titanium Sponge Joint Venture and other impairment charges as well as 
expenses incurred in relation to the listing of IRC Limited on the Stock 
Exchange of Hong Kong Limited for which no tax relief was available. 

This year, the Group made corporation tax payments in aggregate of 
US$15.4 million in Russia. 

Basic earnings per share for the year ended 31 December 2010 was 
US$0.11 compared to US$0.98 in 2009. The key factors affecting the 
basic earnings per share were the decrease of net profit for the period 
attributable to equity holders of Petropavlovsk PLC from US$143.2 
million in 2009 to US$19.8 million in 2010 and the increase in the 
weighted average number of Ordinary Shares in issue during the year 
from 146,701,446 in 2009 to 183,815,830 in 2010. This increase in the 

weighted average number of Ordinary Shares was due to the exercise 
of warrants in June 2010 resulting in the issue of 5,755,326 Ordinary 
Shares as well as the time apportionment of the total 100,924,715 
Ordinary Shares issued during the year 2009. The total number of 
Ordinary Shares in issue as at 31 December 2010 was 187,860,093 
(31 December 2009: 182,079,767).

Earnings per share 
  2010 2009

Profit for the period attributable to equity holders of Petropavlovsk PLC US$19.8m US$143.2m 
Weighted average number of Ordinary Shares  183,815,830    146,701,446 
Basic earnings per share  US$0.11 US$0.98
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Net cash generated from operations comprised US$38.3 million, primarily 
reflecting US$195.5 million total EBITDA offset by US$120.8 million used 
to finance working capital and a further US$26.8 million interest payments 
and US$15.4 million corporation tax payments. 

The Group’s investment in working capital of US$120.8 million is 
analysed as follows:

 US$75.8 million was invested in inventories, of which US$45 million 
was attributed to stripping made in advance of future ore mining and 
US$9 million to work in progress. Commencement of operations at 
Malomir and Kuranakh and the expansion of Pioneer resulted in a 
further increase in amounts invested in inventories. 

 Accounts receivable increased by US$64.4 million, primarily 
attributable to advances to suppliers and VAT recoverable. 

 The effect of the above was partially offset by a US$19.4 million 
increase in trade and other payables, primarily attributable to the 
increase in trade payables.

In June 2010, holders of 5,755,326 warrants exercised their rights  
to subscribe for Ordinary Shares in the Company at an exercise price  
of US$17.59. Accordingly, the Group raised US$101.2 million,  
which was partially used to repay the US$150m facility with ING Bank, 
Unicredit Bank, Raiffeisenbank, Société Générale and BNP. In June 2010, 
the Group also issued an additional 25,000 Ordinary Shares under the 
employee share option scheme which resulted in a further US$0.3 million 
of cash raised.    

In February 2010, the Group issued US$380 million 4.00% guaranteed 
convertible bonds due on 18 February 2015 (“the Bonds”). The Bonds 
were issued at par by the Company’s wholly owned subsidiary 
Petropavlovsk 2010 Limited and are guaranteed by the Company.  
The Bonds bear interest at the rate of 4.00% payable semi-annually  
in arrear and are convertible into redeemable preference shares of 
Petropavlovsk 2010 Limited which are guaranteed by and will be 
exchangeable immediately upon issuance for Ordinary Shares in the 
Company. The initial exchange price has been set at £12.9345 per 
Ordinary Share, subject to adjustment for certain events, for each 
US$100,000 principal amount of Bonds and the conversion initial rate  
of exchange has been fixed at US$1.6244 per £1. 

Key movements in cash and debt are set out below. 
 Cash Debt Net Debt 
 US$ million US$ million US$ million

At 1 January 2010 76.4 (95.5) (19.1)
Net cash generated by operating activities 38.3
Interim dividend paid (27.8)
Capital expenditure  (507.4)
Issue of US$380m convertible bonds due 2015  370.3(a) (310.6)(b)

Amounts drawn down under the US$150m facility (a) 18.2(c) (19.5)
Repayment of the US$150m facility (a) (60.8) 60.8
Amounts drawn down under other facilities, net 81.2 (81.2)
Issue of ordinary shares  101.5
IPO of IRC Limited 234.6
Acquisition of Omchak (11.5) (24.4)
Other cash and non-cash movements, net  8.0 (21.7)(d)

At 31 December 2010  321.0 (492.1) (171.1)

(a) Net of transaction costs.
(b)  The net proceeds received from the issue of the convertible bonds were split between the liability component and the equity component of US$59 million representing the fair value  

of the embedded option to convert the liability into equity of the Group. 
(c) Including payment for US$1.3 million transaction costs unpaid as at 31 December 2009. 
(d) Including US$11 million of interest expense, net of interest payments.

Chief Financial Officer’s Statement
continued

Financial position and cash flows 
  At 31 December At 31 December 
  2010 2009 
  US$ million US$ million

Cash and cash equivalents  321.0 76.4
Borrowings   (492.1) (95.5)
Net debt  (171.1) (19.1)
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 Exploration Development   
 expenditure expenditure Other CAPEX Total 
 US$ million US$ million US$ million US$ million

Pokrovskiy 3.0 – 17.4 20.4
Pioneer 14.4 79.7 – 94.1
Malomir 7.7 107.2 – 114.9
Albyn 11.8 48.7 – 60.5
Visokoe 2.2 – 35.0(a) 37.2
Yamal 6.6 – 0.7 7.3
Verkhnetisskaya 5.0 – 0.2 5.2
Other 11.0 – 17.5 28.5
Total invested in precious metals operations 61.7 235.6 70.8 368.1
Kuranakh – 45.7 – 45.7
K&S 5.6 58.9 – 64.5
Other 4.2 4.5 0.7 9.4
Total invested in IRC 9.8 109.1 0.7 119.6
Property, plant and equipment upgrade of in-house  
exploration, construction and engineering expertise  – – 19.7 19.7
Total 71.5 344.7 91.2 507.4
 
(a) Acquisition of the mining rights.

  31 December 31 December 
  2010 2009

GB Pounds Sterling (GBP: US$)  0.64 0.63
Russian Rouble (RUR : US$)  30.48 30.24

The Group recognised foreign exchange losses of US$3.2 million in 
2010 compared to US$5.9 million in 2009 arising primarily on Russian 
Rouble denominated net monetary assets and GB Pounds Sterling 
denominated net monetary liabilities.  

Subsequent events 
On 30 March 2011, the Board of Directors resolved to recommend  
a final dividend of £0.07 per share which is expected to result in the 
aggregate payment of £13.2 million. Subject to shareholder approval at 
the Annual General Meeting on 19 May 2011, the final dividend will be 
paid on 28 July 2011 to the shareholders on the register at the close of 
business on 1 July 2011. 

Going concern 
As set out in note 2.1 to the Consolidated Financial Statements on page 
43 of the accompanying Financial Statements, at the time when the 
Consolidated Financial Statements are authorised, there is a reasonable 
expectation that the Group has sufficient liquidity and adequate 
resources to continue operational existence for the foreseeable future. 
Accordingly, the Directors continue to adopt the going concern basis in 
preparing the Consolidated Financial Statements.

Capital expenditure
The Group spent an aggregate of US$507.4 million on its gold and iron 
projects compared to US$259.5 million invested in 2009. The key areas  
of focus this year were on the development of Malomir and completion  
of the third stage of the Pioneer and Kuranakh projects and ongoing 
exploration related to the Pokrovskiy, Pioneer, Malomir and Albyn projects.  

On 22 February 2011, the Group acquired a gold exploration licence, 
covering an area of 44.6km2, in Mazaruni Mining District No.3, Guyana,  
for the cash consideration of US$0.15 million.

Foreign currency exchange differences 
The principal subsidiaries have a US Dollar functional currency. Foreign 
exchange differences arise on translation of monetary assets and 
liabilities denominated in foreign currencies, which for the principal 
subsidiaries of the Group are Russian Rouble and GB Pounds Sterling. 

The following exchange rates to the US Dollar have been applied to 
translate monetary assets and liabilities denominated in foreign currencies.
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Petropavlovsk’s In-House Expertise 

Petropavlovsk uses its in-house expertise to support each 
stage of project development, to advance greenfield 
assets cost-effectively and efficiently into successfully 
producing mines. This strategy has progressed the Group 
from a developer of a single deposit to one of the largest 
gold producers in Russia.

Petropavlovsk has systems in place  
to develop unexplored “greenfield” 
licence areas into producing mines. 
All Petropavlovsk’s hard-rock gold 
mines were explored and developed 
utilising the Group’s in-house 
expertise which covers all stages of 
mine development from early stage 
exploration to commissioning and in 
turn, production. Petropavlovsk is 
able to draw on the extensive local 
knowledge of its geological teams to 
identify highly prospective acquisition 
targets for its portfolio.  

Exploration work is supported by 
a network of six State-accredited 
laboratories which operate in 
accordance with international 
practice and Russian standards 
to conduct assaying, metallurgical 
testing and analysis of samples to 
establish the gold grade, forms in 
which gold occurs and to decide 
on the most suitable method of 
extraction. The Group’s laboratories 
also assay samples from its operating 
mines to control the production 
process and for environmental 
monitoring purposes. The Group 
operates several research and 
development centres and a test 
processing plant, which researches 
optimal and cost-efficient methods  
of ore processing and gold extraction, 
particularly for refractory ores. 

Exploration Developing Greenfield Sites

Exploration work is conducted by the 
Group’s geologists and geophysicists 
and covers various methods including 
geological mapping, soil geochemistry, 
ground and down-hole geophysical 
surveying, drilling and trenching. Field data 
is evaluated and interpreted by in-house 
specialists in order to prepare reserves  
and resources estimates. The geological 
team is also responsible for grade control 
at the Pioneer, Pokrovskiy and Malomir 
mines. Petropavlovsk’s geological and 
exploration teams operate through 
specialist subsidiaries, Regis and 
Dalgeologiya, and are led by Nikolai 
Vlasov, Chief Geologist at CJSC 
Management Company Petropavlovsk, 
who has over 30 years’ experience of gold 
exploration and mining in the Amur region. 

Technological Support
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In-house expertise to support all stages  
of development, from greenfield site to  
gold production

3 
Gold mines developed in-house  
from early-stage projects

135 
Licences belonging to more than  
30 gold projects across Russia 

Mining at the Group’s three hard-rock, 
open-pit gold mines is conducted in 
accordance with a pre-determined  
mine plan and gold is extracted on-site 
using cyanide based resin-in-pulp or 
heap leach technologies. Petropavlovsk’s 
historical approach has been to expand 
the processing facilities in stages 
following the initial commissioning.  
This approach enables minimum 
pre-production capital costs and 
allows Petropavlovsk to focus on early 
cash flow. In addition to its hard-rock 
assets, the Group runs a number of 
alluvial operations either directly or with 
its joint venture partners. 

In 2010, the Group’s total 
attributable gold production 
was 506,800oz, making the 
Group one of the top three gold 
producers in Russia. Gold 
extracted at the Group’s 
operations is smelted into 16kg  
or 25kg doré bars. These are 
then securely sent along the 
Trans-Siberian and BAM 
railways to a refinery in 
Krasnoyarsk, Central Siberia 
and Ryazan region. The Group 
sells all the gold it produces at 
a London fix price excluding 
sales commission to Russian 
and Western banks. 

PHM Engineering is a subsidiary of  
the Group specialising in technical and 
feasibility studies and in designing and 
supervising the construction of many of  
the Group’s industrial facilities. In addition 
to PHM Engineering, the Group’s research 
institute, OJSC Irgiredmet, operates its 
own design centre. Construction work  
is carried out by the Group’s subsidiary, 
LLC Kapstroi, which was established in 
2005 in order to meet the Group’s 
construction needs and to streamline 
costs. Since then, Kapstroi has been 
responsible for completing all major 
construction work for the Group. 

Project Development, 
Engineering & Construction

Mining & Processing Gold Production
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“ The work of our geological team plays a very important role  
in developing the Group’s business. We have explored dozens  
of deposits and discovered new areas of mineralisation, which 
ensure that the Group will have a supply of mineral resources for 
many years to come. The main asset of the Amur region is its mineral 
resources. You can find any metal imaginable here – gold, iron, 
nickel, copper, tin, tungsten, molybdenum. If you cannot find some 
metals I guess no one has started looking for them yet! ”
Nikolai Gavrilovich Vlasov 
Chief Geologist, CJSC Management Company Petropavlovsk

Focus on Exploration
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Gold mining tradition 
Russia has a long-established tradition of gold mining dating back more 
than 250 years. However, it was not until the first half of the 19th century 
that hundreds of alluvial deposits were discovered and explored and the 
Russian gold mining industry began to flourish. 

After the abolition of serfdom in 1861, the alluvial gold mining industry 
began to move from artisanal to industrial production. By the end  
of the 19th century Russia had become one of the world’s leading  
gold producers.

The Russian gold mining industry continued to develop during the 
Soviet period until the collapse of the USSR in 1991. During the 1990s, 
the industry suffered from a lack of investment, which saw a decline in 
production until 2000, when annual output began to rise. 

Russia’s total gold production in 2010, excluding recycling and gold 
produced as a by-product, was 175 tonnes (5.6Moz), an increase of 
34% on production in 2000. 

Cultivating expertise 
Russia’s strong mining tradition has favoured the development of 
scientific and technical expertise which has led to the establishment  
of industry-respected research institutions, dedicated to surveying, 
sampling, mine planning and optimising mineral processing. 

Petropavlovsk has capitalised on this culture of expertise to fulfil its 
strategy of developing projects in-house. Over the years, Petropavlovsk 
has acquired some of Russia’s well-established mining institutions and 
founded some of its own. For example, OJSC Irgiredmet was 
established 140 years ago and acquired by the Group in 2006/2007. 

Today, it is a leading precious metals and diamonds research and 
development institute, working for the Group and conducting third-party 
work. LLC NIZ Gidrometallurgiya, a scientific research centre in 
St Petersburg, was acquired by the Group in 2008 and is researching 
new extraction technologies, particularly for the use on refractory ores.  

Legal environment 
Russia’s long history of mining has led to the development of a stringent  
legal and regulatory framework. 

Before exploration or mining activities take place, the law requires 
companies to obtain a licence from the State authorities. Licences may 
be obtained in open auction or tender and entitle the holder to conduct 
geological studies and/or mining within a certain timeframe. The licence 
may be renewed upon expiry with the consent of the licensing authority. 
The licence conditions also require the holder to conduct their work in line 
with certain environmental requirements. The holder must strictly follow 
and operate within the specified licence conditions and submit regular 
reports on all exploration and/or mining activities conducted and details  
of environmental monitoring on a regular basis for State inspection. 

At the end of 2010, Petropavlovsk held 135 licences to conduct 
exploration and/or mining. Petropavlovsk takes its licence obligations 
extremely seriously and to date has not been found to have made any 
material breaches of its licence conditions. Petropavlovsk conducts its 
own monitoring of its licence terms to ensure that it remains compliant 
with its licence obligations. 

All of the Group’s gold mining operations are located in Russia  
– one of the world’s leading mineral-producing countries and one  
of the richest in terms of its reserves and resources. In addition  
to vast untapped gold resources, Russia possesses a pool of 
highly-qualified and talented workers and an established culture  
of mining innovation.  

The Russian Gold Mining Industry
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Key gold mines and deposits
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Major gold mines and deposits  
Areas of gold-bearing alluvial fields

Gold mining in Russia: key facts
 One of the leading mineral-producing countries  
 Abundance of untapped gold reserves 
 Strong gold mining tradition and a culture of expertise 
 Stringent legal and regulatory framework 

5.6Moz 
Gold produced from Russian  
mines in 2010

34% 
Increase in Russian gold  
production since 2000 

The development of hard-rock mining 
During the Soviet period, alluvial mining continued to be the main 
source of gold production due to Russia’s abundance of alluvial gold 
deposits. However, the recent boom in Russian mining has also seen 
an increase in hard-rock mining. In 2000, approximately two-thirds  
of gold production came from alluvial deposits and one-third from 
hard-rock deposits. By 2010, the situation had almost reversed with  
the majority of gold produced coming from hard-rock deposits.

This relatively late transition to hard-rock mining fundamentally means 
that potentially Russia still has many known unexploited major 
hard-rock gold-bearing deposits.

During 2010, approximately 81% of Petropavlovsk’s gold production came 
from hard-rock deposits with the rest coming from alluvial production. 
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Area of rich mineralisation 
In production terms, the Amur region is the third-largest gold mining 
region in Russia and contains an abundance of resources thanks to 
favourable geological conditions. 

One of the world’s major belts of mineralisation, the Mongolo-Okhotskiy 
zone, lies across the middle of the Amur region. This zone is the result 
of a collision of the Amur and Eurasian tectonic plates during the 
Jurassic/early Cretaceous period, which was approximately 150 million 
years ago. In addition, hydrothermal mineralisation occurred before, 
during and after the plate collision when ocean water seeped into  
the earth’s crust and mantle and subsequently resurfaced, depositing 
minerals and heavy metals. These extremely favourable geological 
conditions left the region with an abundance of alluvial and hard-rock 
gold deposits. 

Although alluvial gold was first mined in the Amur region in 1867, it was 
only relatively recently that hard-rock deposits have been explored and 
mined on a large scale.

Climate
The climate in the Amur region is characterised by long, cold winters 
and short, hot summers. In January, the average temperature is -27°C. 
By contrast, the average summer temperatures range from +12°C in 
the mountains and +42°C in the south.

Despite these climatic variations, Petropavlovsk’s hard-rock mines 
operate throughout the year. Petropavlovsk has been given guarantees 
by suppliers of its key mining equipment that the equipment will remain 
fully operational in temperatures as low as -40°C. 

The Group’s alluvial operations are seasonal: they typically only produce 
gold from the end of April until mid-October each year.  

Petropavlovsk in the Amur region 
Petropavlovsk is the leading gold producer in the Amur region.  
In 2010, total gold produced from mines in the Amur region was  
19.81 tonnes (approximately 636,855oz), of which approximately  
71% (458,500oz) was attributable to the Group.  

Currently out of the 135 licences held by Petropavlovsk, 62 are in 
relation to assets located in the Amur region. Petropavlovsk’s licences  
in the Amur region cover approximately 15,000km2. 

Petropavlovsk is continuing its expansion into areas in the region where 
its geologists believe significant mineralisation may have occurred that 
would be economically suitable for mining. In 2010, Petropavlovsk 
acquired additional licences in the region, which in total cover an area  
of approximately 1,400km2, including the c.425km2 licence area around 
the Pioneer mine.  

Petropavlovsk is one of the largest employers in the region and one of 
the largest taxpayers. Where possible, the Group aims to employ local 
people, and has invested heavily in local education schemes to ensure 
that it is able to continue to employ the very best people. As part of  
this initiative, Petropavlovsk founded a mining college close to the 
Pokrovskiy mine in 2008. Upon satisfactory completion of its courses, 
graduates are offered employment within the Group. 

Petropavlovsk’s subsidiary business, IRC, operates the Kuranakh 
titanomagnetite/ilmenite concentrate production facility in the north-east 
of the Amur region and has other development assets in the region. 

The Amur region

Petropavlovsk is the leading gold producer in the Amur region.  
The Amur region has offered Petropavlovsk an excellent  
base since the Group was founded in 1994 due to its location,  
established mining tradition, good infrastructural links and  
abundance of hard-rock and alluvial deposits. 
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The Amur region is located approximately 
8,000km east of Moscow and covers an 
area of approximately 361,600km2, making it 
roughly the same size as Germany.  
The population of the region is approximately 
1 million, of whom approximately 210,000 
live in Blagoveschensk, the regional capital  
in the south, leaving the vast majority of the 
region under-populated. 

The region boasts two major railways  
(the Trans-Siberian and the BAM), 
all-weather roads, including the Moscow-
Vladivostok highway, and four regional 
airports. The River Amur flows across the 
region’s southern boundary, separating the 
region from China. 

The region has two hydro-electric power 
stations. In addition to mining, the Amur 
region’s key industries are agriculture  
and forestry. 

Left: Map indicating Petropavlovsk’s key 
assets in the Amur region. The region 
straddles the central part of the Mongolo-
Okhotskiy line, an ancient tectonic plate 
boundary which forms one of the world’s 
major mineralised belts.

Amur region

Amur region: key facts
 Located in the Russian Far East, bordering China 
 One of the leading gold-producing regions in Russia
 Site of ancient tectonic plate collisions and hydrothermal mineralisation 
 Location of Petropavlovsk’s hard-rock mines and several important  

exploration and development projects  
 

c.636,855oz 
Total gold produced in the Amur 
region in 2010

71% 
Percentage of gold produced in  
the Amur region in 2010 which  
is attributable to the Group 

The Trans-Siberian and Baikal-Amur (“BAM”) 
railways cross the Amur region and pass close  
to the Group’s gold mines. The Pokrovskiy mine,  
for example, is approximately 10km from Tygda,  
the nearest station on the Trans-Siberian railway.   
For IRC, the railway provides convenient 
commercial access to the Chinese market  
which borders the south of the region. 
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2010: year in gold 
Gold appreciated 29% during the year, closing at US$1,406 on  
31 December 2010. The average gold price for the year, as based  
on the London PM fix, was a record US$1,225, up 26% on 2009 
(US$973). Gold outperformed the major global indices, including  
the DAX (+16%), S&P500 (+13%), DJIA (+11%), FTSE100 (+9%), 
CAC40 (-3.3%), and the NIKKEI (-3.0%).

Gold price in 2010: economic drivers 
Key economic factors which helped to drive the gold price higher  
in 2010 were:

 A fragile economic recovery amongst developed countries and  
the risk of a double-dip or a prolonged recession; 

 The possibility of sovereign default and accompanying contagion  
(for example, in Portugal, Ireland, Italy, Greece and Spain);

 Rising inflationary pressure, particularly in emerging market 
economies (for example, in China, India and other parts of Asia);

 Negative real interest rates are a stark reality in many economies 
where gold serves as a store of value and as a hedge against loss  
in purchasing power; 

 Risk of currency debasement, particularly the US Dollar and the Euro, 
as markets tend to look to gold as an alternative monetary asset;

 Concern over the future impact of substantial quantitative easing 
programmes; and

	Negative investor sentiment and elevated levels of risk aversion.

Demand in 2010
In addition to the economic factors mentioned above, the gold price 
was also supported by strong jewellery demand in 2010. The jewellery 
industry accounts for approximately one half of overall global gold 
demand. Demand from this segment of the market was particularly 
resilient amongst Indian and Chinese consumers, notwithstanding 
record prices. Industry reports indicate that buyers from these nations, 

who benefited from higher levels of discretionary income as their 
economies rebounded, purchased gold jewellery as a luxury item  
and also as a store of value.

The consumer electronics industry also experienced rising gold demand 
due to consumer demand for televisions, computers, mobile devices 
and in other appliances which use gold, due to the unique properties  
of the metal.

On the financial markets front, while some investors continued to  
make use of exchange traded funds (“ETFs”) to achieve exposure  
to the price of gold, overall total global year-on-year ETF demand 
decreased markedly as some investors began to take profits towards 
the end of 2010, possibly due to the appreciation of gold price. 
Nevertheless, the world’s largest ETF, SPDR Gold Shares, experienced 
an inflow of 4.7Moz in 2010, up 13% on 2009. Activity in gold futures 
and the over-the-counter markets saw a decline on the record numbers 
witnessed in 2009, although it is worth remembering that activity  
in 2010 was still above long-term historical levels.

Private investors continued to acquire gold bars and coins enthusiastically 
in 2010, particularly in China and India. This was primarily to shield 
against currency devaluation, to preserve capital and to hedge against 
potential loss of purchasing power. 

Throughout 2010, governments and central banks around the world, 
particularly in emerging market economies, continued to diversify their 
foreign exchange reserves and rebalance their portfolios to include the 
purchase of gold, in part challenging the status of the US Dollar as a 
reserve currency. 

Supply in 2010
The supply side is dependent on the quantity of gold recovered from 
mining, sales by central banks and recycling. 

Overall gold supply increased marginally during 2010. Mine supply 
increased as companies responded to the increasing gold price by 
ramping up existing operations and accessing deposits previously 

Gold Market Summary

There is often a positive correlation between demand for gold and  
risk aversion and since uncertainty was a key theme throughout much  
of 2010, it is no surprise that gold prices retained a strong upward  
momentum throughout most of the year. 
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deemed economically unfeasible. Consumers continued to supply the 
recycling part of the equation due to greater awareness about the value  
of gold. Interestingly, whilst central banks have historically been sellers  
of gold, 2010 witnessed a reversal of this trend as supply from the official 
sector turned negative for the first time in two decades and central banks 
became net buyers of the commodity. This is considered to be an 
important development for the overall supply equation, since central 
banks have traditionally been a significant source of supply to the market. 

What does the future hold for gold?
Looking ahead, the demand for gold may continue to be strong.  
Gold has a long history of serving as a wealth preservation vehicle  
and as an effective diversification tool, as the precious metal has a low 
correlation with other assets. 

Gold is considered to be at an important juncture. Should a global 
economic recovery be underway, interest rates may have to rise to help 
prevent excessive inflation, prompting some investors to rotate some of 

their wealth out of gold and into income-yielding assets such as equities 
and bonds. Gold is also vulnerable to a sharp correction, if investors 
look to exit the market in large numbers due to its speculative nature 
and the amount of money invested in gold and related securities. 
However, studies have indicated that there is also the realistic possibility 
that inflationary pressures are beginning to surface, in part due to loose 
monetary policy, and will continue to accelerate if the economic recovery 
takes hold and fiscal imbalances continue. Currency devaluation 
remains a possibility, as gold continues to advance against the major 
currencies. Furthermore, investors well versed in the metal’s appeal as 
an investment may well choose to add to their holdings on occasions 
when there is a reduction in the price of gold, providing a degree of 
support on the demand side.

In short, gold may stand to benefit as a hedge against the unknown, 
regardless of how the world develops and we believe many investors 
will continue to see value in gold throughout 2011.

Source: World Gold Council

Gold appreciated by 29% in 2010...

...and by 412% over the last decade

Source: The London Gold Market Fixing Limited. Data provided for information purposes only

Source: The London Gold Market Fixing Limited. Data provided for information purposes only

29% 
Gold appreciated by 29% in 2010

US$1,253 
Group average gold price received
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Peter Hambro 
Chairman 

Mr Hambro is a founding shareholder of the 
Company and has been Chairman of the Group 
since its formation in 1994. He is non-executive 
chairman of Sundeala Limited and a member of  
the Board of several family companies. Mr Hambro 
started his banking career with his family bank, 
became Joint Managing Director of Smith St. Aubyn 
Holdings Limited before joining the Mocatta Group  
as Deputy Managing Director of Mocatta & Goldsmid 
Limited and Group Marketing Director. 

Dr Pavel Maslovskiy 
Chief Executive Officer

Dr Maslovskiy is a founding shareholder of the 
Company and has been Chairman of OAO 
Pokrovskiy Rudnik, the subsidiary of the Group  
which holds the Pokrovskiy and Pioneer licences, 
since 1994. Dr Maslovskiy is a director of several 
other Group subsidiary companies, including the 
management division, MC Petropavlovsk. He is a 
non-executive director of IRC Limited. Prior to 
embarking on his business career, Dr Maslovskiy  
was an Associate Professor of Metallurgy at the 
Moscow Aircraft Technology Institute.

Brian Egan 
Chief Financial Officer 

Mr Egan is Chief Financial Officer of the Company 
having previously been CFO of Aricom plc, which he 
joined in July 2007. Prior to joining Aricom, he was 
Chief Financial Officer of Gloria-Jeans Corporation,  
a leading Russian apparel manufacturer and retailer. 
He has more than 16 years’ experience in senior 
financial roles with Associated British Foods Plc, 
Georgia-Pacific Ireland Limited and Coca-Cola HBC. 
He is a member of the Institute of Chartered 
Accountants in Ireland.

Martin Smith 
Technical Director 

Mr Smith was appointed Technical Director in 
January 2011. He was appointed by Aricom plc  
as Technical Director in 2006 and became Group 
Head of Technical Services in 2009. Mr Smith has 
more than 30 years’ operational and corporate 
management experience in the global natural 
resources industry. He began his career as a mining 
engineer at Anglo American Corporation, South 
Africa and has led projects for Kier International, 
Costain Mining and Shell International.

Andrey Maruta 
Finance Director, Russia 

Mr Maruta was appointed Finance Director, Russia, 
in January 2011. Mr Maruta qualified as a Chartered 
Certified Accountant at Moore Stephens in 2001 and 
joined the Group in 2003 as Group Chief Accountant. 
He was appointed Deputy Finance Director in 2005 
and Finance Director in 2006 before the merger with 
Aricom plc in 2009. 

Dr Alfiya Samokhvalova 
Strategic Director 

Dr Samokhvalova was appointed to the Board as 
Strategic Director in January 2011. In addition to  
this role, she heads the Group’s communications 
department, a position she has held since 2002. 
Dr Samokhvalova holds a Masters in Investment 
Management from CASS Business School,  
London and a PhD in Economics from the Moscow 
International High Business School. In addition to  
her roles at Petropavlovsk PLC, Dr Samokhvalova  
is a Non-Executive Director of the Russo-British 
Chamber of Commerce. 

Board of Directors
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Sir Malcolm Field 
Non-Executive Director 

Sir Malcolm Field was previously a non-executive 
director of Aricom plc, a position he had held since 
2003, and was appointed to the Board in 2009 upon 
the merger with Aricom plc. Sir Malcolm is also the 
senior independent director of Hochschild Mining Plc. 
He was formerly CEO of WH Smith Plc and a 
non-executive director of Scottish & Newcastle, 
MEPC, The Stationery Office and Evolution Group 
Plc. He was previously chairman of the Civil Aviation 
Authority and Tube Lines Limited.

Charles McVeigh 
Non-Executive Director 

Mr McVeigh III joined the Group as Non-Executive 
Director in June 2009. He is the chairman of 
Citigroup’s Corporate and Investment Banking Global 
Wealth Management Partnership and a director of 
EFG-Hermes and Savils Plc and the Landmark Trust. 
He was formerly President of the American Chamber 
of Commerce and was on the boards of London 
Stock Exchange, LIFFE and Witan Investment 
Company Plc.

Peter Hill-Wood 
Non-Executive Director 

Mr Hill-Wood joined the Board in 2003. He has been 
chairman of Arsenal Football Club since 1982 and 
was formerly vice-chairman of Hambros Bank and 
chairman of its Investment Division. Mr Hill-Wood  
is currently on the board of advisers of the Russian 
Technology Fund.

Dr Graham Birch 
Senior Non-Executive Director 

Dr Birch was appointed to the Board in 2010 and 
became Senior Non-Executive Director in January 
2011. He is also vice-chairman of Rothamsted 
Research. Dr Birch was formerly a director of 
BlackRock Commodities Investment Trust Plc  
and manager of BlackRock’s World Mining Trust  
and Gold & General Unit Trust. Dr Birch worked  
at Kleinwort Benson Securities and OrdMinnett/
Fleming OrdMinnett before joining Mercury Asset 
Management in 1993. Dr Birch holds a PhD in  
mining geology from Imperial College, London. 

Lord Guthrie  
Non-Executive Director 

General the Lord Guthrie of Craigiebank GCB LVO 
OBE DL was appointed to the Board in 2008. He is 
also a director of Colt Defense LLC, an independent 
member of the House of Lords, a board member of 
the Moscow School of Policy Studies, a Visiting 
Professor and Honorary Fellow of King’s College 
London, Colonel of the Life Guards and Gold Stick  
to The Queen. He was formerly a director of NM 
Rothschild & Sons Limited, Chief of the Defence Staff 
and the Principal Military Adviser to two Prime 
Ministers and three Secretaries of State for Defence. 

Sir Roderic Lyne 
Non-Executive Director 

Sir Roderic Lyne was previously a non-executive 
director of Aricom plc, a position he had held since 
2006, and was appointed to the Board in 2009 upon 
the merger with Aricom plc. Sir Roderic served as 
British Ambassador to Russia from January 2000 
until August 2004. He is Chairman of the Board of 
Governors of Kingston University and a member of 
the Council of the Royal Institute of International 
Affairs. In 2009, Sir Roderic was appointed as a 
member of the Committee of the Iraq Inquiry.
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The Board of Directors 
The Board is responsible for the determination 
and monitoring of the Company’s strategic 
aims, budgets, major items of capital 
expenditure, senior appointments and the 
direction and control of the Company and the 
management of capital structure. The Board 
seeks to ensure that the necessary financial 
and human resources are, and will continue  
to be, in place to enable the Company to meet 
its objectives. The Board currently consists  
of a Chairman, five Executive Directors, and, 
as at the date of the AGM, five Non-Executive 
Directors following the announcement of  
Peter Hill-Wood to stand down. 

The Board is responsible for ensuring an 
appropriate level of corporate governance and 
intends, where possible, to comply with the UK 
Corporate Governance Code which applies to 
the Company from 1 January 2011. The Board 
is responsible for ensuring that appropriate 
measures are taken by the Group in order for  
it to comply with the UK Bribery Act 2010, 
when that Act comes into force, which will  
be on 1 July 2011. 

Board Committees 
The Board has established five committees  
at Board level to oversee different aspects of the 
Group’s business and to monitor, review and 
make recommendations to the Board.  
These committees are currently: the Audit 
Committee, the Remuneration Committee,  
the Risk Committee, the Nomination Committee 
and the Health, Safety and Environmental 

(“HSE”) Committee. In addition, the Board 
established an Executive Committee, Strategic 
Committee and Technical Committee consisting 
of a mix of Executive Directors and key 
operational management. The operation of each 
of these committees is within their respective 
Terms of Reference, which are available on the 
Company’s website, www.petropavlovsk.net.

The Executive Committee 
The Board has appointed an Executive 
Committee, consisting of six Executive 
Directors and four members of senior 
management, and has delegated to this 
committee the authority to make decisions 
relating to the day-to-day management of  
the Company and oversee the execution  
and implementation of the Company’s strategy 
and the decisions made at Board level.  

The Technical and Strategic 
Committees 
The Board conducted a strategic review of  
the business in the fourth quarter of 2010.  
As a result of this review, the Board formed 
two new committees: the Strategic Committee 
and the Technical Committee. The Technical 
Committee and the Strategic Committee 
support each other and report to the Executive 
Committee. The functions of the Strategic 
Committee are to formulate annual and 
long-term budgets and forecasts and to 
monitor performance against these. 

Operational Management 
The Board works closely with operational 
management to achieve the Company’s 
objectives. The Group is proud of its 
experienced and strong management team, 
many of whom have been with the Group  
since inception and have been instrumental in 
building the Group from its initial beginnings into 
the multi-mine Russian gold producer that it is 
today. Several of the Group’s senior operational 
management sit on the Executive Committee. 

Further Details
Further details on the Board of Directors, 
including details of meetings, the roles of the 
Chairman and Chief Executive, Board balance 
and independence, appointments to the Board 
and re-election of Directors, professional 
development, performance evaluation,  
the Board Committees and the Executive, 
Strategic and Technical Committees may be 
found in the Corporate Governance Statement 
in the accompanying Financial Statements. 

IRC Management 
IRC is a 65.6% owned subsidiary of 
Petropavlovsk PLC which is listed on the Stock 
Exchange of Hong Kong Limited (“HKEx”).  
In accordance with the listing rules of HKEx, IRC 
has a separate board of directors. Further details 
may be found in IRC’s 2010 Annual Report, 
available at www.ircgroup.com.hk. 

Petropavlovsk’s management structure ensures that its key operational 
team report directly to both the Board and its appointed Executive 
Committee, facilitating the execution of the Board’s strategy and ensuring 
that the Board is kept up to date with the latest developments of the 
Group’s projects. 

Operational Structure
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The Executive Committee 
Responsible for execution  
and implementation 

The Executive Committee reports directly 
to the Board and is accountable to the 
Board. The Executive Committee makes 
recommendations to the Board regarding 
the business objectives and the strategic 
direction of the Company. The Executive 
Committee ensures coordination 
between senior managers, manages  
the Group’s operations, financials, 
administration, health and safety and 
environmental performance and is 
responsible for the assessment and 
review of risk. The Committee also 
approves transactions considered to  
be in the ordinary course of business. 

Accountability Accountability

Strategic Committee 
Responsible for formulating 
annual and long-term budgets, 
setting production forecasts 
and for monitoring the 
Group’s performance 
against these targets.

Technical Committee 
Responsible for providing  
  technical analysis of the Group’s  
     budgets, forecasts and  
         investment plans.Governance

Operational Management 
Responsible for delivery 

Petropavlovsk employs an experienced 
local management team, many of 
whom have been with the Group since 
its formation. Operational management 
are responsible for advising the Board 
and the Executive Committee on 
Petropavlovsk’s ability to deliver its 
objectives and targets, reporting the 
progress and the day-to-day running of 
Petropavlovsk’s subsidiaries, operations 
or departments within Petropavlovsk. 
Several of the Group’s senior 
operational management sit on the 
Executive Committee.

Board of Directors 
Responsible for strategy and 
governance 

The Company has a strong Board 
consisting of six Executive Directors 
and six Non-Executive Directors.  
The Board is responsible for  
overseeing the strategic direction  
of the Company. The Board and  
its sub-committees adhere to high 
standards of corporate governance. 
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“ It is impossible to construct and commission metallurgical plants 
without research and development and the work of laboratory 
services. This work ensures safe and efficient production and helps 
to establish the best technology for extraction. The exploration of 
our deposits depends on the efficient work of the Group’s laboratory 
services. Geological exploration, design and construction work, and 
research into new gold mining technologies require the constant 
development of analytical resources within the Group, a high level  
of qualification of specialists and a strong will and desire to succeed. 
We have already got all of this. We are always on the move.  
Our laboratory services are comprised of highly-skilled professionals 
who not only understand every aspect of our business but are also 
very passionate about their work. ”
Lidya Vladimirovna Chekashkina 
Deputy General Director of Management Company Petropavlovsk Laboratory Services

Focus on Technological Support

Project Development, 
Engineering  
& Construction

Mining  
& Processing

Technological  
Support

Exploration  
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Geology 
The Pioneer mine is located on the south side of the Mongolo-
Okhotskiy fold/thrust line; within the belt of mineralisation associated 
with the collision of the Eurasian and Amur plates. Gold mineralisation  
at Pioneer is as a result of hydrothermal activity associated with 
volcanism during the Mesozoic period. The Pioneer deposit consists  
of several steeply dipping ore zones that form the Pioneer structure.  
In addition, the higher grade Andreevskaya zone is located 1.3km to  
the south-east of the Pioneer structure. The deposits contain both free 
milling and refractory gold mineralisation with average grades of 
1.0-2.0g/t and up to 20-50g/t in high grade areas. The top 20-50m of 
the mineralised zones are oxidised, containing free gold that is suitable 

for RIP or heap leach extraction. High grade primary ore is also suitable 
for cyanide leaching whereas the lower grade material is refractory and 
amenable for recovery by flotation. Exploration work at Pioneer is still  
ongoing and there are several prospective exploration sites within the 
Pioneer licence area. 

Reserves and resources 
The Ore Reserves at Pioneer are based on the Measured and Indicated 
Mineral Resources independently audited by minerals experts Wardell 
Armstrong International (“WAI”) and have been economically optimised 
using a gold price of US$1,000/oz. The total Pioneer Proven and 
Probable Ore Reserves are estimated at 67.3Mt of ore at an average 
grade of 1.20g/t Au containing 2.6Moz of gold. Ore extraction will require 
that 318.2Mt of waste is removed to access the ore bodies at an 
average stripping ratio of 4.7t/t. As a result of successful exploration 
work conducted during 2010, Pioneer’s resources increased by 
c.1.8Moz, representing an increase of 63%, notwithstanding the 
depletion of 273,000oz in 2010. A full summary of the reserves and 
resources for Pioneer may be found on page 46 of this Annual Report. 

Mining and processing 
Mining at Pioneer is conducted using open-pit methods. The Pioneer 
mine now consists of five main open pits: Yuzhnaya, Promezhutochnaya, 
Bakhmut, Andreevskaya and north-east Bakhmut with four being actively 
mined this year. The north-east Bakhmut pit was commissioned in 2010 
and contributed considerably to the production for the year. 

Ore at Pioneer is processed at the on-site 5.0Mtpa RIP plant,  
which consists of three processing lines: one 5.5m x 1.8m SAG mill, 
one 3.2m x 5.4m ball mill and a sorption and desorption circuit with 
200m3 tanks, and two larger processing lines consisting of two  
7.5m x 2.5m SAG mills, four 4.0m x 6.0m ball mills and a sorption  
and desorption circuit with 450m3 tanks. The Group is planning to 
commission a flotation unit at the plant in 2013/14 to process refractory 
ores simultaneously with direct cyanidation leaching and to ship the 
resultant flotation concentrate to the POX plant that will be constructed 
at the nearby Pokrovskiy mine for further processing and recovery  
of gold.

2010 production
Out of 230,900oz of gold produced by Pioneer in 2010, 98,500oz was 
produced in the fourth quarter, representing 45.5% of the Group’s total 
production for the year. 

In April 2010, the Group commissioned a third milling line at Pioneer,  
four months earlier than originally planned. This new line increased the 
overall annual capacity of the plant by c.80% to 5.0Mtpa. The increase in 
the plant’s capacity, together with the increased tonnage of stripping works, 
significantly enlarged the amount of mining works at Pioneer in 2010 with 
the total amount of material moved increasing by 116%. 

Our Assets
Pioneer

Pioneer: in production since 2008

Pioneer is one of the largest gold deposits in Russia in terms  
of ore processed and gold output. The mine is located in the  
Amur region, approximately 35km north-east of the Pokrovskiy  
mine and approximately 40km north from the Trans-Siberian railway 
station, Tygda.  

The Group acquired a licence to explore, develop and mine the 
Pioneer deposit in 2001. The mine was commissioned in April 2008 
with the installation of a 0.7Mtpa milling line. Since then, the plant 
has undergone further expansion to reach the current capacity.   

In July 2010, the Group was successful in acquiring a licence to 
explore and mine the land surrounding the licence area for the 
Pioneer deposit. This acquisition resulted in a ten-fold increase in  
the total size of the Pioneer project up to 524.8km2. The Group’s 
geologists believe that Pioneer’s high grade zones continue into  
this new unexplored territory. 
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The challenge of completing this mine plan was significantly 
compounded by the delayed delivery of three 15m3 excavators,  
which were timely ordered but arrived several months later than their 
stipulated delivery date. The late arrival of these excavators caused  
the delay in waste stripping works, particularly at the Andreevskaya 
ore-body, preventing access to higher-grade ores at deeper levels.  
As a result, the Group was unable to fulfil Pioneer’s original production 
plan for 2010 of 375,000 to 420,000oz. The lower-grade material from 
the pit and stockpiles were processed resulting in 30% lower head 
grade than originally forecast. Mining was further affected by adverse 
weather conditions that reduced utilisation of some mining equipment, 
and subsequent minor flooding of the pit during Q2 2010.  

While the aforementioned factors were outside the Group’s control, 
Petropavlovsk has recognised that insufficient contingency was 
provided for in the 2010 mine plan to account for the potential effect  
of such external factors. As a result, Petropavlovsk has implemented 
several changes to improve operational performance and obtain more 
accurate forecasting. 

2010 production costs
Total cash costs at Pioneer for 2010 were US$565/oz. This increase 
on 2009 costs was mainly due to the processing of lower grade 
material, combined with the change in Rouble/Dollar exchange rates 
and increased prices for diesel, electricity and consumables. Total cash 
costs per tonne of ore processed decreased by 44% due to increased 
capacities and economies of scale. During 2011, Petropavlovsk 
expects mining costs to reduce due to the full utilisation of its new,  
more efficient mining equipment and increased capacity of the 
processing plant.  

2011 outlook 
In the light of the disrupted 2010 mining operations which created a 
backlog of stripping works and the successful results of exploration works 
defining new reserves, the Group has reviewed its mining schedule for 
Pioneer. The new schedule estimates that c.323,500oz of gold will be 
produced in 2011. Some high grade material that was originally scheduled 
for 2011 processing will now be treated in 2012.

 Project type: Hard-rock gold mine, ore extracted  
by open pit methods

 Location: Amur region, Russian Far East 
 Ownership: Licence owned by the 98.61% Group 

subsidiary OJSC Pokrovskiy Rudnik, production is  
100% attributable  

 Total project area: Group holds licences at and around 
Pioneer with a total area of c.524.8km2  

 Commercial start-up: Main Pioneer acquired 
as a greenfield site in 2001, first production  
in 2008 

 Milling Capacity: 5.0Mtpa resin-in-pulp  
(“RIP”) processing plant plus 0.7Mtpa  
heap-leach facility 

 2010 Production: 230,900oz 
 2010 Total Cash Costs: US$565/oz 

Pioneer mining operations
     Year ended  Year ended   
    Units 31 Dec 2010 31 Dec 2009 

Total material moved    m3 ’000 19,600 9,056 
Ore mined    t ’000 3,900 1,286
Grade     g/t 2.1 6.2
Gold mined    oz ’000 265.7 255

 
Pioneer processing operations
     Year ended  Year ended  
    Units 31 Dec 2010 31 Dec 2009 

RIP Plant     
Total milled    t ’000 3,943 1,085 
Average grade    g/t 2.1 7.2 
Gold content    oz ’000 269.5 250
Recovery rate    % 84.3 90.0
Contained gold    oz ’000 227.1 224.6 
Heap Leach     
Ore stacked    t ’000 280.4 –
Average grade    g/t 0.8 –
Gold content    oz ’000 7.4 – 
Recovery rate    % 51.3 –
Contained gold    oz ’000 3.8 –
Total     
Gold production    oz ’000 230.9 224.6

Pioneer: key facts
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Geology
Pokrovskiy Rudnik is located on the south side of the Mongolo-
Okhotskiy regional belt, the boundary between two tectonic plates 
which collided during the early Cretaceous period, approximately 
150 million years ago. The Pokrovskiy deposit consists of a set of five 
large, irregular, but mostly flat-lying ore bodies. Mineralisation at 
Pokrovskiy is associated with hydrothermal volcanic activity that 

occurred during the late Mesozoic period. The ore bodies consist of 
gold disseminations that appear to be associated with intense block 
faulting which characterises the geology of this region. There is high 
potential for significant mineralisation yet to be found below the dacite 
sill, which thus currently forms a “floor” to the deposit. Some of the 
fractures that intersect the dacite sill are mineralised within the sill and 
may represent the channels through which the hydrothermal mineralising 
fluids travelled. 

Several satellite deposits, termed the Pokrovskiy Flanks, have been 
identified as a result of extensive exploration work carried out by the 
Group. Of these satellite deposits, Pokrovka-2 is currently in production. 

Reserves and Resources
The Proven and Probable Ore Reserves estimated by WAI at 
Pokrovskiy under the guidelines of the JORC Code (2004) and using  
a US$1,000/oz long-term gold price as of 1 January 2011, are 26.5Mt 
of ore at an average grade of 0.92g/t Au (economic COG of 0.3g/t Au) 
containing 0.8Moz of gold. This includes 4.4Mt of reserves at stockpiles 
at an average grade of 0.63g/t Au and the remaining open pit reserves 
at both Pokrovka-1 and Pokrovka-2 areas. Ore extraction will require 
87.6Mt of waste to be removed to access the ore body at a stripping 
ratio of 3.95t/t. A significant further Inferred Mineral Resource exists 
within the deposit. A full summary of the reserves and resources for  
the Pokrovskiy may be found on page 46 of this Annual Report.  

Mining and processing
The current mine capacity is 1.7Mtpa for the RIP plant and 0.7Mtpa for the 
heap-leach facilities. The heap-leach facilities are used to treat the lower 
grades and operate during the warmer season, typically from April to 
November. Production from Pokrovskiy’s heap-leach operations accounts 
for approximately 10% of the total annual production of the mine.

2010 Production 
During 2010, Pokrovskiy produced 144,900oz of gold, reaching the 
upper end of the Group’s production forecast for Pokrovskiy for the year 
(135,000oz – 145,000oz). This can be attributed to the mining and 
processing of reserve grades that were higher than predicted. During 
the first half of the year, the majority of production at Pokrovskiy came 
from lower grade ore bodies at the Pokrovka-1 and Pokrovka-2 
deposits. This allowed the Group to focus on extensive stripping works 
in the main Pokrovskiy pit in order to access higher grade material of 
3.0-3.5g/t Au, which was processed during the second half of the year 
in accordance with the Group’s mine plan. These stripping works also 
allowed the stabilisation of the southern wall of the main Pokrovskiy pit, 
which experienced movement in the end of 2009. 

Our Assets 
Pokrovskiy

Pokrovskiy Rudnik: in production since 1999

Pokrovskiy is an open-pit gold mine located in the western part  
of the Amur region, approximately 10km from the nearest station  
on the Trans-Siberian railway and 35km from Pioneer. Producing 
144,900oz in 2010, it is one of the largest producing gold mines  
in the Amur region in terms of annual production. 

The Group acquired the licence to explore, develop and mine the 
Pokrovskiy deposit in 1994, when it was still at a very early stage  
of development. The mine became operational five years later in 
1999 when heap-leach facilities were added. The RIP processing 
plant was commissioned in 2002 and subsequently expanded  
to its current capacity of 1.7Mtpa in 2004. To date, the Pokrovskiy  
mine has produced over 1.6Moz of gold.  

In late 2009, some production commenced from Pokrovka-2,  
one of the satellite deposits that lie close to the mine.

Pokrovskiy Rudnik has excellent infrastructure and facilities,  
including an electricity supply, roads, heating plant, laboratory, 
accommodation, canteen and offices. It is equipped with a 
comprehensive mining fleet, including trucks, bulldozers, shovels 
and drill rigs.
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Costs
Total cash costs at Pokrovskiy for 2010 were US$564/oz.  
This increase compared to the 2009 figures was in line with the Group’s 
expectations and was attributable to the processing of lower grade ore 
combined with the fluctuation of the Rouble/Dollar exchange rates, 
increased prices for diesel, electricity and for other consumables. 

Outlook
Total production from Pokrovskiy for 2011 is expected to be 
c.96,200oz. The life of the main open pit, previously expected to be 
exhausted by the end of 2012, has now been prolonged as the result of 
identification of the additional ore reserves. Nevertheless, production will 
gradually shift to the Pokrovskiy Flanks, from where it is currently 
estimated to continue for many years. 

Exploration is continuing on other parts of the Pokrovskiy licence area 
which may result in the discovery of additional resources providing a 
possible further extension to the life of the mine. 

By 2013, the Group is planning to install a pressure oxidation (“POX”) 
facility at the Pokrovskiy site to process flotation concentrate from 
Malomir and Pioneer. A full feasibility study has been commissioned with 
detailed results of the study expected to be announced in the second 
quarter of 2011.

The focus of exploration works in 2011 within the Pokrovskiy licence area 
is to define ore reserves of previously identified resources of refractory ore 
which will be suitable for treatment at the future POX plant.

 Mine type: Hard-rock gold mine with silver  
by-product, mining exclusively by open pit methods

 Location: Western part of the Amur region, 
approximately 10km from the Trans-Siberian 
railway and 30km from Pioneer

 Ownership: Licence owned by 98.61% Group 
subsidiary OJSC Pokrovskiy Rudnik, production  
is 100% attributable 

 Total project area: 367.1km2

 Commercial start-up: First acquired in 1994  
and commissioned in 1999, more than 1.6Moz 
accumulated production 

 Milling Capacity: 1.7Mtpa RIP processing  
plant plus 0.7Mtpa heap-leach operations

 2010 Production: 144,900oz 
 2010 Cash costs: US$564/oz

Pokrovskiy mining operations
     Year ended Year ended  
    Units 31 Dec 2010 31 Dec 2009 

Total material moved    m³ ’000  6,209 5,445  
Ore mined     t ’000 1,706 1,879 
Average grade    g/t 2.4 2.7 
Gold mined     oz ’000 131.3 161

 
Pokrovskiy processing operations
     Year ended Year ended  
    Units 31 Dec 2010 31 Dec 2009 

RIP Plant     
Total milled    t ’000 1,760 1,782  
Average grade    g/t 2.7 3.8   
Gold content    oz ’000 152.5 218  
Recovery rate    % 84.8 84.6
Contained gold    oz ’000 129.3 184.6   
Heap Leach     
Ore stacked    t ’000 742 770 
Average grade    g/t 0.9 0.9  
Gold content    oz ’000 22.2 22  
Recovery rate    % 70.2 67.3 
Contained gold    oz ’000 15.6 15.0 
Total     
Gold production    oz ’000 144.9 199.6  
including 
Pokrovskiy    oz ’000 144.9 190.1 
Pioneer*    oz ’000 – 9.5

Pokrovskiy: key facts

*  During 2009, some of the ore from the Pioneer deposit was processed through the Pokrovskiy mill, yielding 9,500oz of gold. Pioneer gold processed through the Pokrovskiy mill is included in the Pioneer 
deposit figures.
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Geology 
The Malomir deposit is situated along and above a major thrust zone 
within the Mongolo-Okhotskiy fold and thrust system and is hosted  
by upper Palaeozoic meta-sediments, mainly carbonaceous shales, 
which are affected by low-grade regional metamorphism and locally 
intense metasomatic alteration (mainly silification) with associated 
hydrothermal mineralisation.

Since acquiring the licence, the Group has completed significant 
exploration at Malomir that has resulted in the identification of substantial 
JORC resources and the discovery of the two new deposits, 
Quartzitovoye and Ozhidaemoye. The Malomir and Ozhidaemoye 
deposits are related to a flat-dipping tectonic “Diagonal” thrust zone, 
while the Quartzitovoye deposit is a north-eastern extension of this 
structure, north of the River Malomir. Malomir and Ozhidaemoye contain 
refractory ore amenable for flotation and gold recovery by pressure 
oxidation. Quartzitovoye contains high grade free milling ore reserves 
which are currently being mined and processed. 

Reserves and resources 
The Ore Reserves at Malomir are based on an updated Mineral 
Resources estimate that incorporates significant results from in-fill 
drilling which have been economically optimised by WAI using a gold 
price of US$1,000/oz. The Malomir deposit consists of the main 
extensive ore body also referred to as Malomir Central, and two other 
deposits, Quarzitovoye and Ozhidaemoye. This gives combined  
Proven and Probable Ore Reserves of 117.0Mt at an average grade  
of 1.09g/t Au. This includes 241kt of ore at an average grade of  
2.40g/t Au at the stockpiles. Ore extraction will require that 447.8Mt  
of waste is removed to access the ore bodies. 

A full summary of the reserves and resources for Malomir may be  
found on page 47.

Mining and processing 
Mining at Malomir is conducted by open-pit methods and ore is currently 
being extracted from a single pit at the Quartzitovoye deposit. The mine’s 
current capacity is 0.7Mtpa for the RIP plant. 

The plant was commissioned in August 2010 on schedule.  
The commissioning of this plant for the processing of non-refractory 
ores represents the first stage of Malomir’s development. The plant 
consists of a 5.5m x 1.8m SAG mill, two 3.2m x 5.4m ball mills and  
a sorption and desorption circuit with 200m3 tanks.

Our Assets
Malomir

Malomir: in production since August 2010

Malomir is the Group’s first large-scale mine located in the  
north-east of the Amur region. The Group anticipates that it will 
become the first building block in a cluster of assets located in  
close proximity to each other, which will be developed using the 
synergies between these projects. 

The development of the Malomir deposit is in two stages: initial 
smaller facilities to treat non-refractory reserves followed by the 
commissioning of further bulk tonnage milling and crushing facilities 
and a flotation circuit to process refractory reserves, producing 
flotation concentrate. 

The RIP plant for the processing of non-refractory ore from the 
Quartzitovoye deposit at Malomir was commissioned in August 
2010 on schedule and as planned, despite the logistical challenge 
the project posed to the Group of being located in a new cluster of 
development, far from the Pioneer and Pokrovskiy mines (c.670km 
by road).

The commissioning of Malomir represents a success story  
of Petropavlovsk’s model of organic growth as the plant  
was commissioned seven years after the Group obtained a  
licence to explore the Malomir Flanks and five years after 
Petropavlovsk obtained a combined licence for the central area  
of the deposit. 
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2010 production 
Work at Malomir from 2009 to 2010 has focused on the Quartzitovoye 
deposits ore bodies, which contain ore at higher grades and with lower 
sulphides than the Malomir Central. 

Following its commissioning in August 2010, the Malomir plant ramped 
up smoothly to its design capacity, producing a total of 36,400oz of 
gold. This production was lower than the Group’s original 2010 
production target for Malomir of 68,000 to 100,000oz. This was due to 
dilution at the upper part of the ore body – a higher grade ore body core 
scheduled for processing was narrower and more complex in shape 
than was predicted by exploration and resulted in it being mined 
together with the surrounding lower grade material. Problems have 
been encountered in the grade control process as definition of 
boundaries at a cut-off grade of 0.8g/t has proved to be difficult to 
achieve. This resulted in lower than expected head grades at the mill 
(5.4g/t versus the anticipated 12.2g/t). A review of mining works 
allowed the Group to reduce dilution, resulting in mining operations 
continuing steadily and with the average grade through the mill 
increasing to 8.6g/t in December 2010 and meeting the Company’s 
expectations. Despite the lower than expected head grade, the Malomir 
plant has been operating consistently since being commissioned, 
achieving high gold recovery rates.   

Costs in 2010 
Total cash costs at Malomir for 2010 were US$473/oz. Costs were 
adversely affected by normal, or usual project start-up costs and are 
expected to decrease during the course of 2011 when the plant should 
be working at its full capacity. 

Outlook 
The Group is planning the commissioning of a second processing line 
consisting of a 7.5m x 2.8m SAG mill and two 4m x 6m ball mills during 
the second half of 2011. 

Total production from Malomir for 2011 is expected to be c.93,300oz. 
This figure excludes production from the new milling line, although 
Petropavlovsk has no reason to believe that the commissioning and 
ramp up will not run smoothly.

The second stage of Malomir’s development, which will involve the 
processing of refractory ore from the Malomir and Ozhidaemoye ore 
bodies, is on-track to be commissioned during the second half of 2012, 
taking the total plant capacity at Malomir to 5.7Mtpa by 2013.  
This phase of development will include the installation of additional 
milling and crushing circuits and flotation tanks producing flotation 
concentrate. The concentrate will be sent to Pokrovskiy where the 
Group is installing a pressure oxidation facility to process and recover 
gold from the concentrates. 

This gradual introduction of processing lines allows the Group to 
optimise a schedule for capital expenditure as revenues from the first 
stage of production will be used to expand the operation. This also 
allows the simultaneous processing of refractory and non-refractory ores.

 Deposit type: Hard-rock gold mine,  
ore extracted by open pit methods

 Location: c.120km north-east from Fevralsk 
station on BAM railway, 360km east of Pioneer

 Ownership: Licence owned by the 100% 
Group subsidiary, CJSC Malomirskiy Rudnik

 Total project area: c.40km2

 Commercial start-up: Acquired as a  
greenfield site in 2003, commissioned  
in 2010

 Milling Capacity: 0.7Mtpa resin-in-pulp  
(“RIP”) processing plant, second milling line  
on schedule for H2 2011 commisioning

 2010 Production: 36,400oz 
 2010 Cash costs: US$473/oz

Malomir mining operations
     Year ended Year ended  
    Units 31 Dec 2010 31 Dec 2009 

Total material moved    m3 ’000 2,568 – 
Ore mined    t ’000 601 – 
Average grade    g/t 3.2 – 
Gold content    oz ’000 62.7 –

 
Malomir processing operations
     Year ended Year ended  
    Units 31 Dec 2010 31 Dec 2009 

RIP Plant     
Total milled    t ’000 240 – 
Average grade    g/t 5.4 – 
Gold content    oz ’000 41.4 – 
Recovery rate    % 88.0 – 
Gold recovered    oz ’000 36.4 – 

Malomir: key facts
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Geology 
Similar to other deposits owned by the Group, Albyn is situated within 
the Palaeozoic Mongolo-Okhotskiy fold and thrust-belt. Mineralisation  
at Albyn consists of metasomatic rocks associated with low-angle 
fractures. Gold is present in a free state, sometimes as coarse visible 

grains up to 2mm in size. The main Albyn zone can be broadly divided 
into three areas: the Western, Eastern and Central zones. Each zone 
comprises several stacked parallel ore bodies up to 10-15m in size and 
dipping at 30-45° towards the north. Mineralisation at Albyn is suitable 
for free milling and amenable for the relatively low cost and low risk RIP 
processing technique.

Metallurgical studies conducted at the Group’s laboratories and verified 
by independent experts have indicated that ore at Albyn is easily 
treatable with recovery rates by cyanide leach or gravity separation up 
to 95.2%. 

Reserves and resources 
The Ore Reserves at Albyn are based on the independently audited 
geological resource estimates that have been economically optimised 
using a gold price of US$1,000/oz by WAI. WAI estimated combined 
Proven and Probable Ore Reserves of 16.7 Mt at an average grade of 
2.01 g/t Au. Development of the open pit will require 365.4Mt of waste 
to be removed in order to access the ore bodies with an average 
stripping ratio of 21.8 t/t. A full summary of Reserves and Resources for 
Albyn may be found on page 47 of this report.

Mining and processing 
Mining at Albyn is planned to be conducted by open-pit methods.  
The Group is planning to treat ore from Albyn at an on-site 4.0Mtpa  
RIP plant using direct cyanidation technology. 

The first of two RIP processing lines at Albyn is expected to be 
commissioned in the fourth quarter of 2011. This will consist of one 
7.5m x 2.5m SAG mill, two 4.0m x 6.0m ball mills and a sorption and 
desorption circuit with 200m3 tanks. Upon ramp-up, which the Group 
anticipates will be by the beginning of 2012, the total plant capacity for 
this first processing line is expected to be 2.0Mtpa. 

Work conducted during 2010 
The development of Albyn is currently on schedule and on budget  
due to the volume of work conducted during 2010. This work 
included the construction of on-site accommodation, temporary  
fuel storage and machinery maintenance facilities as well as the 
construction of project infrastructure including a second power line 
and on-site roads. Work also has been conducted to prepare the  
site for the start of mining operations. 

In addition to this construction work, the Group placed key orders for 
processing and mining equipment during 2010. These orders were 
placed earlier than had previously been planned to make an allowance 
for any potential delays, as was experienced at Pioneer in 2010.  

Currently, work at Albyn is focused on the construction of the 
processing plant.  

Our Assets 
Albyn and Tokur  Mine type: Hard-rock gold deposit, proposed open pit

 Location: North-east Amur region, c.150 km east 
from Malomir

 Ownership: Licence owned by 100% Group subsidiary 
LLC Albynskiy rudnik

 Total licence area: 1,006km2 
 Commercial start-up: Commissioning in the  

fourth quarter of 2011
 Milling Capacity: On-site 2.0Mtpa RIP plant planned

Albyn: key facts

Albyn: advanced development project

The Albyn licence area was acquired in 2005 as a greenfield site. 
Six years later, Albyn is scheduled to become the Group’s fourth 
open-pit mine with the commissioning of the first line of the RIP 
processing plant expected in the fourth quarter of 2011. 

The Albyn licence area is located in the north-eastern tip of the Amur 
region, approximately 150km north-east from Malomir and 45km 
south-east from the Tokur deposit, in the Selemdja district along the 
River Kharga. It is expected that these three assets will form a cluster 
of north-east assets which will be developed together using the 
synergies from all of these projects. The Albyn deposit is located near 
an area of previously extensive alluvial mining which took place during 
the 20th century. In addition, the Kharginskiy gold vein deposit, 
situated 500 metres from the Albyn central ore body and within the 
current licence, was mined during the 1950s, producing 6.0t of gold. 
The Albyn deposit itself was identified as a prospective site in 1970, 
during a regional geological survey of the area. As a result of these 
previous mining activities near the Albyn site, the Group inherited 
substantial mining infrastructure when it acquired the Albyn licence, 
including access roads and a 35kV power line, which allowed the 
Group to make capital cost savings. The deposit is located 2km from 
the nearest village, Zlatoustovsk, which has an all-year-round road 
connecting it to the BAM railway.
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Outlook 
The Group is constructing an RIP plant and the first line is expected  
to be commissioned at the end of 2011, comprising a 7.5m x 2.5m 
SAG mill, two 4.0m x 6.0m ball mills and a sorption and desorption 
circuit with 200m³ tanks. The capacity of this first line is expected  
to be 2.0Mt per annum. 

A second processing line is scheduled to be installed by the end of 
2013, which is anticipated to take the overall plant capacity to 4.0Mtpa.  
It is planned that the second line will be of a similar design comprising 
one 7.5m x 2.5m SAG mill and two 4.0m x 6.0m ball mills.

In line with the Group’s new approach to forecasting, the decision has 
been taken in 2011 not to release anticipated production figures for 
Albyn for 2011, although the Group has no reason to believe that these 
will not go ahead smoothly as planned. Consequently, production from 
Albyn has not been included in the Group’s current estimate of 2011 
production of 600,000oz.   

Geology
The Tokur deposit is located 45km west from Albyn within the same 
regional geological belt. Gold at Tokur occurs in quartz veins cutting 
Palaeozoic slates and shales as well as within a mineralised thrust  
sheer structure.

Reserves and Resources
The Ore Reserves at Tokur are based on Measured and Indicated 
Mineral Resources that have been economically optimised using a gold 
price of US$1,000/oz by WAI. WAI estimated combined Proven and 
Probable Ore Reserves of 4.2Mt at an average grade of 1.45g/t Au.  
Ore extraction requires that 37.6Mt of waste is removed in order to 
access the ore bodies. 

A full summary of the Tokur reserves and resources can be found on 
page 47.

First trial operations at Tokur were commissioned by the Group in 2009 
to test proposed processing methods for the deposit focused on the 
re-processing of low-grade stockpiles from the old Tokur underground 
mine using new x-ray separation technology. Gold recovery was 72% 
and the throughput of the classifier/separator complex was 50t of ore 
per day. The resulting product yielding 4.5 g/t Au suitable for direct mill 
feed is currently being stockpiled until the industrial scale mining and 
processing operations commence.

At the end of 2010, a 3.2kt bulk sample of this pre-concentrate was 
processed through the RIP plant at Malomir, returning 85% metallurgical 
recovery and providing the Group with confidence in the selected 
development concept. 

The ore from the stockpiles bears the same metallurgical characteristics 
as the principal ore body and this exploration work will be invaluable 
when designing the future processing plant. 

Currently, the Board is reviewing various scenarios for the development 
of this project and expects the feasibility study for it to be finalised by 
the end of 2011.

 Mine type: Hard-rock deposit at pre-development stage 
 Location: North-east Amur region, c.45km west 

from Albyn
 Ownership: 100% owned by the Group subsidiary, 

LLC Tokurskiy Rudnik
 Total licence area at Tokur: 4.8km2 

Tokur: key facts

Tokur: pre-development project

Tokur was acquired by the Group in 2003 and has subsequently 
formed an important base for the Group in the area. Tokur has been 
mined at different times during the 20th century. Consequently, it is 
well served by local infrastructure and is located in an area of 
intensive historic alluvial mining.  

Amur region

CHINA
Blagoveshchensk

Tokur
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Petropavlovskoye and Novogodnee-Monto
The Petropavlovskoye deposit lies 1km to the west of the Novogodnee-
Monto deposit and parallel to it. Both projects benefit from good 
infrastructure links as they are located close to the Obskaya-
Bovanenkovo railway line. 

Gold at Petopavlovskoye and Novogodnee-Monto occurs in both 
magnetite skarns and quartz metasomatites. Extensive metallurgical 
studies completed by the Group have indicated that gold can be 
recovered by cyanide leaching, whether by direct cyanidation or by 
cyanidation of flotation concentrate. 

During 2010, the Ore Reserves at Petropavlovksoye were audited by 
WAI using Measured and Indicated Mineral Resources and a gold price 
of US$1,000/oz. WAI estimated combined Proven and Probable Ore 
Reserves of 11.0Mt at an average grade of 1.05g/t Au. Ore extraction 
will require that 79.5Mt waste is removed to access the ore bodies. 

A summary of the reserves and resources for Petropavlovskoye may  
be found on page 47 of this Annual Report.

In 2010, exploration at Petropavlovskoye concentrated on the deposit’s 
flanks, where drilling was conducted on a 80x80m grid and samples 
were processed and assayed at the Group’s fully accredited local 
laboratory in the nearby town of Harp. Average grades between  
0.68g/t and 2.1g/t were identified, with individual samples assayed  
up to 10.72g/t Au. 

The unmineralised overburden rock at both Petropavlovskoye and 
Novogodnee Monto has suitable properties for use as a building 
material. Petropavlovsk is planning to use the overburden rock to 
produce a high quality gravel for the local market, where demand is high 
for such products. 

A feasibility study for the project, taking into account the positive 
economic effects of future gravel sales, is being developed. 

The development work in 2010 included pre-stripping and stockpiling of 
46,700m3 of rock to prepare the quarry for industrial gravel production. 
A preliminary Environmental Impact Assessment was also conducted.

Zapadnoye
Zapadnoye is a chromite deposit located in the west of the region, 
approximately 35km from the nearest railway station in Harp. 

The deposit has been extensively explored, with Russian Classification 
reserves of 3Mt at 37.5% Cr2O3 approved in 2010. The chromite ores  
at Zapadnoye are exclusively hosted within dunite intrusive and consist 
of NE-SW striking, steeply dipping (80-90°) ore bodies, which are open 
in all directions. The chromospinelides have been identified as high 
grade, with an average content of 60% Cr2O3, which will allow 
production of a high quality concentrate. 

A prefeasibility study has been conducted for the Zapadnoye project, 
which outlined the viability of open-pit mining to a depth of 50m over  
a period of three years, followed by underground mining. 

Our Assets 
Yamal Projects Yamal projects: key facts

 Project type: Various projects at advanced 
evaluation stage

 Ownership: OJSC Yamalzoloto (100% owned Group 
subsidiary); OJSC Yamalskaya Gornaya Kompania 
(75% owned Group subsidiary); CJSC Sever-Chrom 
(100% owned by OJSC Yamalskaya Gornaya Kompania) 

 Total licence areas for Yamal assets: c.1,690km2

Key assets in Yamal: at advanced evaluation 

During 2004 and 2005, through a series of acquisitions, the Group 
amassed a portfolio of licences covering a significant area on the 
eastern side of the Polar Urals in the Yamal-Nevets autonomous 
district. The Yamal region is a part of the Tyumen Oblast, a major 
centre of Russian oil and natural gas production, which contains 
approximately 90% of Russia’s natural gas reserves. The licence 
areas are west-northwest of the regional capital Salekhard, and are 
well serviced with infrastructure. 

The Group has three projects in the region at an advanced 
development stage: Petropavlovskoye, Novogodnee-Monto and 
Zapadnoye. The Sob-Kharbeiskaya licence area, which is at an early 
exploration stage, was also acquired in 2010. 

All of the deposits lie within the Arctic Circle where the climate is 
extreme polar continental.

Salekhard

Yamal assets
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Omchak 
Omchak was formed in 2003 when Petropavlovsk (then Peter Hambro 
Mining Plc) entered into a 50:50 joint venture with OJSC Susumanzoloto 
and OJSC Shkolnoye, both established and respected Russian gold 
mining companies.

In 2010, Omchak became a subsidiary of the Group following an 
increase in the Group’s total holding in Omchak to 90% after the 
acquisition of 32.5% and 7.5% of the issued capital of the joint venture 
from Susumanzoloto and Shkolnoye, respectively. 

Omchak and its subsidiaries own gold licences for both alluvial  
and hard-rock deposits, of which only its alluvial operations are 
currently in production. 

Total attributable gold production from Omchak during 2010 was 
52,300oz of gold. This figure was in-line with the Group’s forecast. It is 
expected that Omchak assets will produce c.56,000oz of gold in 2011.

Omchak currently own licences relating to five hard-rock exploration 
and development gold assets, located in several regions of Russia: 
Verkne-Aliinskoye, Kulinskoye and Bukhtinskaya in the Zabaikalskiy 
region, Birusinskiy in the Irkutsk region, and Kaurchak in the Republic  
of Altai. None of these assets are currently in production.

On 18 February 2011, Petropavlovsk entered into a non-binding  
Heads of Agreement with Meridian Minerals Limited relating to the 
potential sale by the Group of a 75% interest in Omchak. The alluvial 
assets currently owned by Omchak and its subsidiaries, are not 
intended to form part of the sale and it is anticipated that these assets 
will be transferred to the Group prior to the sale. Therefore, the potential 
sale would only relate to the non-producing hard-rock assets. 

Koboldo
Koboldo currently holds 29 licences to mine alluvial gold deposits  
in the Amur region. Koboldo operates the following alluvial mining 
methods: open cut and selective hydraulic separation, bulk hydraulic 
and dredge mining. Some alluvial assets currently held by Omchak 
subsidiaries are mined by Koboldo. 

2010 alluvial production and costs
In 2010, alluvial production, including Tokur but excluding Omchak,  
was 28,000oz of gold, representing an increase of 15% on the same 
period in 2009 (24,400oz). 

Current gold production from Tokur comes from placer extraction, 
beneath and adjacent to the mine waste dumps, although the waste 
dumps from the old mine are now being worked and stockpiled. 

The share of alluvial production in the Group’s total gold output 
amounted to 16% in 2010, compared to 11% in 2009.

Due to the greater emphasis placed on alluvial mining in 2010, the 
Group has taken the decision to publish total cash costs for its alluvial 
operations going forward. 2010 total cash costs for the Group’s alluvial 
operations were US$862/oz. This figure was broadly in line with 
expectations, as alluvial mining typically requires more costly overheads 
than hard-rock mining. 

The Group and OJSC Priisk Solovievskiy, a 13.76% investment by the 
Group, each hold a 50% interest in LLC GDK Odolgo. 

Odolgo currently possesses four combined mining and exploration 
licences relating to properties in the Amur region, two of which are 
alluvial operations. 

2010 production from joint ventures
Total attributable gold production from the Group’s joint ventures for 
2010 was 21,600oz, of which 7,300oz were produced by Omchak  
prior to Omchak becoming a subsidiary of the Group. 2010 production 
from joint ventures was in line with Petropavlovsk’s forecast following 
this transaction.

Our Assets
Alluvial Operations  
and Joint Ventures

Alluvial operations: in production
Petropavlovsk has a large number of licences to mine alluvial gold. 
These are held by OJSC Koboldo and subsidiaries of Omchak. 

Joint ventures & investments
Petropavlovsk’s strategy of organic growth is also implemented 
through collaboration with other recognised players in the Russian 
gold mining industry. This has enabled the Group to enter regions 
where it otherwise would have had no presence and which are 
logistically challenging.

94,600oz 
Total attributable production from 
alluvials and joint ventures in 2010
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“ It is with great pride that I look at our mines today and know  
that the smooth operations of our mills is partly the work of my 
team. Kapstroi was founded specifically to build the Group’s mines 
as we felt that this would be more efficient than relying on outside 
contractors. As a result, we have created a specialist company that 
has the knowledge and expertise to construct processing plants 
and infrastructure. People who visit our development sites always 
comment on how rapid the pace of construction is. It wasn’t that  
long ago when Pioneer was just an exploration site – look at it now! ”
Alekseev Valery Nikolaevich 
Chief Engineer of CJSC MC Petropavlovsk, Managing Director of OOO Kapstroi

Focus on Project Development,  
Engineering & Construction

Project Development, 
Engineering  
& Construction

Mining  
& Processing

Technological  
Support

Exploration  
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Gold Reserves & Resources

Summary of gold Mineral Resources and Ore Reserves
(in accordance with the JORC Code (2004))

Category Tonnage (kt) Grade (g/t Au) Contained Gold (Moz)

Ore Reserves

Mineral Resources

Proven 43,522 1.36 1.91
Probable 199,347 1.13 7.22
Total Proven+Probable 242,869 1.17 9.13

Measured 63,254 1.26 2.56
Indicated  304,567 1.04 10.23
Total Measured+Indicated 367,822 1.08 12.78
Inferred 364,560 0.88 10.31

Proven 4,914 1.47 0.23
Probable 21,634 0.80 0.55
Total Proven+Probable 26,547 0.92 0.79

Measured 5,034 1.52 0.25
Indicated  29,441 0.85 0.80
Total Measured+Indicated 34,475 0.95 1.05
Inferred 10,888 0.74 0.26

Pokrovskiy (Amur region)  Category Tonnage (kt) Grade (g/t Au) Contained Gold (Moz)

Ore Reserves

Mineral Resources

Proven 21,276 1.35 0.92
Probable 46,072 1.13 1.68
Total Proven+Probable 67,348 1.20 2.60

Measured 28,936 1.19 1.11
Indicated  70,951 1.00 2.28
Total Measured+Indicated 99,888 1.05 3.39
Inferred 53,511 0.69 1.18

Pioneer (Amur region) Category Tonnage (kt) Grade (g/t Au) Contained Gold (Moz)

Ore Reserves

Mineral Resources

Following an extensive exploration programme conducted during 2010,  
the Group was pleased to announce a significant uplift in gold Ore 
Reserves and Mineral Resources in accordance with the JORC Code 
(2004). This uplift underlines the effectiveness of the Group’s strategy  
of delivering low-cost organic growth through exploration success.

The Proven and Probable Ore Reserves were calculated using an economic cut off grade 0.3-0.57g/t Au (depending on the deposit) and include 4.6Mt at an average grade of 0.72g/t within  
ore stockpiles at Petropavlovsk’s active operations. The proposed open pits will require 1,340Mt of waste to be removed in order to access the ore body at a stripping ratio of 5.6t/t.  
A further 0.4Moz of Inferred Mineral Resource exists within the optimised pit shells.
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Key Points
 Proven and Probable Ore Reserves up by 36%  

to 9.1Moz compared to 6.7Moz reported in 2010
 The increase in Ore Reserves is attributable to 

successful exploration programmes and new 
licence acquisitions in 2010 and evaluations of 
reserves at Petropavlovskoye

 Total Mineral Resources increased by 96%  
(from 11.8Moz to 23.1Moz of gold) 

 Measured and Indicated Mineral Resources 
increased by 55% to 12.8Moz compared to 
estimates reported in 2010

 A further 10.3Moz of Inferred Mineral Resources 
were identified 

Petropavlovskoye (Yamal)  Category Tonnage (kt) Grade (g/t Au) Contained Gold (Moz)

Ore Reserves

Mineral Resources

Proven 2,962 1.12 0.11
Probable 7,993 1.03 0.26
Total Proven+Probable 10,956 1.05 0.37

Measured 3,959 1.03 0.13
Indicated  12,623 0.97 0.40
Total Measured+Indicated 16,582 0.99 0.53
Inferred 6,133 0.90 0.18

Tokur (Amur region)  Category Tonnage (kt) Grade (g/t Au) Contained Gold (Moz)

Ore Reserves

Mineral Resources

Proven 2,028 1.47 0.10
Probable 2,195 1.44 0.10
Total Proven+Probable 4,223 1.45 0.20

Measured 11,952  1.30  0.50 
Indicated  16,096 1.06 0.55
Total Measured+Indicated 28,048 1.16 1.05
Inferred 10,706 1.09 0.38

Albyn (Amur region)  Category Tonnage (kt) Grade (g/t Au) Contained Gold (Moz)

Ore Reserves

Mineral Resources

Proven 853 1.99 0.05
Probable 15,894 2.01 1.03
Total Proven+Probable 16,747 2.01 1.08

Measured 803 2.18 0.06
Indicated  17,267 2.13 1.18
Total Measured+Indicated 18,070 2.13 1.24
Inferred 9,076 2.03 0.59

Proven 11,489 1.34 0.50
Probable 105,559 1.06 3.60 
Total Proven+Probable 117,048 1.09 4.10 

Measured 12,570 1.28 0.52
Indicated  143,360 0.96 4.40
Total Measured+Indicated 155,930 0.98 4.92
Inferred 216,166 0.70 4.84

Malomir (Amur region)   Category Tonnage (kt) Grade (g/t Au) Contained Gold (Moz)

Ore Reserves

Mineral Resources
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Gold Reserves & Resources
Continued

Notes:  
(1)  Alluvial resources are reported inclusive of alluvial ore reserves;
(2)   Ore reserves include only on-balance material for open cut and dredge extraction; resources include the ore reserves, off-balance material for open pit and dredge extraction  

as well as on-balance and off-balance material considered for potential underground mining;
(3)   As per the Russian Classification System, ore reserves are reported at in-situ grade and tonnage, however it has been demonstrated that the material remains economically  

viable after application of the reasonably assumed or estimated modifying factors such as mining dilution and recovery;
(4)   In August 2010 the Group increased its total holding in ZAO ZRK Omchak to 90%. Omchak became a subsidiary of the Group and production from the assets held by  

Omchak from H2 2010 onwards is 100% attributable to the Group.

Total alluvial resources  
(in accordance with the Russian Classification System)

  Volume  Grade Contained 
 Category  (000 m3) (g/m3 Au) Metal (Moz) 

 B 5,798 0.11 0.02
 C1 74,613 0.32 0.77
 B+C1 80,411 0.30 0.79
 C2 9,697 0.86 0.27
 Total B+C1+C2 90,108 0.36 1.06

Total alluvial reserves  
(in accordance with the Russian Classification System)

  Volume  Grade Contained 
 Category  (000 m3) (g/m3 Au) Metal (Moz) 

 B 1,443 0.23 0.01
 C1 46,491 0.36 0.53
 B+C1 47,934 0.35 0.54
 C2 3,674 0.34 0.04
 Total B+C1+C2 51,609 0.35 0.58

Measured – – –

Indicated 14,271 1.10 0.50

Total Measured+Indicated 14,271 1.10 0.50

Inferred 43,811 1.07 1.51

Visokoe (Krasnoyarsk region) Category Tonnage (kt) Grade (g/t Au) Contained Metal (Moz)

Mineral Resources

Measured – – –

Indicated – – –

Total Measured+Indicated – – –

Inferred 11,144 1.51 0.54

Category Tonnage (kt) Grade (g/t Au) Contained Metal (Moz)Olenka (Verkhnetisskaya area, Krasnoyarsk region)

Mineral Resources

Measured   

Indicated 558 5.81 0.10

Total Measured+Indicated 558 5.81 0.10

Inferred 3,125 8.38 0.84

Category Tonnage (kt) Grade (g/t Au) Contained Metal (Moz)Verhne-Aliinskoe (Zabaikalskiy krai (Chita region))

Mineral Resources

In addition to the reserves and resources, estimated in accordance with the JORC Code (2004), the Group also holds significant Russian 
classified alluvial gold reserves and resources, as presented below:

The update has been prepared in conjunction with external experts and independently audited by WAI. It should be noted that Mineral Resources are inclusive of Ore Reserves.  
Estimates are provided as of 01 January 2011 and are based on a long term gold price of US$1,000/oz. Note: figures may have been rounded.
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Measuring Progress

Additional Non-Financial KPIs may be found in the accompanying Sustainability Report
* As per appendix on page 75

Non-financial KPIs for precious metal operations

Financial KPIs Operational KPIs

Financial and non-financial Key Performance Indicators 
(“KPIs”) were set up by the Group to help identify the 
progress of Petropavlovsk year on year, set out business 
targets for the year and benchmark the Group’s 
performance against industry leaders.

Group revenue – US$ million
2010
2009
2008

2010
2009
2008

2010
2009
2008

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009

2010
2009
2008

2010
2009
2008

2010
2009
2008

2010
2009

Average gold price realised – US$/oz

Cash costs for alluvial operations – US$/oz

Attributable gold production* – ’000oz

Cash costs for hard rock mines – US$/oz

Net debt – US$ million

Earnings per share (basic) – US$

Group lost time injury frequency rate (per million of hours worked) Violations of safety rules

Net profit – US$ million

Underlying EBITDA (before exceptional items,  
excluding IRC) – US$ million

Underlying EBITDA (before exceptional items,  
including IRC) – US$ million

612.0 506.8

1,253.0

558.0

862.0

94.0

23.0

171.1

0.11

2.90

204.8

229.0

472.3 486.8

975.0

303.0

769.0

695.0

144.8

19.1

0.98

3.80

229.0

241.0

381.7 401.6

845.0

22.7

388.7

0.27
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Petropavlovsk is one of the leading explorers in Russia, with an  
excellent geological exploration team and state-of-the-art laboratories  
and research centres. Petropavlovsk’s strong exploration expertise  
should enable it to sustain its growth in the coming years.

Exploration

Exploration is conducted at Petropavlovsk’s early stage assets to 
ascertain or clarify their economic viability, or to provide data for 
pre-feasibility studies. At Petropavlovsk’s producing assets, exploration 
results have contributed to prolonging the life of the mine. For example, 
at Pokrovskiy, successful exploration identified additional reserves in  
the main pit, plus a series of satellite deposits (the “Pokrovskiy Flanks”) 
surrounding the main pit. In addition, the success of Petropavlovsk’s 
exploration programme has contributed to the optimisation of 
development plans; at Malomir, exploration continues to find further 
non-refractory resources at Quartzitovoye allowing improvements to the 
Company’s mine plan. 

Petropavlovsk conducted a successful exploration programme in  
2010. Petropavlovsk’s exploration programme at its principal assets, 
predominantly Pioneer and Malomir, and evaluation of Proven and 
Probable Ore Reserves at Petropavlovskoye, culminated in a 36% 
increase in gold Ore Reserves in accordance with the JORC Code (2004). 

Exploration work conducted by Petropavlovsk’s exploration teams 
cover different surveying methods, namely mapping, drilling, trenching, 
modelling and the calculation of reserves and resources.

The geological team is headed by Nikolai Vlasov who, prior to his career 
with Petropavlovsk, was in charge of the State Mission that evaluated 
gold resources in the Russian Far East. The Group has been able  
to capitalise on his expertise and detailed “on the ground” knowledge  
to identify new exploration targets. 

During 2010, the Group’s total capital expenditure on exploration was 
US$62 million. Of this figure, US$14 million was spent on Pioneer, 
US$12 million was spent on Albyn and US$8 million was spent on 
Malomir. During 2010, Petropavlovsk conducted 290,000m of drilling, 
1.6 million m3 of trenching and analysed approximately 250,000 fire 
assay samples. The Group calculated the average cost per oz of gold in 
Ore Reserves as US$301.

Exploration in the Amur region

Blagoveshchensk

Tynda

Pokrovskiy

Sugjar

Adamikha

Pioneer
Solovyevskiy

Albyn
TokurMalomir

Gar-II

Oldoiskaya

Aprelskaya

Osezhinskaya

Taldan

Petropavlovsk key gold mines  
and development projects

City/town

Petropavlovsk  
exploration projects

Railway

Osipkan

The Amur region, in the Russian Far East, is situated across an 
ancient tectonic plate boundary and was the site of intense 
hydro-volcanic activity, a combination that resulted in some of the 
most favourable conditions for the formation of mineral deposits in 
the world. The region has been the historic home of the Group 
since its inception in 1994.

Petropavlovsk currently has 62 licences relating to gold-mining 
projects at various stages of development in the Amur region. 

Tygda

Zeya

Zlatostovsk

Sagur-Semertak
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Pioneer
A series of new, parallel ore zones with non-refractory mineralisation 
were identified during 2010. These new zones are located to the 
north-west of Bakhmut. 

Exploration at and near the Andreevskaya zone identified continuations 
of the mineralised structures at Andreevskaya, as well as new 
sub-parallel zones of mineralisation that are yet to be included in  
the Group’s gold resource estimate.

Considerable exploration has been undertaken at the Nikolaevskaya zone 
in 2010. This identified 227,557oz of Inferred gold resources in 
accordance with the JORC Code (2004) at an average grade of 0.84g/t. 
Mineralisation remains open in the on-strike and down dip directions.

Pokrovskiy and Pokrovskiy Flanks
A 24% increase in reserves allows for prolonging of the life of the main 
pit at Pokrovskiy.

Due to the successful exploration conducted by Petropavlovsk,  
it is envisaged that once the main pit at Pokrovskiy has been depleted, 
production will shift to the surrounding satellite deposits, known as  
the Pokrovskiy Flanks. The discovery and exploration of the flanks  
have greatly extended the mine life of the deposit.

Exploration continued at Pokrovka-2 as well as at a number of 
prospective areas at the Pokrovskiy satellite deposits, with a view to 
increasing the reserves and resources base to replenish the depletion  
of the main pit at the Pokrovskiy mine. Drilling at Pokrovka-2 confirmed 
a new mineralised zone.

Towards the end of 2010, a new, prospective area, Borovaya, was 
acquired. Exploration of this area will commence in 2011. 

Trenching at Zheltunak East prospect returned promising results with 
grades of 1.4-6.03g/t Au at an apparent thickness of 1.0m-4.0m. 

Malomir
Exploration at Malomir continued on the Quartzitovoye ore zone  
where confidence in the level of reserves has grown. 

During 2010, in-fill drilling was completed on the Sukhonyr deposit, 
which allowed an upgrade of a significant part of previously identified 
Inferred resources into the Measured and Indicated category that 
consequently expanded the project ore reserves and the proposed 
open pit. Further Inferred resources have also been identified.

The exploration and assessment of the recently discovered 
Magnetitovaya zone, located in the eastern part of the licence,  
is ongoing. Two ore zones underlying the diagonal thrust, striking 
NE-SW and dipping sub-vertically have so far been identified.  
The intersection thickness ranges from 3m to 30m with grades in 
selected samples of up to 40g/t. Mineralisation is similar to the main 
Malomir deposit. 

During 2010, drilling commenced to explore the possibility of a “bridge” 
zone between the Malomir and the Ozhidaemoye deposits. The results 
are yet to be confirmed. 

2010 exploration highlights: existing projects in the Amur region
 Pioneer: A series of new, parallel ore zones  

with non-refractory mineralisation have  
been identified 

 Pokrovskiy: An increase in reserves has 
prolonged the life of the main pit

 Pokrovskiy Flanks: Exploration at Pokrovka-2 
has identified an additional ore zone

 Malomir: In-fill drilling allowed upgrade of 
resources; identification of two ore bodies 
located in the Magnetitovaya zone 

 Albyn: In-fill drilling completed in 2010 allowed 
better definition of high-grade zones and 
improved average grade of the project reserves 
and resources 

Open pit and block resource model  
at Andreevskaya, Pioneer

The current outline of the  
pit can be seen in pink.  
Areas with normal grades  
of approximately 1-2g/t  
are indicated in green.  
Areas containing bonanza  
grades of 10-100g/t are  
indicated in red. 
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Exploration
continued

Albyn
The Albyn licence area has strong further exploration potential,  
in addition to the currently established reserves and resources. 

Exploration established a Sukholozhskaya zone of gold-bearing  
veins and veinlets, similar to those found at the Kharginskoye deposit, 
which has been traced 500-800m north of the Albyn. 

The Group’s geologists have discovered a further mineralised zone,  
the Zlatoustovskaya ore zone, to the west of the Sukholozhskaya zone. 
Exploration of this zone has indicated the presence of higher grade 
quartz veins and albetite mineralisation similar to the main Albyn ore zone. 

Petropavlovsk’s geologists believe that the acquisition of the Kharginskoye 
licence area to the south-east of the Albyn deposit offers the potential  
to discover a new target of a similar size and nature as Albyn.  

In-fill drilling completed in 2010 allowed better definition of the high 
grade zones and improved the average grade of the project’s reserves 
and resources. 

A newly identified gold-bearing zone, located 1km south of the central 
Albyn zone, was discovered and will be explored more intensively in 
2011 in order to establish a mineral resource estimate.

Other Amur region assets

Alkagan-Adamovskaya
Petropavlovsk acquired the Alkagan-Adamovskaya licence in 2010.  
The licence area covers 472.8km2 and is adjacent to the original 
Pioneer licence area. As such, Alkagan-Adamovskaya is being 
amalgamated into the Group’s development plans for Pioneer. 

The acquisition of the Alkagan-Adamovskaya licence allows further 
eastward exploration of the high grade Bakhmut and Andreevskaya 
trends. Exploration at Bakhmut NE has already identified additional 
zones of mineralisation – a new mineralised zone has been discovered 
c.1,400m north-west of Bakhmut.

During 2011, Petropavlovsk is intending to evaluate the soil 
geochemistry results completed during 2010. Once this evaluation  
is completed, Petropavlovsk intends to conduct further drilling and 
trenching of the area.  

Left:  
Gold samples  
at a Petropavlovsk 
laboratory. 

Malomir Ore Body Extension: Uplift in Reserves

88% increase in contained metal is attributable to the south-west  
open pit extension and additional ore discovered within 2010  
ultimate pit and reserve.
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Kharginskoye
During 2010, Petropavlovsk acquired the Kharginskoye licence which 
covers an area to the east and south of Albyn and contains geological 
extensions of the known ore bodies. Albyn’s gold-bearing geological 
structure appears to continue both east and south through the new 
licence. The acquisition of the Kharginskoye deposit has opened up  
the possibility of discovering a second deposit, similar to Albyn.

Burinda and Topazovskoye (Taldan licence area)
The Burinda and Topazovskoye prospects are situated in a similar 
geological environment to Pokrovskiy and are considered to be highly 
prospective by the Group’s geologists. 

During 2010, Petropavlovsk continued to explore these assets.  
A number of steeply dipping mineralised bodies were identified with  
a thickness of up to 40m and assays of up to 35g/t Au in selected 
samples. Preliminary metallurgical tests indicate that primary 
mineralisation is amenable to the direct cyanidation with recoveries  
of up to 95%. Magnetic and geological surveys have identified a  
2.5-3.0 northwards extension of the Burinda structure with gold 
presence confirmed by samples. The Group plans to release a  
JORC Code (2004) resource estimate for Burinda later in 2011.

Osezhinskaya
This is a new 350km prospective area which was acquired by 
Petropavlovsk in 2010. Osezhinskaya is situated south-west of, and 
almost adjacent to, Taldan, and close to an existing road, power 
infrastructure and the Trans-Siberian railway.

Ozernovskaya is considered by Petropavlovsk’s geologists to be  
highly prospective. The geology at Ozernovskaya is similar to the 
geology at Burinda. Geochemical surveys have identified a number  
of gold anomalies which are scheduled for trenching in 2010.

Osipkan
Osipkan is located to the south of Albyn and north of Sagur-
Semerotakskaya area. Petropavlovsk’s geologists consider Osipkan  
to be highly prospective and are currently evaluating the best way  
to realise its potential.

Exploration, including trenching as well as diamond drilling, was 
conducted in 2009 and 2010 and identified quartz veins as well as 
stockwork mineralisation. A sub-horizontal 2.6-6.0m thick mineralised 
zone with grades between 1.22-1.69g/t Au was intersected by drill 
holes as well as a steeply dipping body with 5.82-7.13g/t Au at a 
thickness of 1.0m-4.2m. During 2010, a further promising intersection 
was discovered with a grade of 1.35g/t over a thickness of 13m.  
The Group’s geologists consider Osipkan to be highly prospective  
and are currently evaluating the best way to realise its potential.

Sagur-Semerotakskya area
This is a recently acquired licence area, situated to the south of Albyn, 
in a region of significant alluvial mining and within the same geological 
formations as at Malomir. The high grade veins known in the area were 
mined in the past using underground methods with a reported total 
production of 3.5t (approximately 112,527oz) of gold. 720kg 
(approximately 23,150oz) of gold reportedly still remain in the mine  
as a historical resource. Quartz veins mined half a century ago were 
0.3-3.2m thick containing 40-60g/t Au with some substantial grades 
of up to 2,700g/t Au.

Exploration of the Sagur-Semerotakskya area remains at an early stage. 
Exploration is targeting wider zones that are host to high grade veins 
and also contain lower grade disseminated gold mineralisation that  
can potentially be extracted using open-pit mining methods. Grades  
of 1.0-5.0g/t Au at a mineable width have been identified so far by 
trenching. Exploration will continue on the area in 2011.

Kirovskoye deposit (Solovievskaya licence)
The licence for the Kirovskoye deposit belongs to the Odolgo Joint 
Venture. The Kirovskoye deposit remains a high priority exploration 
target for the Group’s Odolgo Joint Venture, with drilling continuing 
to return promising results.

Kirovskoye is a significant area hosting numerous gold deposits.  
A number of zones containing consistently high grades have  
been identified. 

Intersections of up to 60g/t Au at an apparent thickness of 2-3m with  
a wider surrounding area at a grade of 3-5g/t Au were identified at 
Prirazolmnaya. The exploration results received at Tsentralnaya are  
also encouraging with gold grades up to 14g/t. Mineralisation trends 
seen within the Solovievskaya licence area continue to provide strong 
potential for the discovery of further gold resources. The work 
undertaken in 2010 has further demonstrated the importance of the 
area and continued exploration is warranted. Preliminary test work  
on oxide samples has shown cyanide leach recoveries of more than 
95%, indicating that gold within the samples is non-refractory, 
subsequently increasing the prospects at this target. 

New licences
 The new Alkagan-Adamovskaya licence  

(472.8km2 in size) surrounding Pioneer’s initial 
licence area has been acquired 

 Allows further eastward exploration of the high-
grade Bakhmut and Andreevskaya trends 

 c.3,270km2 of new licences acquired in 2010
 The highly prospective Kharginskoye licence 

south-east of the Albyn deposit has been acquired
 Additional licences acquired in EAO and 

Krasnoyarsk, Irkutsk, and Yamal regions
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Exploration
continued

Visokoe
The Visokoe deposit is situated in the centre of the Krasnoyarsk region, 
in an area that has consistently produced 1.0-1.3Moz of gold per 
annum over the last 20 years. The licence area was acquired by 
Petropavlovsk in 2010. 

Visokoe hosts significant gold resources. Both oxide and primary ore  
is suitable for direct cyanidation treatment. The mineralised zone defined 
to date by drilling and trenching exceeds 1,400m in length with an 
average width of 40-50m. The exploration drilling continues with the 
current stage of exploration due to be completed later this year.

Utilising the drilling results received to date, the Group estimated 
500,000oz of gold in Indicated resources and a further 1,500,000oz  
of Inferred that have been included in the current resource statement.

The exploration potential of the licence is far from being fully realised, 
the main ore body is still open to the depth; a parallel narrow but higher 
grade structure running 300m to the south-west is also yet to be 
explored and evaluated. 

Petropavlovsk is currently preparing a pre-feasibility study for Visokoe. 

Olenka (Verhnetisskaya area)  
and Troeusovskaya
Olenka is situated 70km north of Visokoe. 

Petropavlovsk completed a JORC Code (2004) Inferred resource 
estimate of 542,000oz for Olenka (part of the Verhnetisskaya licence 
area) which was included in the Group’s current resource statement.  
A summary of Mineral Resources for Verhnetisskaya may be found  
on page 48.

Although the full exploration potential of Olenka remains unrealised,  
an internal assessment concluded that Olenka would be most efficiently 
exploited together with further deposits, which Petropavlovsk’s 
geologists anticipate to identify within the adjacent 995km2 
Troeusovskaya licence, which is situated to the west of the deposit and 
believed to offer further exploration potential. It was therefore decided  
to focus further exploration efforts on Troeusovskaya during 2010, 
where several geochemical anomalies of gold, arsenic and antimony  
are known to exist as a result of both historical and Petropavlovsk’s  
own work. This composition of elements is a well proven geochemical 
signature of Olympiada-style mineralisation. The main geological 
settings at Troeusovskaya are also in many respects similar to those  
at Olympiada. An indicative assessment based on the size and intensity 
of known geochemical anomalies shows an exploration target 
containing 2.5Moz of gold. Petropavlovsk plans to conduct prospecting 
works at Troeusovskaya in 2011.

Krasnoyarsk region

 The Krasnoyarsk region covers approximately 2,367,000km2  
and stretches across the central part of the Russian Federation.  
It is one of the largest and oldest gold-producing regions of  
Russia. The area is rich in various types of mineral resources, 
including coal, oil, gas, iron-ore, magnetite, platinum, lead, copper, 
nickel, graphite and other rare and precious metals and minerals. 
Known gold deposits are situated in the centre of the region, 
including the Olympiada deposit, the largest operating gold mine  
in Russia. Petropavlovsk acquired several new licences in the 
Krasnoyarsk region in 2010.

City/town

Petropavlovsk  
exploration projects

Krasnoyarsk  
region
Visokoe  
and Olenka

Krasnoyarsk
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Other regions

Yamal

Sob-Kharbeiskaya 
In 2010, Petropavlovsk acquired a new prospective licence for 
Sob-Kharbeiskaya, an area which covers 407km2 and is located 
approximately 40km north-west from Petropavlovskoye.  
Initial state-funded gold prospecting was conducted at 
Sob-Kharbeiskaya between 2000 and 2009. This identified  
several geochemical anomalies and concluded that the area  
has potential gold-quartz sulphide mineralisation. Petropavlovsk  
plans to conduct its own drilling of the area in 2011. 

Chita region
The Chita region is located within the territory of Zabaikalskiy Krai, 
Siberia. The Chita region is a renowned gold producing region in  
Russia where both significant hard-rock and alluvial deposits have  
been exploited for more than 100 years. Petropavlovsk currently  
owns three assets in the region through its subsidiary, Omchak.

Verkhne-Aliinskoye
Verkhne-Aliinskoye is a high grade vein deposit in the north of the Chita 
region. Exploration completed at Verkhne-Aliinskoye in 2010 resulted in 
an estimation of resources in accordance with the JORC Code (2004), 
which are included in the Group’s gold resource statement on page 46. 

Verkhne-Aliinskoye has the potential to further increase the Group’s  
gold mineral resources and Petropavlovsk is currently evaluating the 
best approach to realise this potential. The deposit remains open to  
the depth with only the top 200-250m being explored. Other deposits 
of this type were proven to have a vertical length of mineralisation of  
up to 1,000m with some having been mined to a depth of 700m with 
the resources still existing below this depth. A number of shallow 
under-explored veins have also been found within the licence area. 

Kulinskoye and Buhtinskoya prospects
Kulinskoye and Buhtinskoya are located in the west of the Chita region, 
close to the Trans-Siberian railway and 500km east of the Pokrovskiy 
mine. Both deposits are at a very early exploration stage but offer the 
potential to discover a high grade narrow vein-type mineralisation similar 
to that which is found at Verkhne-Aliinskoye. 

A trenching programme conducted during 2010 established a 
potentially valuable mineralised zone with a strike length of 40m and 
average grade of 7g/tAu at a thickness of up to 2.5m. Other drilling 
results included a number of high-grade intersections that are currently 
being interpreted.

EAO
During 2010, Petropavlovsk acquired a gold licence in the EAO, a 
region south-east of the Amur region. This new licence area is situated 
approximately 40km south of IRC’s K&S project. Numerous indications 
of gold mineralisation, including a historically mined alluvial deposit, 
geochemical anomalies and historical trenching results with reported 
grades of up to 20g/t, have led Petropavlovsk’s geologists to believe 
that this area is highly prospective for the discovery of significant gold 
mineralisation. Petropavlovsk is scheduled to commence its exploration 
programme in mid-2011.

Irkutsk region
Through the acquisition of Omchak in 2010, Petropavlovsk acquired 
two exploration licences in Russia’s Irkutsk region. These assets are 
located in the most significant alluvial gold mining district within the 
Eastern Sayan Mountains. The area can be accessed by off-road 
trucks during the summer season when rivers are low from the town  
of Nizhneudinsk, where the Trans-Siberian railway also passes. 

Geologically, the prospect is situated within the zone of the Main Sayan 
Fault which separates the Siberian platform from the Altay-Sayan belt. 
Gold mineralisation is associated with west-east and north-west striking 
tectonic zones within Riphean volcano-terrigenic, volcano-
terrigeniccarbonate, carbonate and coarse terrigenicgraben formations. 
Middle-Palaeozoic intrusions are believed to have an important role in 
the gold mineralisation of the region.

Historical exploration has identified several prospects within the two 
licence areas.

2010 exploration highlights: Krasnoyarsk region
 Visokoe deposit: Combined Indicated and 

Inferred Mineral Resources (in accordance 
with the JORC Code (2004)) have been 
identified at the Visokoe deposit, infill drilling 
is on-going to upgrade current resources to 
Measured and Indicated category 

 Visokoe: A pre-feasibility study is being 
prepared for Visokoe

 Olenka: An Inferred Mineral resource of 
542,000oz has been estimated for the 
Olenka ore bodies which are located 70km 
north from Visokoe
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“ Petropavlovsk has enjoyed an unprecedented rate of growth since 
the Group was founded in 1994 and I have been lucky to have been 
with the Group since the very beginning. In 1994 Pokrovskiy Rudnik  
had a workforce of just over 17 people. Now the Group employs over 
11,000 people! Over the years we have learnt a lot and this knowledge 
has enabled us to significantly speed up the process of bringing our 
deposits into production. We have research and development centres  
in place to ensure that we are able to select the most optimal 
technology to extract gold from different types of ore. Through the 
research work performed by our design institutes, we are now able  
to process refractory ores. We believe that due to the continuous 
process of active exploration our Group has a bright future. ”
Ermolenko Sergey Egorovich 
General Director of CJSC Management Company Petropavlovsk 

Focus on Mining & Processing 

Project Development, 
Engineering  
& Construction

Mining  
& Processing

Technological  
Support

Exploration  
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Project finance
In December 2010, a subsidiary of IRC entered into a US$340 million 
project finance arrangement with ICBC and a US$400 million 
Engineering, Procurement and Construction Contract (“EPC”) was 
signed with the CNEEC. This contract aims to bring K&S into 
production in 2013. 

Deed of Non-Competition
The Company and IRC have entered into a Deed of Non-Competition 
(the “Deed”) to ensure that their respective businesses do not compete. 
The Deed, dated 22 September 2010, commenced from the date on 
which IRC was listed on the Stock Exchange of Hong Kong and shall 
continue in force until such time as the shares of IRC Limited cease to 
be listed on the Stock Exchange of Hong Kong or until the Company 
controls less than 50% of the issued share capital of IRC. The Directors 
confirm that the Company has complied with the terms of the Deed 
during the period commencing from the commencement date of the 
Deed up to the date of this Annual Report.

Kuranakh
Kuranakh was commissioned in May 2010, with a formal commissioning 
ceremony undertaken by the President of Russia in July 2010. 
Commercial sales of iron ore concentrate began in September 2010 
under a long-term offtake agreement that prices IRC’s product at a 
formula related to the spot price for iron ore concentrate. The price 
achieved rose steadily thereafter, with an average price agreed in 
December of US$131/tonne. As the sales volume rose, so too did the 
prices achieved, and IRC is currently realising a price closer to the local 
spot price.

Location 
Kuranakh is located in the north-west of the Amur region. The mine  
is directly connected to the BAM railway, which in turn is connected  
to the Chinese railway network through the Trans-Siberian railway. 

Geology, reserves and resources
The 85km2 Kuranakh licence area contains two major areas of 
mineralisation, the Kuranakh deposit and the Saikta deposit. The main 
ore minerals in the Kuranakh project licence area are ilmenite and 
titanomagnetite. The main value-adding components include titanium 
and iron. Other components include vanadium, chromium, nickel and 
cobalt. At this stage only vanadium is considered by IRC to be a 
value-accretive by-product.

Mineral Resources for Kuranakh have calculated in accordance with the 
JORC Code (2004).

IRC Limited

Summary of principal IRC Mineral Resources for Kuranakh
 
 Cut-off Resource Mineral Grade 
Project grade category Resources (Mt) (% Fe total)

Kuranakh 17% Fetot  Indicated 37.38 31.17
(incorporating  Inferred 5.68 31.55 
Saikta)  Total 43.06 31.22

IRC Assets

IRC is a producer and developer of industrial commodities with 
projects located in the Amur region, the EAO and north-eastern 
China. The IRC assets previously formed the Group’s Non-Precious 
Metals Division, having been amalgamated into the Group following 
the acquisition of Aricom plc in April 2009. In October 2010, the 
Group completed the listing of IRC Limited on the Stock Exchange  
of Hong Kong Limited, which raised proceeds of approximately 
US$240m, while retaining an interest of 65.6% in IRC. 

IRC’s principal assets are the Kuranakh facility, which produces  
titanomagnetite concentrate and ilmenite concentrate, and K&S, 
which is an advanced stage construction project on schedule to 
commence production of iron ore concentrate in 2013. IRC projects 
are fully funded for their near term growth plans. 

Further information on IRC, including its 2010 Annual Report and 
information on its assets, management structure and Board of 
Directors may be found at www.ircgroup.com.hk

Blagoveshchensk

Kuranakh

Amur region

CHINA

Garinskoye

K&S
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Mining and processing 
Mining at Kuranakh is entirely open pit. The Kuranakh processing facilities 
were commissioned in May 2010. The design capacity is 0.9Mtpa 
titanomagnetite concentrate and 0.29Mtpa ilmenite concentrate. 

Processing at Kuranakh is a two-stage integrated operation: the ore first 
undergoes crushing and magnetic pre-concentration at a plant adjacent 
to the pit and then further beneficiation is conducted at the processing 
plant, to produce concentrate. 

2010 production
Production ramped up during the second half of the year with some 
adjustments being needed for the ilmenite circuit. By December 2010, 
the plant was working towards reaching full capacity and producing 
titano-magnetite concentrate with a grade of approximately 62.8%  
Fe and ilmenite concentrate with a grade of 47% to 48% TiO2. 

The ilmenite circuit has not yet achieved optimal yields due to issues with 
the concentrators. The supplier of the high intensity electroseparation 
circuits for the ilmenite concentrate has visited Kuranakh to correct the 
yield issue and will report to IRC shortly. IRC is also carrying out 
independent testing of the materials and circuit.

Outlook
Kuranakh has a current estimated mine life of 15 years. 

Kuranakh laboratory 
A fully-operational laboratory is located on-site to support all stages of 
the production process, providing testing and analysis of the geological 
samples, balanced samples from the crushing and screening complex 
and process plant and the final product before it is delivered for sale.

K&S
K&S is an advanced stage development project which is currently  
on track to commence production of iron ore concentrate in 2013. 

Location
Located in the EAO, K&S is approximately 40km from the Chinese 
border. It is connected to the Trans-Siberian railway and the Federal 
Highway, both of which are linked to routes into China.The site is also 
connected to local electricity and water supplies, which it uses in 
addition to its own facilities.

Planned development and outlook
K&S is designed to comprise a 10Mtpa mining operation at two open 
pits. The total mine output will be processed on site, and is expected  
to yield 3.2Mtpa of c.65% iron ore concentrate.

K&S has a current estimated mine life of 25 to 40 years. 

Geology, reserves and resources
The K&S project consists of twin deposits, Kimkan and Sutara.  
The total licence area is 49.4km2. 

The Kimkan deposit is divided into four distinct ore zones with the  
most important being the central zone. The ore is approximately 63% 
magnetite, approximately 20% haematite-magnetite and approximately 
17% oxidised martite and haematite-martite and has an average grade of 
35.7% Fe within those parts that have been drilled. The ore also contains 
manganese (0.5-1.5%), germanium, vanadium, titanium and gold. 

The Sutara deposit is divided into three ore zones with the most 
important being Yuzhni, which lies on either side of the Sutara river.  
The ore is mainly magnetite with some silicate-magnetite and, as at  
the current level of exploration, has an average grade of 33% Fe. 

Mineral Resources for K&S have been calculated in accordance with 
the JORC Code (2004).

Work in 2010
During 2010, on site work at K&S focused on preparing the site  
for commissioning. This included clearance and construction work.  
The first accommodation block and offices were completed and the  
first 1,000t of test ore was mined. The results of these tests were 
satisfactory with negligible impurities found.

Other projects
IRC owns licences to explore and mine the Garinskoye iron ore deposit, 
which is located in the Amur region. IRC plans to commission this 
project in 2015 and estimates that Garinskoye’s full design capacity will 
be 7.3Mtpa of iron ore pre-concentrate. In addition, IRC operates three 
early-stage development assets, Kostenginskoye (100%), located in the 
EAO, Bolshoi Seym (49%), located in the Amur region, and the 
Garinskoye Flanks, which surround the main Garinskoye project. 

IRC is developing a 46%-owned joint venture with Jianlong Steel  
to produce 6,000tpa of vanadium pentoxide. IRC expects this to 
commence production in 2011. 

IRC Limited: key facts
 65.6%-owned subsidiary, producing and developing 

industrial commodities 
 Listed on the Stock Exchange of Hong Kong Limited 

with a market capitalisation of c.US$614 million as  
at 31 December 2010 

 Independent management and Board of Directors
 Threefold increase of reserves in accordance with the 

JORC Code (2004) announced by IRC in 2011
 IRC projects are fully funded for their near term growth plans

 Kuranakh: Began commercial production of iron ore 
concentrate and ilmenite in concentrate in 2010

 K&S: Expected to start producing iron ore 
concentrate in 2013

 Garinskoye: Expected to start production in 2015 
 Joint venture: Expected to start production of 

vanadium in 2011 

Summary of principal IRC Mineral Resources for K&S
 
 Cut-off Resource Mineral Grade 
Project grade category Resources (Mt) (% Fe total)

K&S 25% Fetot  Measured 195.66 32.45
    Indicated 396.77 32.91 
  Inferred 148.65 32.07
  Total 741.08 32.62
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Petropavlovsk’s education policy
Petropavlovsk’s education policy is designed to provide support for  
all areas and levels of education, from local kindergartens through  
to universities. The aim of the policy is to create the next generation  
of geologists, technicians, scientists, managers and skilled labourers 
required by Petropavlovsk as it continues its expansion. In turn,  
this provides local people with a better education and increased  
job opportunities whilst raising the Group’s profile in the region.

From kindergarten…
To date, Petropavlovsk has supported more than 70 schools and 
kindergartens in towns and villages in close proximity to its operations. 
Support has been tailor-made to the requirements of each institution, 
ranging from providing fully-equipped IT departments through to 
assisting with the construction of new classrooms and school buildings. 
It is hoped that the local children touched by Petropavlovsk’s investment 
will grow up to become part of the Group’s future workforce. 

…to University 
In 2007, employees at the Group’s laboratories collaborated with 
teaching staff at a university in Blagoveschensk, the capital of the Amur 
region and home to Petropavlovsk’s regional headquarters, to create  
an advanced course in analytical chemistry for students in their final 
year. The course covers the theoretical analysis and practical work 
involved in metallurgical sample analysis. The practical work is 
undertaken in the Group’s laboratories, offering students first-hand, 
relevant experience in industry.  

In addition, students studying geology are offered the opportunity  
to undertake practical experience working in the Group’s subsidiary 
dedicated to geological modelling, NPGF Regis.

Fostering expertise 
Petropavlovsk is proud to support its employees in obtaining further 
qualifications and job progression opportunities. By ensuring staff are 
trained to the highest standards, Petropavlovsk aims to continue its 
culture of nurtured talent and innovation.

The Pokrovskiy Mining College 
In 2007, Petropavlovsk established a specialist mining college in  
the town of Zeya, close to the Pokrovskiy mine in the Amur region.  
The college was founded in order to ensure that Petropavlovsk’s future 
employees are trained to the Group’s highest standards. The college 
offers the opportunity for local people to train in a skilled mining 
profession and offers students an opportunity to study for one of 42 
mining and engineering professions. Upon satisfactory completion of its 
courses, graduates are offered employment with Petropavlovsk.  
In 2010, 126 students were admitted to the college.

The Group is proud of its dedicated and highly-qualified workforce. 
Petropavlovsk has a long-term policy of investing heavily in local  
education and training to ensure that it is able to continue to employ  
from the best pool of talent available. This policy in turn allows  
individuals to reach their full potential and brings wider benefits  
to the Amur region. 

Investing in People 
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Fostering  
expertise 
Ensuring  
the culture  
of innovation  
continues

Supporting 
higher education 
Collaboration  
with a local 
university to  
create a course  
in analytical 
chemistry 

Investing in the future 
Supporting local schools  
and kindergartens, 
offering internships 

Developing  
its workforce 
Support provided  
to employees in 
undertaking higher 
education

“I was studying at university but I left in order to study at the Pokrovskiy  
Mining College. My father works at the Pokrovskiy mine and speaks a lot 
about it. I really like it here, the most important thing is the practical work 
experience offered. If I had stayed on at university, I would not have had  
the same job opportunities.” 

Galina Voloshina, Student at Pokrovskiy Mining College

42 
professional mining courses offered  
at Pokrovskiy Mining College

126 
students admitted to study at 
Pokrovskiy Mining College in 2010

A long term policy of 
investment in regional 

education to support the 
Group and contribute to  
the development of the 

Amur region
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Approach to sustainability issues
The Group takes compliance with Russian health and safety and 
environmental legislation seriously, and is seeking to go beyond this  
by bringing its projects in line with international practice. The Group 
seeks to ensure that its workforce feel valued and respected through 
the provision of good working facilities and safe operating conditions.  
It is committed to supporting local educational institutions, providing  
its operations with a suitably qualified workforce and allowing individuals 
to reach their full potential.

Management and governance
The Group has an organisational structure in place to ensure that  
all aspects of its operations, including social and community relations 
and health, safety and environmental performance, are monitored  
at all management levels and managed efficiently and effectively. 

The Board of Directors sets and reviews the Group’s Sustainability policy. 
A Health, Safety and Environmental Committee (“HSE Committee”) was 
established to assist the Board in obtaining assurance that appropriate 
systems are in place to deal with the management of health, safety and 
community relations risks. 

Health, safety and environmental performance data across the Group’s 
projects is submitted to the Executive Committee for review ahead of 
each meeting. 

The Board is responsible for ensuring an appropriate level of corporate 
governance and intends, where possible, to comply with the UK 
Corporate Governance Code which applies to the Company from 
1 January 2011. The Board is responsible for ensuring that appropriate 
measures are taken by the Group in order for it to comply with the UK 
Bribery Act 2010, when that Act comes into force on 1 July 2011. 

Further details of the Group’s Board of Directors, management and 
governance compliance and approach to corporate governance may 
be found in the Corporate Governance Statement in the accompanying 
Financial Statements, which has been prepared in accordance with 
Rule 7.2 of the FSA’s Disclosure and Transparency Rules and forms  
part of this report.  

Sustainability strategy
The HSE Committee reviews the Group’s Sustainability Policy annually. 
The Sustainability Policy details the Group’s sustainability commitments 
and goals in the coming years. 

Sustainability Report 2010
As part of its Sustainability Strategy, the Group has published a 
Sustainability Report together with its 2010 Annual Report and Financial 
Statements. This Sustainability Report has been aligned to the 
requirements of the Global Reporting Initiative.  

HSE audit
During the first quarter of 2011, a HSE audit of the Group’s operations 
was undertaken by an independent environmental specialist at WAI. 
WAI noted in its summary that environmental permits for all operational 
mines remain valid and good relations have been maintained between 
mine management, Federal and Amur State authorities. Ongoing 
permitting is progressing well for the non-operational assets. It was 
noted that community acceptance of all the projects is good and the 
Group has good relations with the local ethnic populations.

Sustainability

Petropavlovsk recognises that operating in a  
safe and responsible manner will ensure that its  
business is respected at a local level, federal level  
and by the investment community worldwide. 
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Employees 
The Group’s average number of employees in 2010 was 11,789. 

The Group is one of the largest employers in the Amur region.  
The Group seeks to recruit staff from the localities in which it works  
and is committed to offering good wages and working conditions to 
retain its current workforce and to ensure it is an employer of choice. 
The Group is committed to providing good quality on-site purpose  
built accommodation facilities for staff working at its mines, which 
include recreational and sporting facilities.  

The Group offers off-site housing to some of its workforce and their 
families who have worked for the Group for over five years. 

The Group seeks to provide workers with long-term career and 
personal development opportunities through the provision of internal 
courses or Group sponsorship to attend external training programmes.

Since 2003, an independent trade union has represented workers’ 
interests to the Group. The Group’s management undertakes regular 
consultation sessions with employees to ensure that there is clear 
communication within the Group. The Group publishes a monthly 
internal newspaper to keep employees up to date with the  
Group’s developments. 

Health and safety
The Group operates in accordance with Russian health and safety 
legislation and is continually seeking to ensure that these practices  
are aligned with international best practice. In accordance with this, 
Petropavlovsk’s Health and Safety Department conducts health and 
safety reviews to implement sanctions and to make recommendations, 
if and when health and safety measures are breached. Regular reports 
on all accidents which have occurred within the Group are submitted  
to the Executive Committee and the HSE Committee. In addition, 
external auditors visit Petropavlovsk’s key operations annually to  
review the Group’s health and safety policies and procedures.

There are medical facilities and medically trained staff on duty at 
Pokrovskiy, Pioneer and Malomir.

In 2009, both Pokrovskiy and Pioneer independently implemented 
externally verified health and safety management systems in 
accordance with ISO Standard OHSAS 18001. 

Regrettably, there were three on-site fatalities at the Group’s operations 
during 2010. Thorough investigations were undertaken by the Group  
to understand the causes of the accidents and to recommend 
measures to prevent them from recurring. Immediately following the 
publication of the results of the inquiry, the head of the Petropavlovsk’s 
Health and Safety Department held an extraordinary meeting with all 
managers holding operational responsibility to review and assess the 

findings. The findings concluded that poor workmanship and poor 
organisation were factors in the fatalities and therefore steps have been 
taken to address these issues. The Group is currently investigating a 
range of measures it can take to minimise the risk of accidents and to 
improve its accident response. Since these incidents, additional and 
enhanced technical measures will be implemented at all operational 
sites. Although the Group already provides regular training to its on-site 
staff, it is investigating how this can be optimised in light of these 
accidents. The Group is also seeking ways in which it can improve first 
aid response.

The Group would like to express its sympathies to the families of its  
lost colleagues.

Supporting local communities 
The Group is dedicated to developing positive, long-term relationships 
with the communities within which it operates. 

A Stakeholder Engagement Plan (“SEP”) has been created for Malomir 
which is in line with International Finance Corporation (“IFC”) standards 
and international best practice guidelines.

During 2010, the Group collaborated with local government authorities 
to launch the Petropavlovsk Foundation for Social Investment  
(“the Foundation”) to consolidate the Group’s existing social activity  
into one investment vehicle. The aim of the Foundation is to contribute 
to the social and economic development of the regions in which the 
group operates. In doing so, the Foundation seeks to support the 
commitment to sustainable development in the Group’s policies, 
strategies and practices, to centralise the Group’s sustainable 
development programme, to promote the development of Far East 
Russia and to contribute to the development of positive relations with 
federal and local authorities and the communities affected by the 
Group’s operations.   

The Foundation is managed by a governing board, which includes  
the Chief Executive Officer of Petropavlovsk PLC, and is supervised  
by a board of guardians, which comprises the Group’s key operational 
management, key figures from local government and community leaders. 

The Foundation’s targeted activities include: methods of improving  
the quality of life of children including investment in education, 
investment in cultural and sports activities and programmes,  
the contribution to the development of science and infrastructure 
initiatives, the provision of funds for hospitals and other medical  
facilities and the development of ecological programmes. 

 

2010 health, safety, environmental and social activities and milestones 
 The completion of an Environmental and  

Social Impact Assessment (“ESIA”) for the  
Malomir gold project

 Review of Petropavlovsk environmental 
management procedures against international 
practice found the majority of procedures are 
broadly in line with international practice, with 
greater focus recommended on enforcement 
of internal management systems

 Ongoing work to align operations with  
the International Cyanide Management  
Code (“ICMC”)

 Launch of the Petropavlovsk Foundation  
for Social Investment

 Continued investment in education initiatives 
 Movements towards ensuring improvements  

in health and safety performance
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Environmental monitoring
Petropavlovsk manages the environmental impacts of its operations  
in accordance with Russian regulatory requirements and is seeking  
to go beyond this by aligning its current practices with international  
best industry practices. 

Petropavlovsk’s environmental safety department ensures that the Group’s 
operations are compliant with Russian legislation regulating discharge  
to air, water, soil, tailings and waste management. Monitoring data is 
collated on a regular basis and submitted to local authorities. 

An environmental report is prepared on a monthly basis for the 
Executive Committee and on a quarterly basis for the HSE Committee. 

IRC Limited maintains an environmental reporting system,  
that is detailed in the IRC Annual Report.

Cyanide management 
The Group is seeking to align the use of cyanide at its operations  
with the International Cyanide Management Code (“ICMC”). 

During 2009, the Group appointed an independent external consultant, 
Golder Associates, to conduct a gap analysis audit against the ICMC  
of the Group’s operations which used cyanide to extract gold (at the 
time, the Pokrovskiy and Pioneer mines only). The report concluded  
that Petropavlovsk has good systems in place for the management  
of cyanide and is compliant with Russian regulations. However, a 
number of relatively minor changes were proposed to bring operations  
in line with best practice and to meet the requirements of the ICMC.  
The HSE audit conducted by WAI during the first quarter of 2011 
concluded that the cyanide is well managed at all the Group’s operations 
and that there was clear evidence that the findings of the 2009 ICMI  
gap analysis are being implemented at Pokrovskiy and Pioneer. 

Petropavlovsk is aiming to obtain ICMC certification for Pokroviskiy, 
Pioneer, Malomir and Albyn by the end of 2012.

Tailings Management Facilities
During 2010, a new Tailings Management Facility (“TMF”) was designed 
for Pioneer to replace the existing tailings facility which the Group 
anticipates will shortly be full. The design of the new TMF facility was 
approved by the relevant regulatory bodies. WAI noted that it believes 
that the design concept is appropriate and sound. 

ESIA 
During 2010, an Environmental & Social Impact Assessment (“ESIA”)  
for Malomir was prepared to best practice standards. This is the first 
time such ESIA has been undertaken for Petropavlovsk. No fatal flaw 
resulting from the operations at Malomir was identified. The ESIA was 
reviewed by WAI as part of their HSE audit. In its audit during the first 
quarter of 2011, WAI noted that this document forms an effective basis 
for environmental management at Malomir. 

The Group intends to prepare an ESIA for Albyn during 2011 in time for 
the plant’s commissioning in the final quarter of the year. During 2010, 
environmental baseline data was collected in preparation for the ESIA. 
Environmental permitting at Albyn is ongoing. 

Sustainability 
continued
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Regis and Dalgeologiya
Regis, based in Blagoveschensk, was established in 1994 and its 
acquisition by the Group was completed in 2006. Regis performs  
the whole spectrum of geological exploration from initial surveying to 
detailed delineation of ore bodies and also the full scope of engineering 
for final feasibility studies. Dalgeologiya was established in 2006 to 
support the Group with surveying and exploration work.

Laboratory services
Petropavlovsk has a network of laboratories which provide support  
for its projects. All laboratories are accredited in accordance with 
Russian standards.

Pilot Test Plant
In 2009, this network of laboratories was supplemented with a 
state-of-the-art metallurgical test plant in Blagoveschensk – a first  
of its kind in the Russian Far East. This project gives Petropavlovsk  
the flexibility to test any type of gold recovery process under conditions 
approximating real production. 

Gidrometallurgiya 
The Group’s expertise in pressure oxidation is principally represented 
by Gidrometallurgiya, a scientific research centre based in St. Petersburg. 
It is equipped with state-of-the-art autoclave laboratory facilities. The 
centre has particular expertise in gold extraction from refractory sulphide 
ores, where it is necessary to use high pressure oxidation technology. 

Irgiredmet
Irgiredmet is one of the largest and most respected gold prospecting 
institutes in Russia. It was founded in 1871 and acquired by Petropavlovsk 
in 2006/2007. Irgiredmet provides the Group with metallurgical testwork, 
bulk sampling, mine planning, infrastructure design, project evaluation and 
preparation of feasibility studies. It has facilities for sample preparation and 
leaching, smelting, flotation and purification. 

PHM Engineering
PHM Engineering was established in 2005 and since then has grown 
from a small group of experienced engineers into a respected scientific 
institution. PHM Engineering conducts project work for mining and 
processing enterprises, energy facilities and infrastructure, takes part  
in preparation of feasibility studies for the new projects and supervises 
the engineering and building of all industrial units within the Group. 

Giproruda
Based in St. Petersburg, Giproruda is one of the oldest leading mining 
engineering institutes in Russia. Its scope of work includes the design, 
coordination of construction and commissioning of quarries and mines, 
including those in challenging geological and climatic conditions. 
Giproruda is a subsidiary of IRC, which owns 70% of Giproruda. 

Kapstroi
Established in 2005, Kapstroi has so far carried out most of the 
construction work for the Group. Its General Director, Valery Alekseev, 
has been with the Group since inception and has previous experience of 
the construction of world-class mines and production units in Uzbekistan 
and other former Soviet republics. During 2009 and 2010 Kapstroi was 
focussed on constructing the third processing line at Pioneer, the plant 
and facilities at Malomir, facilities at Albyn and the plant at Kuranakh.

In-House Expertise  
and New Processing  
Technologies   

In line with the Group’s strategy, 
Petropavlovsk’s in-house expertise  
was engaged in all levels of project support 
in 2010.

POX Plant
As a result of internal studies conducted during 2010, the Group is  
planning to install a pressure oxidation (POX) and hydro-metallurgical 
plant processing facility POX plant at Pokrovskiy to process flotation 
concentrate. It is envisaged that this will centralise the processing  
of refractory concentrates anticipated to be produced at Pioneer  
and Malomir. 

As part of this development plan, in Q4 2010 the Group 
commissioned Outotec Oy to design the POX plant at Pokrovskiy  
and flotation concentrators at Malomir and Pioneer. This design has 
now been finalised and is being reviewed by the Group. The design 
envisages the installation of six 60m3 autoclaves, with two vessels  
for the processing of Pioneer concentrate and four for the processing 
of concentrate from Malomir. The total POX plant capacity will be 
c.600kt of concentrate a year.  

The design is based on extensive metallurgical tests completed 
Irgiredmet and Gidrometallurgiya. In conjunction with Outotec,  
the Group plans to conduct further tests on larger bulk samples  
at its pilot test plant in Blagoveschensk (Amur region) during the 
summer. The pilot test plant was commissioned by the Group in  
2009 in order to test gold recovery processes under conditions 
approximating real production. The Group installed a POX facility  
at the plant in 2010. PHM Engineering, is drawing up construction 
plans in accordance with the Russian Technical Regulations which  
will form the basis for the permitting procedure.

In order to facilitate the project’s efficient development, Petropavlovsk 
intends to enter into an agreement with Outotec which will outline both 
parties’ respective responsibilities and roles. The Group anticipates 
that Outotec will be responsible for the design, procurement and 
commissioning of the plants, whereas the Group will complete the 
construction work using its in-house services.  

On-site preparation work at Pokrovskiy has begun. Flotation  
plants at Malomir and Pioneer together with a hydrometallurgical 
circuit at Pokrovskiy will start processing refractory ores in the 
beginning of 2013. 
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Approach to risk management 
During the year, the Company reviewed its approach to risk 
management and adopted a formal risk management framework  
with the Board having ultimate responsibility for setting the Group’s  
risk appetite and the executive team having responsibility for ongoing 
risk review and management. The system is designed to ensure that  
the key risks taken by the Company in the conduct of its business  
and which may affect its ability to deliver its strategy effectively are 
identified and evaluated and that the appropriate controls are put  
in place to manage these risks. 

Risks that could impact the business are considered in a number  
of broad categories which are set out below. Responsibility for each 
category is delegated to a “risk owner” within the Executive Committee. 
Each risk owner is responsible for identifying risks in their risk area and 
the most significant risks are recorded in risk registers. The likelihood  
of occurrence and potential impact to the Group is assessed and 
mitigating controls which seek to remove or minimise the likelihood and 
impact of the risks before they occur are implemented. Risks are then 
re-assessed once appropriate mitigation is in place, although some 
risks by their nature cannot be mitigated by the Company. The Internal 
Audit function provides support with regard to the identification and 
classification of risks and provides assurance that there are internal 
controls and procedures in place for their mitigation. 

The risk registers are reviewed and discussed at each Executive 
Committee meeting with particular focus on the potential risk impact 
and the emergence of any new risks and uncertainties. 

Whilst ongoing review of risk management is delegated to the  
Executive Committee, the Board considers it appropriate to retain 
oversight of risks and the effectiveness of the risk management 
framework. This is achieved in a number of ways:

 The Board has delegated authority to the Risk Committee to  
make recommendations to the Board on the Group’s risk appetite.  
The Risk Committee is responsible for reviewing the identification, 
evaluation and management of key risks, as well as for assessing  
the effectiveness of related controls, and monitoring the internal control 
systems. The Risk Committee is also responsible for reinforcing risk 
management principles throughout the Group. The Committee is 
currently made up of a majority of independent Non-Executive 
Directors who provide independent oversight of risk issues. The Board 
considers that there are significant benefits to having non-executive 
challenge of the risk assessment and management process. 

 At each of its meetings, the Risk Committee reviews each risk area 
and the corresponding risk register. Risk owners are periodically 
invited to attend Committee meetings during which the Committee 
will probe and test the risk identification process and the efficacy  
of the risk management strategy. The Risk Committee also has 
responsibility for identifying the most significant Group-wide risks  
from the individual risk registers. 

 The Audit Committee retains responsibility for reviewing financial risks, 
following a similar process to that adopted by the Risk Committee.  
The Audit Committee reports back on its findings and recommendations 
on the financial risks and their management to the Risk Committee.

 The Risk and Audit Committees collaboratively ensure that the review 
of significant risks and control actions are incorporated into the 
Internal Audit plan. 

 The Risk Committee reports to the Board regularly on its findings  
and provides recommendations for improvements in the risk 
management framework. 

Principal Risks Report
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The Risk Committee
The Risk Committee is appointed by the Board from the Non-Executive 
and Executive Directors of the Company and has defined terms of 
reference, which are available on the Company’s website. 

Composition of the Risk Committee

 Date of appointment
Name to the Committee

Lord Guthrie (Chairman of the Risk Committee)  21 January 2008
Graham Birch  12 February 2010
Peter Hill-Wood  22 April 2009
Sir Roderic Lyne  22 April 2009
Martin Smith (Executive Technical Director)  9 February 2011

Membership of the Risk Committee is reviewed at regular intervals  
by the Chairman of the Risk Committee, the Nomination Committee 
and the Company Chairman who recommend to the Board any new 
appointments to the Risk Committee. The Committee is comprised  
of at least three Directors, the majority of Directors are Non-Executive 
Directors and two members comprise a quorum. 

Meetings
The Risk Committee meets at least three times a year. Details of 
meetings held during the year and the attendance by the Directors  
are set out on page 11 of the Financial Statements 2010. The agenda  
is approved by the Risk Committee Chairman in advance of each 
meeting. Each Risk Committee member has the right to require reports 
on matters of interest in addition to routine items. 

Principal risks relating to the Group
The most significant risks that may have an adverse impact on the 
Group’s reputation, its ability to meet its strategic objectives and to 
deliver shareholder value are set out below. Summarised alongside 
each risk is a description of its potential impact on the Group.  
Measures in place to manage or mitigate against each specific  
risk, where within the Group’s control, are also described.

The risks set out below, should not be regarded as a complete or 
comprehensive list of all potential risks and uncertainties that the Group 
may face which could have an adverse impact on its performance.  
In addition, additional risks may exist that are currently unknown to  
the Group and certain risks which are currently believed to be immaterial 
could turn out to be material and significantly affect the Group’s 
business and financial results.

Categorisation of risks and risk owners 

Operational 
 

Factors which impact 
output such as 
inadequate or failed 
internal processes, 
systems or people or 
external events 
 
 
 
 

Risk owner
Technical Director 

Financial  
 

Financial risks include 
market, credit and 
liquidity risks, the 
ability to raise finance 
or meet loan 
covenants and foreign 
exchange exposure 
 
 
 

Risk owner
Chief Financial Officer 

Legal and 
Regulatory  

Risks that create 
potential for loss 
arising from 
uncertainty due to 
legal actions or 
uncertainty in the 
application of laws or 
regulations and 
restatement of 
reserves and 
resources

Risk owner
Group Head  
of Legal Affairs 

Investor Relations  
and External 
Communications 

Risks include poor 
management of 
market expectations 
and false investor 
perception  
 
 
 
 
 

Risk owner
Group Head of External 
Communications 

Health, Safety  
and Environmental 
(“HSE”)

Workplace hazards 
that could result in 
liability for the Group 
or have an adverse 
impact on output 
 
 
 
 
 

Risk owner
Technical Director

Human Resources 
 

Risks associated  
with the recruitment 
and ongoing 
management  
of people 
 
 
 
 
 

Risk owner
CEO
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Operational risks

Risk Description and potential impact Mitigation

Delay in supply of / or 
failure of equipment / 
services

The Group is reliant on the supply and availability  
of a number of services and equipment in order to 
successfully run its operations. For example, timely 
delivery of mining equipment and jaw crushers and  
their availability are essential to the Group’s ability to 
extract ore from the Group’s assets to crush the mined 
ore prior to production. 

Delay in the delivery or the failure of mining equipment 
could significantly delay production and impact the 
Group’s profitability.

Contingency plans are in place to address disruption  
to services.

High standards of operation and maintenance of 
equipment are kept including ensuring that sufficient 
stocks of spare parts are available. Equipment is 
inspected at the beginning and end of every shift. 

Management maintains regular communication with 
manufacturers and suppliers in order to prevent delays  
in the delivery of equipment. 

Adverse weather 
conditions

The Group’s assets are located in the Russian  
Far East which is an area that can be subject to severe 
weather conditions.

Severe weather conditions such as cold temperatures  
in winter could have an adverse impact on operations, 
including the delivery of supplies, equipment and fuel, 
and exploration and extraction levels may fall as a result 
of such climatic factors.

The Group seeks to mitigate this risk by ensuring  
that heating plants at operational bases are regularly 
maintained and that operational equipment is fitted  
with cold weather options, which could assist in  
ensuring that equipment does not fail as a result  
of adverse weather conditions.

Financial risks

Risk Description and potential impact Mitigation

Commodity prices The Group’s profitability can be significantly reduced  
by a fall in commodity prices and more specifically gold 
prices. The majority of the Group’s revenue and cash 
flows come from the sale of gold. Traditionally the market 
price for gold has fluctuated and has been affected by  
a number of factors over which the Company has no 
control, including demand and supply.

The Group does not typically implement hedging  
or price management strategies, however it does aim  
to minimise overhead costs on an ongoing basis and  
to operate and maintain low-cost and efficient 
operations in order to optimise the Group’s returns.  
The Group’s business model is to actively maintain  
the lowest possible cash cost per gold ounce. 

Exchange rate 
fluctuations 

The Company reports its results in US Dollars, which  
is the currency in which gold is principally traded and 
therefore in which most of the Group’s revenue is 
generated. Significant costs are incurred in and/or 
influenced by the local currencies in which the Group 
operates principally Russian Roubles. In addition, Group 
operating expenses are denominated in GB Pounds 
Sterling. The Company’s financial condition and results 
of operations could be adversely affected by changes  
in the exchange rates between these currencies. 

The Group has adopted a policy of holding a  
minimum of cash and monetary assets or liabilities  
in non US Dollar currencies and operates an internal 
funding structure which seeks to minimise foreign 
exchange exposure.

Principal Risks Report
continued
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Financial risks

Risk Description and potential impact Mitigation

Funding and liquidity The Group’s future production growth is dependent  
on its success in funding its existing operations and 
developing additional reserves. The Group requires 
funds to invest in and develop its greenfield exploration 
projects as well as to extend the life and capacity  
of its existing mining operations. If the Group is unable  
to raise adequate funding, this may mean that the  
Group is unable to develop and/or meet its  
operational commitments. 

The Group’s long-term strategic funding needs are  
set out in a five year strategic plan which is periodically 
reviewed and monitored by the Executive Committee 
and the Board. A detailed annual budget is approved  
by the Board and monthly re-forecasts monitored.

During the year the Group took a number of actions  
to reduce the impact of this risk. Access to funding  
was increased through the issue of US$380 million 
convertible bonds and the listing of IRC Limited on  
the Main Board of the Hong Kong Stock Exchange, 
which raised gross proceeds of approximately 
US$240 million to fund development of the 
Non-Precious Metals business. 

In addition, IRC has entered into a loan facility with ICBC 
amounting to US$340 million for the development of the 
K&S iron ore concentrate project.

Capital programme 
controls 

The Group has an active capital investment programme 
as it transforms itself from a small scale mining to a large 
scale mining company. The failure to deliver the capital 
investment programme and/or to adhere to agreed 
budgets or timescales may have an adverse impact  
on the Group’s growth plans and its future profitability. 

The progress in meeting capital investment timeframes 
and budgets is monitored regularly and a formal process 
exists by which the Executive Committee and the Board 
can monitor the progress of material capital projects 
against the original budgets. The newly created 
Technical and Strategic Committees both have the 
responsibility for formulating annual and long-term 
budgets and forecasts including capital investment 
budgets and monitoring and reporting on performance 
against these.
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Health, safety and environmental risks

Risk Description and potential impact Mitigation

Health and safety issues The Group’s employees are some of its most valuable 
assets. The Group recognises that it has an obligation  
to protect the health of its employees and that they have 
the right to operate in a safe working environment. 
Certain of the Group’s operations are carried out under 
potentially hazardous conditions. Group employees may 
become exposed to health and safety risks which may 
lead to the occurrence of workforce-related misfortunes 
and harm to the Group’s employees. These could also 
result in production delays, reputational damage and 
financial loss.

Health and Safety management systems are in place 
across the Group to ensure that the operations are 
managed in accordance with the relevant health and 
safety regulations and requirements. 

The Group has an established health and safety training 
programme under which its employees undergo initial 
training on commencement of employment and take 
part in refresher training on an annual basis.

The Group operates a prompt incident reporting system 
to the Executive Committee and the Board. 

Board level oversight of health and safety issues  
occurs through the work of the Health, Safety and 
Environmental Committee. During the year, the incident 
reporting system was reviewed and enhanced to include 
the reporting of serious incidents to the Chairman  
of the Health, Safety and Environmental Committee. 
Inspections at all project sites take place on a  
regular basis.

In addition, during the year, the Group commissioned  
an external third party provider to prepare an 
Environmental and Social Impact Assessment “ESIA”  
at Malomir which was published in October 2010.  
The objective of the assessment was to review and 
assess environmental, social, operational and 
occupational hazard issues at the site and to enhance 
the risk management strategy. The assessment at 
Malomir will provide a framework for future projects  
that integrate Russian regulatory requirements with 
international best practice. 

Further details about health and safety policies and 
management systems are set out in the Sustainability 
Report and on pages 62 to 64 of this report. 

Principal Risks Report
continued
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Legal and Regulatory risks

Risk Description and potential impact Mitigation

Licences and permits The Group’s principal activity is the mining of precious 
and non-precious metals which require it to hold 
licences which permit it to explore and mine in particular 
areas in Russia. These licences are regulated by Russian 
governmental agencies and if a material licence was 
challenged or terminated, this would have a material 
adverse impact on the Group. In addition, various 
government regulations require the Group to obtain 
permits to implement new projects or to renew existing 
permits. Non-renewal of a permit may cause the Group 
to discontinue the operations requiring the permit and 
the imposition of additional conditions may cause the 
Group to incur additional compliance costs. 

There are established processes in place to monitor  
the required and existing licences and permits on  
an ongoing basis and processes are also in place  
to ensure compliance with the requirements of the 
licences and permits.

Restatement of Reserves 
and Resources

The Group’s ore reserve and resource estimates are 
based on many factors and assumptions, including the 
results of exploratory drilling and an ongoing sampling of 
the ore bodies; past experience with mining properties; 
and the experience of the expert engaged to carry out 
the reserve estimates. Other uncertainties inherent in 
estimating reserves include subjective judgements and 
determinations based on available geological, technical, 
contractual and economic information. Some 
assumptions may be valid at the time of estimation  
but may change significantly when new information 
becomes available. 

Changes to any of such assumptions, on which the 
Group’s reserve and resource estimates are based, 
could lead to the reported reserves being restated. 
Changes in the reserves and resources could adversely 
impact the economic life of deposits and the profitability 
of the Group’s operations.

The first stage of assurance of the accuracy of reserves 
and resources is by detailed analysis of geological 
samples in the Group’s laboratories. 

These laboratories are licensed by the Russian authorities 
and use multiple QA/QC procedures. The QA/QC 
procedures include the use of “standards”, “blanks”  
and “duplicates” as well as cross checking a percentage 
of all samples analysed, in an independent laboratory in 
Ulan Ude, Republic of Buryatia, Russia.

The Group engages the services of independent 
experts, Wardell Armstrong International, to review  
the Group’s reserves and resources calculations for 
operating mines and development projects on an annual 
basis to provide additional external assurance. 
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Legal and Regulatory risks

Risk Description and potential impact Mitigation

Country-specific risks Actions by governments or changes in economic, 
political, judicial, administrative, taxation or other 
regulatory factors or foreign policy in the countries  
in which the Group operates or holds its major assets 
could have an adverse impact on the Group’s business 
or its future performance. Most of the Group’s assets 
and operations are based in Russia. 

Russian foreign investment legislation imposes 
restrictions on the acquisition by foreign investors of 
direct or indirect interests in strategic sectors of the 
Russian economy, including in respect of gold reserves 
in excess of a specified amount or any occurrences of 
platinum group metals. 

None of the Group’s assets are currently included on the 
list of subsoil blocks of federal significance, maintained 
by the Russian Government (“Strategic Assets”), and on 
the basis of the Russian foreign investment law and the 
related legislation now in force, it is not currently 
expected that any of the Group’s assets will be classified 
as Strategic Assets.

However, if the legislative framework changes in the 
future, so that some assets of the Group become 
Strategic Assets, the Group entities holding licences  
in respect of such deposits may, themselves, become 
strategic. In this case, such Group entities’ rights in 
relation to such assets may be limited or even 
terminated (with the compensation of incurred expenses 
in the course of the exploration of such deposits) under 
the procedure set out by the Russian Government.  
If the relevant Group entities are allowed to continue 
exploring such assets, direct or indirect acquisitions of 
interests in such entities may require clearance under  
the Russian foreign investments law.

Fluctuations in the global economy may adversely  
affect Russia’s economy. Russia’s economy has recently 
become increasingly dependent on global economic 
trends and is more vulnerable to market downturns and 
economic slowdowns elsewhere in the world, as well  
as to reductions and fluctuations in the prices of 
hydrocarbons and minerals.

To mitigate the Russian economic and banking risk  
the Group strives to use the banking services of several 
financial institutions and not keep disproportionately 
large sums on deposit with a single bank.

The Group seeks to mitigate the political and legal  
risk by constant monitoring of the proposed and newly 
adopted legislation to adapt to the changing regulatory 
environment in the countries in which it operates and 
specifically in Russia. It also relies on the advice of 
external counsel in relation to the interpretation and 
implementation within the Group of new legislation.

The Group closely monitors its assets and the probability  
of their inclusion into the Strategic Assets lists published 
by the Russian Government.

Principal Risks Report
continued
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Human Resources risks

Risk Description and potential impact Mitigation

Ability to attract and 
retain key senior 
management 

The Group’s success and growth is closely aligned  
to the experience, abilities and contributions of certain  
of its key senior managers, and in particular the Group’s 
Chairman and the Group’s Chief Executive.

The Group’s growth and profitability may be adversely 
impacted by the loss of the services of these key senior 
managers or its inability to attract additional highly-
qualified and experienced people.

Regular reviews of reward structures and incentive  
plans are carried out in order to attract, retain and 
incentivise key employees. Succession planning is  
an important issue on the Board’s agenda and was 
addressed in detail at the Board’s strategy meeting  
held in December 2010.

Lack of skilled labour The Group seeks its skilled labour within the 
geographies in which it operates, avoiding the need  
for higher expatriate labour costs. As the scale  
of the Group's operations increases, it may experience  
a shortage of skilled labour which may make it  
difficult to execute its business plans and/or lead  
to operational inefficiencies. 

The Group has a long standing programme of investing 
in education in the regions in which it operates to ensure 
a constant supply of highly qualified specialists for the 
Group's operations. Details of the various educational 
and developmental programmes are set out on pages 
60 to 61 of the Annual Report 2010. 

In response to the challenges of moving from small  
scale to large scale mining, additional investment is 
being made in training and recruitment to improve 
operational efficiencies. 

 
Overview
As a result of its work undertaken during the year, the Risk Committee 
has concluded that it has acted in accordance with its terms of 
reference. The Chairman of the Risk Committee will be available at this 
year’s Annual General Meeting to answer any questions about the work 
of the Risk Committee.

Approval
This report was approved by the Board and signed on its behalf by:

Lord Guthrie 
Chairman of the Risk Committee
30 March 2011
 

Petropavlovsk Annual Report 2010
O

verview
P

erform
ance

72/73  



Forward-looking statements
Certain statements contained in this Annual Report are forward-looking 
statements. Generally, these forward-looking statements can be 
identified by the use of forward-looking terminology, including the terms 
“believes”, “estimates”, “anticipates”, “intends”, “may”, “will” or “should” 
or in each case their negative, or other variations or comparable 
terminology. Such forward-looking statements involve risks, 
uncertainties and other factors which may cause the actual results, 
performance or achievements of the Group, or industry results, to be 
materially different from any future results, performance or achievements 
expressed or implied by such forward-looking statements. Such risks, 
uncertainties and other factors include, among other things, general 
economic and business conditions, industry trends, competition, 
commodity prices, changes in law or regulation, currency fluctuations 
(including fluctuations in the US Dollar or Rouble), the Group’s ability to 
recover its reserves or develop new reserves and to implement its 
expansion plans and achieve cost reductions and efficiency measures, 
changes in business strategy or development, political and economic 
uncertainty and other risks described in the section entitled “Principal 
Risks Report”. There can be no assurance that the results and events 
contemplated by the forward-looking statements contained in this 
Annual Report will, in fact, occur.

Any forward-looking statements in this Annual Report reflect the 
Group’s current view with respect to future events and are subject to 
risks relating to future events and other risks, uncertainties and 
assumptions relating to the Group’s operations and growth strategy. 
Shareholders should specifically consider the factors identified in this 
Annual Report which could cause results to differ before making an 
investment decision. These forward-looking statements speak only as 
at the date of this Annual Report, the Financial Statements and 
Sustainability Report 2010. The Group will not undertake any obligation 
to release publicly any revisions to these forward-looking statements to 
reflect events, circumstances or unanticipated events occurring after the 
date of this Annual Report, Financial Statements and Sustainability 
Report, except as required by law or by any appropriate regulatory 
authority. Nothing in this publication should be considered as a  
profit forecast.

Past performance cannot be relied on as a guide to future performance.

Basis of reporting reserves and resources
Mineral Resource and Ore Reserve estimates included within this 
Annual Report, Financial Statements and Sustainability Report 2010  
are reported in accordance with the Australasian Code for Reporting  
of Exploration Results, Mineral Resources and Ore Reserves as 
prepared by the Joint Ore Reserves Committee of the Australian 
Institute of Mining and Metallurgy, Australian Institute of Geosciences 
and Minerals Council of Australia (“JORC Code (2004)”).

The basis for reporting reserves and resources for the Group’s alluvial 
deposits is in accordance with the Russian Classification System, 
approved by the State Committee on Reserves (“GKZ”) in 1965 
(amended in 1981 and 2008).

The Russian Classification System is based principally on the degree  
of geological knowledge and the technical ability to extract a mineral 
reserve. Although economic considerations form a part of the 
justification for A, B, C1, and C2 category reserves, the system does 
not take into account the economic viability of extraction in the same 
manner as the JORC Code (2004), or other internationally recognised 
mineral reserves classification codes. The Russian Classification System 
also classifies reserves as “on-balance” if they economically viable at  
the time of the estimate and “off-balance” if the economic viability is yet 
to be demonstrated. Licence holders must register A, B, C1, and C2 
category reserves with the GKZ to be able to extract them (depending 
upon the structural complexity class of the deposit. Gold deposits are 
usually in complexity class 2, 3 or 4 which require categories C1 and/or 
C2 only; categories A and B are rarely recorded for such deposits). 

The contents of this Annual Report, Financial Statements and 
Sustainability Report 2010 have been approved for release by Dr P. 
Newall, BSc, PhD, CEng, FIMMM, of Wardell Armstrong International. 
Dr P. Newall has consented to the inclusion of the material in the form 
and context in which it appears.

Appendix
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References to “the Group”, “Petropavlovsk” 
and “IRC”
For the purposes of this Annual Report, Financial Statements and the 
Sustainability Report 2010, references to “the Group” should be read  
as the Petropavlovsk PLC Group of Companies and IRC Limited Group 
of Companies combined. References to “Petropavlovsk” should be 
read as the Petropavlovsk PLC Group of Companies, excluding the  
IRC Limited Group of Companies. References to IRC should be read  
as the IRC Group of Companies, excluding the Petropavlovsk Group  
of Companies. 

Underlying EBITDA
Underlying EBITDA is the profit for the period before financial income, 
financial expenses, foreign exchange gains and losses, fair value 
changes, taxation, depreciation, amortisation and impairment. 
Reconciliation of profit for the year and underlying EBITDA is set out  
in note 39 to the Consolidated Financial Statements on page 89 of  
the accompanying Financial Statements.

Total attributable gold production
Total attributable gold production, as stated throughout this document, 
is comprised of 100% of production from the Group’s subsidiaries  
and the relevant share of production from joint ventures and other 
investments. Figures for the comparative period are restated 
accordingly. The Group has held a c.1.1% interest in Rusoro Mining Ltd 
since March 2009; no attributable ounces are included in the Group 
figures. The Company’s direct and indirect interest in Pokrovskiy Rudnik 
(the holder of the Group’s Pokrovskiy, Pioneer and Malomir interests)  
is 98.61%. In August 2010, the Group increased its total holding in 
Omchak, predominantly an alluvial operation, to 90% after the 
acquisition of 32.5% and 7.5% of the issued capital of Omchak from 
OJSC Susumanzoloto and Shkolnoye respectively. Accordingly, 
Omchak has become a subsidiary of the Group and production from 
Omchak for H2 2010 is 100% attributable to Group. Production from 
Omchak for H1 2010 and for 2009 was 50% attributable to the Group. 
Cumulative gold production, as stated throughout this Annual Report, 
Financial Statements and the Sustainability Report 2010, consists of 
gold physically recovered and gold in circuit. Accordingly gold produced 
in the year consists of gold recovered during the period and adjusted for 
the movement in gold still in the circuit.

Glossary and Definitions 
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Shareholder Information

Registered and Head Office
Additional information on Petropavlovsk may be obtained from  
the Company’s website, www.petropavlovsk.net or by contacting  
the Company’s Head Office:

Petropavlovsk PLC 
11 Grosvenor Place  
Belgravia 
London SW1X 7HH 

Telephone: +44(0)20 7201 8900 
contact@petropavlovsk.net 

Petropavlovsk PLC is registered in England and Wales.  
Company number: 4343841

Additional information on IRC Limited may be obtained from  
www.ircgroup.com.hk

Registrars
Enquiries relating to shareholdings should be made to the Group’s  
UK Registrars, Capita Registrars:

Capita Registrars  
The Registry 
34 Beckenham Road 
Beckenham 
Kent 
BR3 4TU

Telephone: 0871 664 0300  
(Calls charged at 10p per minute plus network extras)

Lines are open 8.30am to 5.30pm, Monday to Friday.  
From outside the UK: +44 (0)20 8639 3399.

ssd@capitaregistrars.com
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